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The E x e c u t i v e  D i r e c t o r s  c o n s i d e r e d  t h e  s t d f f  r e p o r t  f o r  t h e  1987 

- 

Art i c l e  I V  c o n s u l t a t i o n  w i t h  Gu inea ,  t o g e t h e r  w i t h  a r e q u e s t  f o r  a 13-month 
s t and- .by  a r r angemen t  i n  rii amolint e q u i v a l e n t  t o  SDR 11.6 m i l l i o n  and a 
r e q u e s t  f o r  ar, ar rangement  unde 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  
(EBS/87/143,  7 / 2 / 8 7 ;  Cor .  1, 7 / 2 8 / 8 7 > .  They a l s o  had b e f o r e  them a p o l i c y  
framework paper  (EBS/87/141, 7 / 1 / 8 7 ) ,  3tid a background p a p e r  on r e c e n t  
economic developments  i n  Guinea (SM/87/175, 7 / 2 0 / 8 7 ) .  

The Ac t ing  Chainnan made t h e  f o l l o w i n g  s t a t e m e n t :  

The re  fo l lows  f o r  t h e  i n f o r m a t i o n  o r  E x e c u t i v e  D i r e c t o r s  t h e  
t e x t  of a memorandum t h a t  t h e  Managing D i r e c t o r  has  r e c e i v e d  
from t h e  P r e s i d e n t  of t h e  World Sank t o  s e r v e  a s  t h e  b a s i s  f o r  
my s t a t e m e n t  on t h e  matter t o  t h e  Board .  T h i s  t e x t  summarizes 
t h e  main  p o i n t s  covered  by t h e  E x e c u t i v e  D i r e c t o r s  of t h e  Rank 
a s d  I D A  i n  t h e i r  Jul.y 2 1 ,  1987 d i s c u s s i o n  i n  Committee of t h e  
Whole of a paper  e n t i t l e d  “Guinea:  P o l i c y  Framework Pape r . “  

1. The Execu t ive  D i r e c t o r s  o€ t h e  Bank and XDA d i s c u s s e d ,  i n  a 
ineet ing of t h e  Committee of t h e  Whole, t h e  p a p e r  e n t i t l e d  “Guinea:  
P o l i c y  Framework Paper  .I‘ 

- 
2 .  There wa? a g e n e r a l  consensus  t h a t  t h e  p o l i c y  framework 
paper  r e p r e s e n t e d  a v e r y  i m p r e s s i v e  program t o  r e d r e s s  t h e  s t r u c -  
t u r a l  distortions t h a t  had developed  in t h e  Guinean  economy over  
t h e  l a s t  s e v e r a l  y e a r s .  S e v e r a l  D i r e c t o r s  c a l l e d  a t t e n t i o n  t o  
t h e  d e t e r m i n a t i o n  w i t h  which t h e  Government had launched  and 
c a r r i e d  Out i t s  program. They p a r t i c u l a r l y  commended t h e  Govern- 
m e n t  € o r  i t s  r e l i a n c e  on a m 3 r k e t - o r i e n t e d  approach  t o  d e t e r m i n e  
t h e  exchange r a t e  and i n t e r n a l  p r i c e s ,  and i t s  emphas is  on 
encourag ing  p r i v a t e  s e c t o r  deve lopmen t .  The D i r e c t o r s  c i t e d  t h e  
r e s p o n s e  t h a t  had been o b t a i n e d ,  on t h e  s u p p l y  s i d e  and p a r t i c -  
u l a r l y  ir a g r i c u L t u r e ,  a s  an e v i d e n c e  of t h e  s u c c e s s  of t h e  
tiove r nrnrn t ‘ s po 1’ c i  c s  . 
3 .  T h e  D i r e c t o r s  noted t h a t  t h e  p o s i t i v e  r e s p o n s e  of t b e  
economy to t h e  r e fo rm program was p a r t i c u l a r l y  i m p o r t a n t  i n  l i g h t  
of t h e  n e r d  t o  reduce  t h e  c o u n t r y ’ s  r e l i a n c e  on b a u x i t e  and 
a i u m i n a  p r o d u c t i o n  and t o  d i v e r s i f y  i n t o  n o n t r a d i t i o n a l  e x p r t s ,  
t h e r e b y  a l s o  broadening  the  base  of f i s c a l  r e v e n u e s .  They  
welcomed t h e  p r o g r e s s  made i n  r e d u c i n g  t h e  s i z e  of t h e  c i v i l  
s e r v i c e  and t h e  e f f o r t :  dep loyed  t o  improve t h e  e f f i c i e n c y  of  
the economic m i n i s t r i e s .  ‘The r e o r g a n i z a t i o n  of t h e  bankir,g 
s e c t o r  was a l s o  n o i e d .  

4 .  ‘Ytie i>irrct:.oi-s noted that:  G u i n 2 a  Gas l i k e l y  t o  f a c e  some 
se r ious  p r o b l e m s  a s  i t  moved i n t o  the s e c o n d  p h a s e  of the stri.ic- 
t : u r n L  a d  j u s r m e n t  progr-an. ‘ In  t h i . s  context, t h e y  commented oil 
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t h e  p r o j e c t e d  F u r t h e r  d e t e r i o r a t i o n  i n  t h e  terms of t r a d e  and 
i n d i c a t e d  t h a t  t h e  d i f f i c u l t  e x t e r n a l  env i ronmen t  i n  t h e  y e a r s  
ahead made i t  a l l  t h e  mor2 u e c e s s a r y  f o r  t h e  Government co 
c .ont i t iue t o  Dursc? t h p  p o l i c y  r e f o r m s  w i t h  d e t e r m i n a t j o n .  Some 
D i r e c t o r s  i n d i c a t e d  t h a t  r e i n f o r c i n g  t h e  p o l i c y  env i ronmen t  iias 
e s s e n t i a l  ii: o r d e r  to c a p t u r e  f d l y  t h e  b e n e f i t s  o f  t h e  a d j u s t -  
ment prograe.  I n  p a r t i c u l a r ,  t h e y  p o i n t e d  t o  a g r i c u l t u r e ,  
t r a n s p o r t ,  and  i n f r a s t r u c t u r e  a s  areas which  s h o u l d  c o n t i n u e  t o  
r e c e i v e  p r i o r i t y  and  where f u r t h e r  work was needed  t o  a l l e v i a t e  
b o t t l e n e c k s .  I n s t i t u t i o n a l  r e fo rms  vere  a l s o  c i t e d  a s  an area 
i n  which t h e  Government needez  t o  s u s t a i n  i t s  e f f o t t s  and  c o n t i n u e  
to  move ahead .  

5 .  .The  D i r e c t o r s  e x p r e s s e d  t h e  v iew t h a t  t h e r e  s h o u l d  be s t r o n g  
s u p p o r t  from t h e  i n t e r n a t i o n a l  community f o r  Gu inea  d u r i n g  t h e  
second p h a s e  of i t s  s trilc t u r a l  a d j u s t m e n t  program. They a l s o  
i n d i c a t e d  t h a t  Guinea  shc*: ld  b e  among the c o u n t r i e s  for which 
s p e c i a l  e f f o r t s  need t o  be made t o  o b t a i n  , d d i t i o n a l  s u p p o r t  fo r  
ai j u s t m e n t  i n  t h e  form of q u i c k - d i s b u r s i n g  a s s i s t a n c e .  

6 .  The D i r e c t o r s  commended t h e  a c t i o n s  t h a t  t h e  Government had 
t a k e n  t o  a l l e v i a t e  some of t h e  s o c i a l  cos t s  of t h e  a d j u s t n e n t  
measures  and no ted  t h e  f a v o r a b l e  impact  t h a t  such  e f f o r t s  would 
have on t h e  s u s t a i n a b i l i t y  of r h e  r e f o r m  program. Some D i r e c t o r s  
also i n d i c a r e d  t h e  need t o  proceed  w i t i i  c a u t i o n  i n  tne  a r e a  of 
c i v i l  service r e f o r m .  The D i r e c t o r s  n o t e d  t h a t  f u r t h e r  b e n e f i t s ,  
i n  t h e  form of i n c r e a s e d  g rowth  and h i g h e r  p r o d u c t i v i t y ,  were 
n e c e s s a r y  f o r  t h e  program t o  be s u c c e s s f u l l y  implemented and 
u r g e d ,  i n  t h i s  c o n t e x t ,  t h e  Government t o  c o n t i a u e  i t s  e f f o r t s .  

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

O n  b e h a l f  of my GLinean a u t h o r i t i e s ,  I would l i k e  t o  thank. 
t h e  s t a f f  f o r  t h e  c o n s t r u c t i v e  d i s c u s s i o a s  h e l d  i n  Zonakry i n  
t h e  c .ontext  of t h e  Ar t ic le  IV c o n s u l t a t i o n  and t h e  n e g o t i a t i o n s  
t h a t  led t o  the p r e s e n t  r e q u e s t s  f o r  a s t and-by  a r r angemen t  and 
a r r a n g - m e n t s  unde 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 .  

T o d a y ' s  Board discussions on Guinea  w i l l  c o n c l u d e  t h e  f i r s t  
A r t i c l e  XV c o n s u l t a t i o n  cdnce  t h e  l a u n c h i n g  of t h e  Guinean a u t h o r -  
i t l e s '  camprehens ive  a n d ,  i n d e e d ,  a m b i t i o u s  ad  j u s  tment.  program 
aimed a t  r e s t o r i n g  t h e  c o n d i t i o n s  f o r  s u s t a i n e d  growth  and s h i f t -  
i n g  t h e  e c o n m y  f r o m  n e a r l y  t h r e e  d e c a d e s  of  s t a t e  c o n r r o l  t o  
one  l a r g e l y  r egu laLed  by marke t  f o r c e s .  Thus ,  t h e  economic and 
financial performance  OF Guinea  i n  1986 s h o u l d  be  a s s e s s e d  
a g a i n s t  t h e  background of A c o u n t r y  i n  t h e  l e a r n i n g  p r o c e s s  of  
e s t a b l i s h i n g  a f ree  market mechanism. 
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Although t h e  Lack o i  r e l i a b l e  d a t a  makes t h e  a s s e s s m e n t  of 
r h e  Txrfoni-lilance of t h e  Guinean economy a n d  i t s  compar i son  o v e r .  
rime a v e r y  d i f f i c u l t  t a s k ,  1986 c a n  be c o n s i d e r e d  a landmark i n  
G u i n e a ' s  ecoi imiic  h i s t o r y :  
m e n t s  t c o k  a t u r n  f o r  t h e  b e t c e r .  I n d e e d ,  t h e r e  are i n d i c a t i o n s  
t h a t  economic a c t i v i t y  expanded i n  1986,  s p u r r e d  ma in ly  by  a 
s t r o n g  growth i n  a g r i c u l t u r a l  o u t p u t  3r.d a modera te  i n c r e a s e  i n  
t h e  o u t p u t  of t h e  min ing  s e c t o r .  S i g n i f i c a n t  p r o g r e s s  was a l s o  
made on t h e  i n f l a t i o n  f r o n t .  A f t e r  a n  i n i t i a l  s u r g e  d u r i n g  t h e  
f i r s t  s e v e n  months t o  r e f l e c t  t h e  pas s - th rough  e f f e c t s  of t h e  
exchange r a t e  ad jus tmen t  and t h e  c o r r e c t i o n  of r e l a t i v e  p r i c e s ,  
the consumer p r i c e  i n d e x  r e c e d e d  marked ly ,  s lowing  down from 
7.5 p e r c e n t  p e r  month t o  less  t h a n  1 p e r c e n t  p e r  month from J u l y  
t o  December. There a r e  a l s o  s i g n s  of i n c r e a s e d  c o n f i d e n c e  i n  
t h e  newly e s t a b l i s h e d  banking  sys t em.  I n d e e d ,  d e s p i t e  t h e  
l i m i t e d  sp read  of t h e  commercial  banks  i n  t h e  c o u n t r y ,  p r i v a t e  
s e c t o r  d e p o s i t s  i n c r e a s e d  from a l o w  of GF 1 .4  b i l l i o n  i n  J a n u a r y  
1986 t o  GF 12 .4  b i l l i o n  i n  December 1986 .  Even i n  t h e  f i s c a l  
and e x t e r n a l  s e c t o r s  where pe r fo rmance  was less  t h a n  s a t i s f a c t o r y ,  
some p o s i t i v e  deve lopments  have t a k e n  p l a c e .  Fo r  example,  t r a n s -  
fers t o  p u b l i c  e n t e r p r i s e s ,  which have  been  a c a u s e  f o r  c o n c e r n ,  
were brcugh t  under  c o n t r o l ,  w i t h  such  t r a n s f e r s  d e c l i n i n g  from 
CF 10 b i l l i o n  i n  1985 t o  o n l y  CF 1 . 6  b i l l i o n  i n  1986.  W i t h  t h e  
exchange r a t e  adjustment .  and t h e  f l e x i b l e  exchange ra te  p o l i c y  
pursued  t h e r e a f t e r ,  p r i v a t e  s e c t o r  t r a n s a c t i o n s  s tar ted f l o w i n g  
i n t o  t h e  o f f i c i a l  marke t  a n d ,  a s  a r e s u l t ,  r e c o r d e d  e x p o r t s  
i n c r e a s e d  i n  1986 n o t w i t h s t a n d i n g  a 12 pe rce r , t  d e c l i n e  i n  e x p o r t  
e a r n i n g s  from b a u x i t e  and a l u m i n a ,  Gu inea ' s  t w o  ma jo r  e x p o r t  
p r o d u c t s .  And wi th  t h e  a u t h o r i t i e s '  commitment t o  c o n t i n u e  
p u r s u i n g  such  p o l i c i e s ,  t h e  p r o s p e c t s  €or  c h a n n e l i n g  more p r i v a t e  
s , e c t r r  t r a n s a c t i o n s  i n t o  t h e  o f f i c i a l  marke t  a p p e a r  f a v o r a b l e .  

a y e a r  when o v e r a l l  ec-ononlic deve lop-  

As t o  imp lemen ta t ion  o f  t h ?  1986 program,  i t  s h o u l d  be recog-  
n i z e d  t h a t ,  a l t h o u g h  i n  some a r e a s  s l i p p a g e s  o c c u r r e d ,  most o f  t h e  
p o l i c y  commitments con templa t ed  unde r  t h e  s tand-by  ar rangement  
were unde r t aken  and i t s  p r i n c i p a l .  o b j p c t i v ? s  were m e t .  T o  mention 
a few,  t h e  o v e r v a l u a t i o n  of t h e  c u r r e n c j -  was c o r r e c t e d ,  a new and, 
r e l i ab1 .e  banki.ng sys t em was e s t a b l i s h e d ,  d l  v r i c e s  e x c e p t  t h o s e  
f o r  r i c e . a n d  r e t ro l eu rn  p rQduCts ,  and  t h e  t a r i f f s  f o r  u rban  trans- 
po r t  were f r e e d  from s t a t e  c o n t r o l ,  and i n t e r n a l  and e x t e r n a l  t r a d e  
w a s  l i b e r a l i z e d .  T h e  Guinean a u t h o r i t i e s  a r e  encouraged  by t h e  
r e s u l t s  a c h i e v e d  so f a r  and a r e  de t e rmined  t o  pu r sue  and i n t e n s i f y ,  
where r e q u i r e d ,  t h e i r  ad j i i s tmen t  e f f o r t s .  To t h i s  end, '  t h e v  have 
d e v e l o p e d ,  i n  ~ . ~ o s e  c o l l a b o r a t i o n  wi th  t h e  s t a f f s  of t h e  Fund and 
t h e  Eank ,  a p o l i c y  framework c o v e r i n g  t h e  t h r e e - y e a r  p e r i o d  
1987!88-1983/90 w i t h i n  which they  i n t e n d  t o  i d d r e s s  bo th  t h e  
inacr',>economic. and s t r u c t u r a l  problems f a c i n g  t h e i r  c o u n t r y .  The 
three-year  prograin a n d  ihe 1987/88 economic and f inariciai  program 
for which a stand-'try a r r angemen t  and a r r a n g e m e n t s  under  the st rut- 

:ur?tl  A d j u s t m e n t  f a c i l i t y  a r e  r e q u e s t e d ,  a r e  consonan t  with t h e  
.:er!er 1 L ; M ~ ~ . c : J  o r i e n t a t i o n  p r e s e n t e d  i n  t h e  p o L i c y  f r a m e w o r k  p a p e r  - 
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B u i l d i n g  on t h e  p r o g r e s s  made uno .? r  t h e  1986 program, t h e  
t h r e e - y e a r  program aims a t :  a c h i e v i n g  a r e a l  GDP growth  of a b o u t  
4 p e r c e n t  on a v e r a g e  o v e r  t h e  program p e r i o d ;  n a r r o w i n g  t h e  i n f l a -  
t i o n  d i f f e r e n t i a l  w i t h  G u i n e a ’ s  t r a d i n g  p a r t n e r s ;  r e b u i l d i n g  t h e  
f o r e i g n  exchange  r e s e r v e s  of t h e  C e n t r a l  Bank; and  r a i s i n g  t h e  
l e v e l  of d o m e s t i c  s a v i n g s  t o  10 p e r c e n t  o f  GDP by 1 9 9 0 .  

As ‘:o t h e  1987 /88  economic and  f i n a n c i a l  p rogram,  i t  aims a t  
na r rowing  t h e  e x t e r n a l  c u r r e n t  a c c o u n t  d e f i c i t  t o  a b o u t  4.8 per-  
c e n t  of GDP i n  1987 and 1988, r e d u c i n g  t h e  r a t e  of I n f l a t i o n  from 
72 p e r c e q t  i n  i.986 t o  28 p e r c e n t  and  13 p e r c e n t  i n  1987 and 1988,  
r e s p e c t i v e l y ,  ar.d finally, a c h i e v i n g  a real  GDP g rowth  rate of a t  
l eas t  6 p e r c e n t  i n  1987 and a t  least  1 p e r c e n t  i n  1988.  S i n c e  t h e  
macroeconomic and s t r d c t u r a l  p o l i c i e s  t o  be implemented u n d e r  t h e  
t h r e e - y e a r  program are e x t e n s i v e l y  d e s c r i b e d  i n  t h e  p o l i c y  frame- 
work pape r  ( p a g e s  5-13) and t h e  p o l i c y  m e a s u r e s  c o a t e m p l a t e d  u n d e r  
t h e  1987/88  economic and  f i n a n c i a l  program a re  also s p e l l e d  o u t  i n  
t h e  l e t t e r  of i n t e n t  a t t a c h e d  t o  EBS/87/143 and well summarized i n  
t a b l e  8 of t h e  staff r e p o r t ,  I s h a l l  r e f r a i n  from r e i t e r a t i n g  them. 
T s h a l l  r a t h e r  f o c u s  my remarks  on a f e w  p o l i c y  measu res  f o r  
emphas is .  

Having t a k e n  s t o c k  of t h e  d i f f i c u l t i e s  e n c o u n t e r e d  i n  t h e  
imp lemen ta t ion  of t h e  1986 economic and  f i n a n c i a l  p rogram,  t h e  
Gui.nean a u t h o r i t i e s  i n t e n d  t o  p u t  p a r t i c u l a r  emphas is  on p o l i c y  
a r e a s  where s l i p p a g e c  o c c u r r e d  i n  o r d e r  t o  preven-t  t h e i r  r e c u r -  
r e n c e .  A s  p o i n t e d  o u t  by t h e  staff i n  i t s  r e p o r t ,  t h e  over -  
s h o o t i n g  of t h e  f i s c a l  t a r g e t  stemmed p r i m a r i l y  from l a r g e  
e x t r a b u d g e t a r y  e x p e n d i t u r e s  t h a t  were f i n a n c e d  by e x t e r n a l  
bor rowing  n o t  r e c o r d e d  a t  t h e  i n c e p t i o n  of t h e  program. The 
Gyinean  a u t h o r i t i e s  are  conce rned  a b o u t  t h i s  deve lopment  and a.re 
t a k i n g  s t e p s  t o  s t r e n g t h e n  b u d g e t a r y  c o n t r o l .  I n  t h i s  r e s p e c t ,  
t h e ’ d r a f t i n g  of a new government  procurement  code h a s  been com- 
p l e t e d  and  w i l l  soon be p u t  in p l a c e .  I t  is a lso  p lanned  t h a t  
by t h e  end of 1587, t h e  government  budge t  w i l l  become t h e  s o l e  
i n s t r u m e n t  f o r  p u b l i c  s e c t o r  f i n a n c i a l  management. Fu r the rmore ,  
d u r i n g  1988 a new p r o c e d u r e  f o r  e x e c u t i n g  p u b l i c  e x p e n d i t u r e  
w i l l  be adopted  a n d  p o s t - a u d i t  p r o c e d u r e s  w i l l  be d e s i g n e d  and 
implemented by 1989.  I n  t h e  same v e i n ,  t h e  Gu!.nean a u t h o r i t i e s  
i n t e n d  to  mon i to r  c l o s e l y  pu’clic: f o r e i g n  bor rowing  b y  r e s t o r i n g  
t h e  a u t h o r i t y  o f  t h e  Economic and F i n a n c i a l  C o o r d i n a t i o n  C o m m i t t e e  
i n  charge of o v e r s e e i n g  government  bor rowing  d e c i s i o n s . .  I n  add i -  
t i o n ,  a u n i t  i n  t h e  M i n i s t r y  o f  Economy and F i n a n c e  r e s p o n s i b l e  
for  e x t e r n a l  d e b t  management will be e s t a b l i s h e d  by January 1988.  
All t h e s e  xeac.uret; a r e  expec ted  t o  s t r e n g t h e n  t h e  c o n t r o l  o v e r  
p lib 1 i c  expen d i  t ure  s - 

Another  a r e a  where t h e  a u t h o r i t i e s  i n t e n d  t o  focus a t t e n t i o n  
i s  exchange r a t e  management. Given t h e  a d v e r s e  e f f e c t s  of a r i g i d  
exchange  rat :  svs t em c n  t h e  pe r fo rmance  of t h e  e x t e r n a l  s e c t o r ,  
the Guinean  nu+ 1orf.t t e s  a r e  commit ted to p u r s u i n g  a f l e x i b l e  



exchange r a r e  p o l i c y  t h a t  c.ou1.d he1.p e x p a n d  t h e  scope  of p r i v a t e  
Sec.cor trarirjact:ions goiirg through - t h e  of € i c i . a l  c h a n n e l s ,  p a r t i c u -  
1 a r l j .  t r a n s a c t i o n s  in a r t i s a n a l  g o l d  and  di.amonds. The bal.ance 
of payimnts  t e s t  f o r m u l a t e d  i n  terms of  c h a n g e s  i n  the f o r e i g n  
r e s e r v e s  pos i t i . on  3f t h e  Central  Bank,  t o g e t h e r  w i t h  t h e  e v o l u t i o n  
o f  g o l d  s a l e s  t o  t h e  banking s y s t e m ,  would h e l p  d e t e c t  a t  an e a r l y  
s t a g e  any  inadequacy  i n  t h e  exchange  r a t e  of the Guinean f r a n c .  

I n  l i n e  w i t h  t h e i r  o b j e c t i v e  of r e s t r u c t u r i n g  t h e  p u b l i c  
s e c t o r ,  t h e  Guinean a u t h o r i t i e s  i n t e n d  t o  s p e e d  up t h e  c i v i l  ser- 
v i c e  and p u b l i c  e n t e r p r i s e  r e€orms .  A s  ment ioned  by t h e  s t a f f ,  
t h e  pace of t h e  c i v i l  s e r v i c e  r e f o r m  a c c e l e r a t e d  d u r i n g  t h e  second 
q u a r t e r  of 1987 w i t h  as many a s  4,000 : lub l ic  s e c t o r  employees 
v o l u n t e e r i n g  t o  d e p a r t  from tne A d m i n i s t r a t i o n  under  t h e  volun-  
t a r y  d e p a r t u r e  Fcheme a s  of end May 1987.  The e s t a b l i s h m e n t  of 
t h e  r e c o n v e r s i o n  bureau  (Bureau  d ' a i d e  a l a  r e c o n v e r s i o n  d e s  
a g e n t s  d e  l a  f o n c t  i o n  p u b l i q u e ,  BARAF) which s t a r t e d  p r o c e s s i n g  
i t s  f i r s t  a p p l i c a t i o n s  i s  l i k e l y  t o  e l i c i t  more v o l u n t a r y  depa r -  
t u r e s  i n  t h e  p e r i o d  ahead .  Moreover ,  t h e  e v a l u a t i o n / s e l e c t i o n  
tes ts  of t h e  p e r s o n n e l  i n  t h e  min i s t e r i a l  d e p a r t m e n t s  have  been 
c m p l e t e d  € o r  t h e  M i n i s t r y  of  I n d u s t r y  ard t h e y  a re  a t  a n  advanced 
s t a g e  f o r  t h e  M i n i s t r y  of Econcay and F i n a n c e .  With r e g a r d  to  t h e  
re form of t h e  p u b l i c  e n t e r p r i s e  s e c t o r ,  i t  i s  wor th  n o t i n g  t h a t  
s ince  t h e  c o n c l u s i o n  of t h e  second r e v i e w  , m d e r  t h e  l a s t  s tand-by  
a r r angemen t  in Februa ry  1987 e i g h t  more e n t e r p r i s e s  have been 
t r an , s f e r r ed  t o  t h e  p r i v a t e  s e c t o r .  As t h e  Guinean a u t h o r i t i e s  
have c l e a r l y  s t a t e d  t h e i r  i n t e n t i o n  t o  d i v e s t ,  p r o g r e s s  i n  this 
a r e a  w i l l  much depend on t h e  a b i l i t y  t o  f i n d  i n v e s t o r s  w i l l i n g  t o  
t a k e  o v e r  t h e  e n t e r p r i s e s  t o  be p r i v a t i z e d .  

I n  sum, t h e  r e s o l u t i o n  of t h e  Guinean a u t h o r i t i e s  t o  come t o  
g r i p s  w i t h  t h e  m u l t i f a c e t e d  macroeconomic and s t r u c t u r a l  d i f f i c u l -  
t i e s  c o n f r o n t i n g  t h e i r  coun. t ry  h a s  n o t  f a l t e r e d .  They a r e  encour -  
aged by t h e  p r o g r e s s  made i n  1986 toward  t h e  e s t a b l i s h m e n t  of a 
f r e e  market mechanism th roughou t  t h e  e c o i , m y  and a r e  de t e rmined  t o  
c o n t i n u e  i n  t h i s  d i r e c t i o n .  T h i s  i s  the more so as  t h e  medium-t:em 
o u t l o o k  of t h e  Guinean economy i n d i c a t e s  t h a t  s u c c e s s  i n  a t t a i n i n g  
e x t e r n a l  v i a b i l i t y  by t h e  mid-1990s w i l l  depend on t h e  c o n t i n u e d  
and v i g o r  :s Imp1,ernentztion of p o l i c y  r e f o r m s .  I t  a l s o  i n d i c a t e s  
t h a t  t h e  a t t a i n m e n t  of v i a b i l i t y  will h i n g e  c r i t i c a l l y  o n  t h e  
d e g r e e  of  c o n c c s s i o n a l i t y  of t h e  e x t e r n a l  f i n a n c i a l  a s s i s t ance  
t o  be  pcovi.ded t o  Guinea t o  f i l l  t h e  p r o j e c t e d  g a p s  ' J r i n g  the 
pe r iod  l 9 ? 0 - 9 4 .  T h e  Gui.nean a u t h o r i t i e s  hope t h a t  th is  a s s i s t a n c e  
wcsulcl :..? f o r t h c o n i n g  a n d  provided  t i r n e l y  o n  concessianal t e rns .  

Z r s .  P I  I) ix made r h e  fo1lowi.n;: s t a t e m e n t  : 
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a f t e r  the f i r s t  p h a s e ,  i n  which s i g n i f i c a n t  r e s u l t s  were r e g i s -  
t e r e d ,  si i p p a g e s  began t o  a p p e a r  $n mid-1986. R e g r e t t a b l y ,  some 
import ; int  per formance  c r i t e r i a ,  s u c h  as che e l i m i n a t i o n  of pay- 
m e n t  a r r e a r s ,  t h e  s l o w i n g  down of d o m e s t i c  c r e d i t  e x p a n s i o n ,  and 
f i s c a l  c o n s o . l i d c t i o n ,  have  n o t  b e e n  m e t .  As a c o n s e q u e n c e ,  t h e  
o v e r a l l  economic s i t k a t i o n  i s  now less f a v o r a b l e  t h a n  s e v e r a l  
posir:  i v e  developmenr L might  have  s u g g e s t e d .  I would j u s t  l i k e  
t o  ment ion  enhanced f i s c a l  and e x p o r t  r e v e n u e s  stemming from a 
h i g h e r  b a u x i t e  o u t p u t  and a l i g h t e r  d e b t  s e r v i c e  burden  r e s u l t i n g  
from a p r e v i o u s  P a r i s  Club  r e s c h e d u l i n g .  The  s t a f f  i s  t h e r e f o r e  
c o r r e c t  when i t  p o i n t s  t o  t h e  p r e s s i n g  need  f o r  a s t r o n g e r  
momentum i n  t h e  imp lemen ta t ion  of economic r e f o r m s .  

Three  areas are of s p e c i a l  i n t e r e s t  i n  t h i s  r e s p e c t :  t h e  
o v e r h a u l  of t h e  s ta te -owned i n d u s t r i e s ,  t h e  a d m i n i s t r a t i v e  r e fo rm 
of t h e  p u b l i c  s e c t o r ,  and t h e  s t r e n g t h e n i n g  of t h e  b a n k i n g  sys t em 
and of mone ta ry  p o l i c y .  

On t h e  o v e r h a u l  of t h e  s ta te -owned i n d u s t r i e s ,  i t  i s  r a t h e r  
d i s a p p o i n t i n g  t o  n o t e  t h a t  t h e  a m b i t i o u s  program of p r i v a t i z a t i o n  
h a s  s e r i o u s l y  slowed down s i n c e  mid-1986. N e v e r t h e l e s s ,  some 
r e c e n t  i n d i c a t i d n s  a r e  more e n c o u r a g i n g ,  as  t h e  a u t h o r i t i e s  seem 
p r e p a r e d  t o  s t e p  up t h e  p r o c e s s .  My a u t h o r i t i e s  are s t i l l  con- 
v inced  t h a t  a de te rmined  move i n  t h i s  d i r e c t i o n  i s  c r i t i c a l  i n  
improving  t h e  o v e r a l l  e f f i c i e n c y  o f  t h e  economy. A b e t t e r  
a l l o c a t i o n  of r e s o u r c e s ,  r e s u l t i n g  i n  p a r t  from le rs  invo lvemen t  
by t h e  s t a t e ,  c a n  indeed  a l l o w  t h e  economy t o  move c l o s e r  t o  i t s  
p o t e n t i a l  f o r  growth .  

Regard ing  t h e  p u b l i c  s e c t o r  i t s e l f ,  t h e  w i l l i n g n e s s  3f t h e  
a u t h o r i t i e s  t o  c a r r y  ou t  t.he t a x  r e f o r m  p r o j e c t  d e s i g n e d  w i t h  t h e  
j o i n t  t e L h n i c a l  a s s i s t a n c e  ,of t h e  Fund and t h e  Bank i s  most  w e l -  
come. Another  ve ry  i m p o r t a n t  way of t i g h t e n i n g  t h e  p u b l i c  Cinance  
a d m i n i s t z s c i o n  w i l l  be t o  t r i m  t h e  c i v i l  s e r v i c e  p a y r o l l .  i n  t h i s  
a r e a  a l s o ,  d e s p i t e  t h e  i n h e r e n t  d i f f i c u l t i e s  of s u c h  a n  a p p r o a c h ,  
t h e  a u t h o r i t i e s  a r e  a d o p t i n g  a c o u r a g e o u s  s t a n c e .  The o b j e c t i v e  
i s  c l e a r l y  a b e t t e r  m o t i v a t e d  and more e f f e c t i v e  c i v i l  s e r v i c e .  
The same p o s i t i v e  a t t i t u d e  must  a l s o  p r e v a i l  toward t h o s e  who 
will become r e d u n d a n t ,  and t h e  a u t h o r i t i e s  s h o u l d  now p roceed  t o  
d e  ? l o p  s p e c i a l  schemes aimed a t  f a c i l i t a t i n g  t h e  s e t t i n g  u p  of 
new a c t i v i t 1 . e . s  i n  t h e  p r i v a t e  s e c t o r .  The p r e v i o u s  c a s e s  of Mali 
and t h e  C e n t r a l  A f r i c a n  Repub l i c  p r o v i d e  some e v i d e n c e  t h a t  t h i s  
approach  i s  workable  and  h e l p f u l .  

'In the  banking a n d  monetary  a r e a s  f u r t h e r  p r o g r e s s  i s  c l e a r l y  
ca:.ler! f o r .  The b a s i c  aim of the a u t h o r i t i e s  s h o u l d  be t o  t a k e  
a i  1. t h e  n e c e s s a r y  s t e p s  to mus te r  and ef f i c i e n t l y  c h a n n e l  domes t f c  
s a v i r i ~ ~ .  0 - T h e  i n v e s t m e n t  program, as  d e s c r i b e d  in t.he p o l i c y  frame- 
work  paper ,  is an a m b i t i o u s  one  a n d  i t  d o e s  no t  seem d e s i r a b l e  t o  
f t n a n r I ~  i t  e x c l u s i v e l y  wi th  e x t e r n a l  r e s o u r c e s ,  i n  l i g h t  of t h e  
a l r e a d y  h i g h  l e v e l  of external d z b t  s e r v i c e .  A significant 
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c o n r r i b u t i o n  s h o u l d  t h u s  come from i n s i d e  t h e  c o u n t r y ,  and t h e  
banking  sys t em must be g e a r e d  u p  t o  bc i n  
p o t e n t i a l  r e s o u r c e s .  Another  i n s t r u m e n t  on which t h e  monetary 
a u t h o r i t i e s  s h o u l d  r e l y  more h e a v i l y  i s  t h e  i n t e r e s t  r a t e .  I n  
t h i s  r e s p e c t ,  w e  were p l e a s e d  t o  n o t e  from t h e  s t a f f  r e p o r t  t h a t  
i n t e r e s t  r a t e s  are t o  be k e p t  under  c l o s e  s c r u t i n y ,  and t h a t  
t h e r e  is  r e a s o n a b l e  hope t h a t  r e a l  i n t e r e s t  r a t e s  w i l l  become 
p o s i t i v e  b e f o r e  t h e  end o f  t h e  program. 

p o s i t i o n  t o  t a p  

Befo re  c l o s i n g  l e t  m e  s t ress  t h a t ,  as p o i n t e d  o u t  i n  t h e  
s t a f f  r e p o r t ,  Gu inea ' s  economic env i ronmen t  i s  l l k e l y  t o  d e t e r i -  
a r a t e  from 1988 onward. Three  f a c t p r s  l o o k  p a r t i c u l a r l y  wor r i -  
some: t h e  d e c l i n e  i n  b a u x i t e  e x p o r t  r ? c e i p t s ,  t h e  d e t e r i o r a t i o n  
i n  t h e  terns of t r a d e ,  and a11  i n c r e a s i n g  d e b t  burden .  The a u t h o r -  
i t i e s  shou ld  t h e r e f o r e  s t a n d  r eady  t o  show s t r o n g  d e t e r m i n a t i o n  
i n  f o l l o w i n g  t h e i r  i n t e n d e d  p o l i c i e s .  

A s  a c o n c l u s i o n ,  I would o n l y  r e c a l l  t h a t  my a u t h o r i t i e s  
f a v o r  t h e  type  of  package  t h a t  combines a n  a r r angemen t  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  w i t h  a s tand-by  a r r angemen t .  
T h e r e f o r e ,  I s u p p o r t  Gu inea ' s  r e q u e s t s .  

Mr. Comotto s a i d  t h a t  h i s  a u t h o r i t i e s  welcomed t h e  i n t e n t i o n  of 
Guinea t o  resume t h e  a m b i t i o u s  economic reforms i n i t i a t e d  i n  1985 and 
endor sed  t h e  t h r u s t  of t h e  measu res  p u t  b e f o r e  t h e  Board i n  t h e  s t a f f  
r e p o r t s .  However, h i s  a u t h o r i t i e s  wondered whe the r  s u f f i c i e n t  accoun t  
had been t aken  of t h e  d i f f i c u l t i e s  m a n i f e s t  i n  t h e  imp lemen ta t ion  of  t h e  
p rev ious  s tand-by  a r r angemen t .  The u n f o r t u n a t e  f a i l u r e  t o  s u c c e s s f u l l y  
comple t e  t h a t  program, which was i n t e r r u p t e d  i n  t h e  midd le  of 1986 and 
a g a i n .  i n  J a n u a r y  1987 ,  was n o t  e n c o u r a g i n g  and  s u g g e s t e d  a s e r i o u s  l a c k  
of commitment a t  some l e v e l s .  .Even more s e r i o u s  i n  t h a t  respect ,  o f  
c o u r s e ,  was t h e  d e c i s i o n  of t h e  Guinean a u t h o r i t i e s  t o  c o n t r a c t  a l a r g e  
n o n c o n c e s s i o n a l  l o a n  i n  J a n u a r y  1986 in breach  of t h e  s t and- ly  a r r angemen t  
r e q u e s t e d  a t  t h a t  t ime .  The f a i l u r e  t o  r e p o r t  t h e  l o a n  t o  t h e  Fund 
r r p r e s e n t e d  u n a c c e p t a b l e  b e h a v i o r  by a Fund member, and h e  t r u s t e d  t h a t  
t h e  s t a f f  was s a t i s f i e d  t h a t  s u c h  a l a p s e  i n  c o o p e r a t i o n  would n o t  r e c u r .  

Rut even  assuming t h e  a u t h o r i t i e s '  commitment was more w i d e l y  b a s e d ,  
t h e  a r n . b i t 5 . 0 ~ ~  s c a l e  o f  t h e  c u r r e n t  p r o p o s a l s  f o r  p u b l i c  i n v e s t m e n t  looked  
i.ncoils i s t e n t  wi t i :  the obv ious  c o n s t r a i n t s  on Guinean a d m i n i s t r a t i v e  
c a p a c i t y ,  Mr. Coi:\otto c o n t i n c e d .  The s t a f f  s t a t e d  t t ,dc  t h e  p u b l i c  i n v e s t -  
m e n t  program " i s  l ! k e l y  to t e s t  t h e  Government '  : i n v e s t m e n t  p l a n n i n g  and 
i n p l e r n e n t a t i o n  c.apac: 'y." Once a g a i n ,  t h e  p a s t  r e c o r d  was n o t  e n c o u r a g i n g .  
The e x t e r n a l  d . i f f i c u l t l e s  which b u i l t  up u n t i l  1985 were " c h i e f l y  t h e  
r e s u l t  of p u b l i c .  i n v e s t n e n t  aut.sFde t h e  mining  s e c t o r  f a i l i n g  t o  g e n e r a t e  
r e t u r n ?  adequate  t c  serv i ,ce .  t h e  a s s o c i a t e d  e x t e r n a l  d e b t , "  and t h e  s t a f f  
n o t e d  t h a t  "much r ema ins  t o  be d o n e ,  p a r t i c u l a r l y  i n  t h e  a r e a  of p r o j e c t  
::.!val:iat:ion." He was a l s o  concerned  t h a t  t h e  buL-der, o f  t h e  p r o p o s e d  pi.ib1ic 
i r ~ v e s  t m e n t  program woiild d i v e r t  G u i n e a ' s  t h i n  a d m i n i s t r a t i v e  reso!.!res 
iron1 o t h e r  v i t a l  a r e a s ,  i n  p a r t i c u l . a r  from f i n a n c i a l  management and p u b l i c .  
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sec'Lor r e f o r m s .  Those  a r e a s  were weak enough ,  a s  c o u l d  be seen from t h e  
" s e r i o u s  problems ( t h a t  a r o s e  i n  t h e )  c o n t r o l  of t h e  c i v i l  s e r v i c e "  dnd 
o t h e r  p u b l j c  s e c t o r  p a y r o l l s .  And he had n o t e d  a s  w e l l  c h a t  t e c h n i c a l  
a s s i s t a n c e  would be needed on a l a r g e  scale t o  s t r e n g t h e n  the budget  
p r o c e s s  and  e x p e n d i t u r e  c o n t r o l s .  

Yet, d e s p i t e  weaknesses  i n  G u i n e a ' s  r e c o r d  of i m p l e m e n t a t i o n ,  t h e  
l?aard had b e f o r e  i t  an t v e n  more a m b i t i o u s  set  of proposa ls ,  Mr. Comotto 
;jbserved. He had t o  c o n f e s s  t o  a c 3 n c e r n  t h a t  Guinea was o v e r l o a d i n g  i t s  
a d j u s t m e n t  e f f o r t  w i t h  an o v e r s i z e d  p u b l i c  i n v e s t m e n t  program. However,  
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  s u p p o r t  t h e  r e q u e s t s  b e f o r e  t h e  Board ,  
g i v e n  t h a t  t he  a i m  of the wide-ranging  a d j u s t m e n t  measures  p roposed  was 
c l e a r l y  i n  t h e  r i g h t  d i r e c t i o n ,  and  t h a t  t h e r e  had been  s i g n i f i c a n t ,  i f  
pacchy , a c h i e v e m e n t s  t o  d a t e .  

F i n a l l y ,  h i s  a u t h o r i t i e s  d i d  n o t  g e n e r a l l y  r e g a r d  u s e  of t h e  Fund's 
g e n e r a l  r e s o u r c e s  under  a s tand-by  a r r angemen t  as  a p p r o p r i a t e  f i n a n c i n g  f o r  
a c o u n t r y  i n  Gu inea ' s  c i r c u m s t a n c e s ,  M r .  Comotto r emarked ,  a l t h o u g h  t h e y  
welcomed t h e  u s e  of t h e  p o l i c y  a p p a r a t u s  of a s tand-by  a r r angemen t  t o  r e i n -  
f o r c e  a d j u s t m e n t  e f f o r t s .  I t  would seem a p p r o p r i a t e  i n  similar cases t o  
c o n s i d e r  making unexpec ted  p u r c h a s e s  unde r  a p r e c a u t i o n a r y  s tand-by  a r r a n g e -  
m e n t  s g b j e c t  t o  a r ev iew o r  c o n s u l t a t i o n  c l a u s e .  S i n c e  such  p u r c h a s e s  were 
i n t e n d e d  t o  be  ma'de o n l y  i n  r h e  e v e n t  3 f  u n a n t i c i p a t e d  a d v e r s e  e x t e r n a l  
deve lopmen t s ,  i t  would i n  any e v e n t  seem e n t i r e l y  a p p r o p r i a t e  f o r  t h e  
h u t h o r i t i e s  t o  Lonsu l t  t h e  Fund s h o u l d  s u c h  s e r i o u s  c i r c u m s t a n c e s  emerge. 

-- 
Mr. Al-Assaf made t h e  f o l l o w i n g  s ta te rnenr :  

The Guinean economy i s  i n  t h e  p r o c e s s  of r e c o v e r i n g  from a 
p ro longed  p e r i o d  of economic  and f i n a n c i a l  d i s l o c a t i o n .  T h i s  
Eecovery i n v o l v e d  t h e  a d o p t i o n  i 9  i a t e  1485 of ii comprehens ive  
program o f  economic ad ju s tme i i t .  B e f o r e  c o n s i d e r i n g  t h e  de t a i l s  
o f  ' t h a t  program, i t  may be  worl'h e m p h a s l s i n g  t h a t  what was 
i n v o l v e d  was n o t h i n g  less  . iban a c o m p l e t e  r e o r i e n t a t i o n  of t h e  
Guinean economy, and 'I ccamend t h e  a u t h o r i t i e r  f o r  t h e  de t e rmi -  
n a t i o n  they  d i s p l a y e d  i n  i n i t i a t i n g  s u c h  a d j u s t m e n t  e f f o r t s .  

It i s  t r u e  t h a t  there  r e c e n t l y  have  been  s i g n i f i c a n t  s l i p -  
pages  in .  t h e  i , , ,plemenf:ation of t h e s e  e f f o r t s .  However, t h e s e  
s l i p p a g e s  s h o u l d  be  s e e n  i n  t h e i r  p r o p e r  c o n t e x t .  S i g n i f i c a n t  
p r o g r e s s  has  been  made i n  a number of a r e a s  i n c l u d i n g ,  n o t a b l y ,  
d o m e s t i c  p r i c i r g  p o l i c i e s  a n d ,  d e s p i t e  some r e v e r s e s ,  exchange 
r a t e  p o l i c y .  F u r t h e r ,  g i v e n  t h e  poor  pe r fo rmance  o f  t h e  economy 
ov.er r e c e n t  d e c a d e s ,  i t  i s  n o t  s u r p r i s i n g .  t ha . t  t h e  G:iinean a u t h o r -  
i t i e s  would f e e l  an u r g e n t  need f o r  r ea l  p e r  c a p i t a  g rowth .  What 
i s  irnpoT-tant now, however ,  is t o  move forward  f rom t h i s  p o i n t ,  
and he re ,  I b e l i e v e  t h a t  t h e  r e q u e s t  f o r  a r r a n g e m e n t s  under  the 
s t r u c t u r  I a d j u s t m e n t  f a c i l i t y  i s  most a p p r o p r i a t e .  Not  o n l y  
w i l l  G u i n e a ' s  f . i rure  p o l i c y  e f f o r t s  be p l aced  i n  a oedium-term 
framework,  b u t  m p h a s i s  w i l l  be g i v e n  t@ t h e  t b p c  of ba l anced  
ad . j t j s t .ment  czhic.t! w i l l  b r i n g  a b o u t  much needea economic e x p a n s i o n .  
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A s  f o r  t h e  s p e c i f i c s  o f  t h e  p o l i c y  m e a s u r e s ,  i t  seems t h a t ,  
i n  a d d i t i o n  t o  m a i n t a i n i n g  a f l e x i b l e  exchange  ra te ,  f i s c a l  
p o l i c y  will c o n t i n u e  t o  have  a c r u c i a l  r o l e  t o  p l a y .  I n  t h i s  
connec : t ion ,  t h e  l a r g e  u n a n t i c i p a t e d  i n c r e a s e  i n  e x t r a b u d g e t a r y  
e x p e n d i t u r e  i n  1986 w a s  unfor t :una te .  C o u n t r i e s  i n  c i . rcumstances  
such  as  G u i n e a ' s  c a n n o t  . a f f o r d  t o  r e l a x  t h e i r  f i s c a l  d i s c i p l i n e  
i n  t h i s  manner. However, I am impressed  by t h e  scope  of t h e  
measu res  be ing  t a k e n  on b o t h  t h e  r evenue  and e x p e n d i t u r e  s i d e s .  
On t h e  revenue s i d e ,  I a g r e e  w i t h  t h e  t h r u s t  of t h e  a u t h o r i t i e s '  
s t r a t e g y .  I n  e s s e n c e ,  t h i s  s t r a t e g y  i s  t o  iiicrease t a x  r e v e n u e s  
by b r o a d e n i n g  t h e  t a x  b a s e ,  while a t  t h e  same time making t h e  
tax  sys tem more e f f i c i e n t  by removing d i s t o r t i o n s .  The g o a l  of 
r e d u c i n g  e x p e n d i t u r e s ,  on t h e  o t h e r  hand ,  s h o u l d  b e n e f i t  from 
t h e  r e s t o r a t i o n  of r i g o r o u s  e x p e n d i t u r e  c o n t r o l s .  

Tn t h i s  c o n t e x t ,  meet ing  t h e  p r o j e c t e d  f i s c a l  d e f i c i t  t a r g e t s  
w i l l  r e q u i r e  c a r e f u l  m o n i t o r i n g .  I n  p a r t i c u l a r ,  g i v e n  G u i n e a ' s  
p a s t  d i f f i c u l t i e s  w i t h  i n v e s t m e n t  p l a n n i n g  and i m p l e m e n t a t i o n ,  t h e  
s h a r p  i n c r e a s e  i n  i n v e s t m e n t s  p r o j e c t e d  f o r  t h e  p u b l i c  i n v e s t m e n t  
program a p p e a r s  v e r y  a m b i t i o u s .  I am encouraged  t h a t  t h e  World 
Bank i s  p r o v i d i n g  e x t e n s i v e  a s s i s t a n c e  i n  t h i s  area and I am o p t i -  
mist ic  t h a t  t h e  a u t h o r i t i e s  w i l l  be  a b l e  t o  meet t h e  o b j e c t i v e s .  

Gu inea ' s  economic and f i n a n c i a l  g o a l s  are  a m b i t i o u s  and t h e i r  
s u c c e s s f u l  a t t a i n m e n t  w i l l  depend ,  i n  t h e  f i r s t  p l a c e ,  on t h e  
a u t h o r i t i e s '  d e t e r m i n a t i o n  t o  pers is t  w i t h  t h e i r  a d j u s t m e n t  
e f f o r t s ,  and i n  t h e  second  place,  on a f a v o r a b l e  e x t e r n a l  e n v i r -  
onment ,  which, i n  p a r t ,  depends  on t h e  c o o p e r a t i o n  of  t h e  i n t e r -  
n a t i o n a l  community. F i n a l l y ,  I s u p p o r t  t h e  prc.posed d e c i s i o n s .  

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

G u i n e a ' s  comprehens ive  7rogram adop ted  l a s t  y e a r  was f a r  
r a n g i n g  i n  i t s  s t r u c t u r a l  and macroeconomic a s p e c t s ,  and w e  v e r y  
much welcomed t h e  d e c i s i v e  s t e p s  t o  which t h e  a u t h o r i t i e s  were 
commit ted i n  t h e i r  e f f o r t s  t o  r e s t o r e  f i n a n c i a l  i n t e g r i t y  and 
prornate s t r u c t u r a l  m o d e r n i z a t i o n  of t h e i r  economy. The p o l i c y  
framework paper  and f i r s  t -yea r  a r rangement  unde r  t h e  s t r u c t u r a l  
ad jus tmen t  f a c i l i t y ,  as w e l l  a s  t h e  s t and-by  a r r a n g e m e n t ,  c a r r y  
th rough  on  these  reform a r e a s ,  and t h e  phased impl .ementat ion 
d e t ? i l e d  irl t h e  p o l i c y  framework paper  a p p e a r s  b r o a d l y  a p p r o p r i a t c .  

R e f e r r i n g  t o  last y e a r ' s  pe r fo rmance ,  while t h e  program w a s  
perhaps  a m b , i t i o u s ,  w e  were n o n e t h e l e s s  d i s a p p o i n t e d  a t  t h e  mixed 
perFormance record,-d o v e r  t h e  program p e r i o d ,  i n c l u d i n g  t h e  
i n a h i l i  cy t o  comple t e  t h e  program s u c c e s s f u l l y  a f t e r  t h e  second 
r e v i e w ,  a t  which time t h e  Board approved some m o d i f i c a t i o n s  (and 
re leased  a t r a n c h e ) .  The  l a r g e  unprogranned  nonconcess i .ona l  
F o r e i g n  l o a n  was p a r t i c u l a r l y  worrisome i n  t h i s  c o n n e c t i o n .  
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I n  s p i t e  of some a r e a s  of weak f q n a n c i a l  pe r fo rmance ,  thclre 
were a number of p o s i t i v e  d e v e l o p m e n t s .  Real economic a c t i v i t y  'is 
r e c o v e r i n g ,  a s  a p p r o p r i a t e  p r i c i n g  i n c e n t i v e s  a r e  be ing  r e s t o r e d  
to t h e  p r o d u c t i v e  s e c t o r s .  P r i c i n g  and  m a r k e t i n g  r e s t r i c t i o n s  
a re  b e i n g  1 . i b e r a l i z e d  and s e c t o r s  p r e v i o u s l y  c o n t r o l l e d  by t h e  
Government a r e  b e i n g  opened t o  c o m p e t i t i o n .  While  r ice  rema ins  
a s e n s i t i v e  i s s u e ,  t h e  a u t h o r i t i e s  a p p e a r  t o  be de t e rmined  t o  
ma in ta in .  d o m e s t i c  p roduce r  i n c e n t i v e s  by a p p r o p r i a t e l y  p r i c i n g  
food  a i d .  A l s o ,  t h e  bank ing  s e c t o r  i s  unde rgo ing  a comple t e  
r e o r g a n i z a t i o n ,  w i t h  p l a n s  f o r  e x p a n s i o n  i n t o  t h e  r u r a l  d i s t r i c t s .  
T h i s  w i l l  h e l p  c o n t r i b u t e  t o  t h e  m o n e t i z a t i o n  of t h e  economy and 
may promote n a t i o n a l  s a v i n g s .  

But i n  o t h e r  areas,  we  were d i s c o u r a g e d  by t h e  s l i p p a g e s  
t h a t  o c c u r r e d  i n  t h e  prograni and t h u s  wish t o  emphas ize  t h e  
i m p o r t a n c e  of b e t t e r  pe r fo rmance  i n  t h e  p e r i o d  ahead .  The c i v i l  
s e r v i c e  r e fo rm was a p a r t i c u l a r l y  i m p o r t a n t  a s p e c t  of t h e  o v e r a l l  
fiscal. and s t r u c t u r a l  a d j u s t m e n t  e f f o r t ,  and  now we  l earn  t h a t  
l i t t l e  was accompl i shed  l a s t  y e a r .  S t r o n g  e f f o r t s  must b e  made, 
s i n c e  a much improved a d m i n i s t r a t i v e  c a p a b i l i t y  and t h e  n e c e s s a r y  
p o l i t i c a l  w i l l .  are h i g h  p r i o r i t i e s  i f  d e v e l o p m e n t a l  g o a l s  are  t o  
b e  met.  S p e c i f i c a l l y ,  wage i n c r e a s e s  a re  needed t o  r e t a i n  s k i l l e d  
c i v i l  s e r v a n t s ;  bu t  t o  p r o v i d e  t h e  n e c e s s a r y  r e s o u r c e s ,  economies 
i n  t h e  s i z e  of t h e  c i v i l  se rv ice  must  be made immedia te ly .  We 
welcome t h e  commitments i n  t h e  p o l i c y  framework pape r  and urge  
r a p i d  p r o g r e s s  t h i s  y e a r .  __ 

A more e f f e c t i v e  c i v i l  s e r v i c e  c o u l d  h e l p  i n  improving  con- 
t r o l  o v e r  government  e x p e n d i t u r e s  and r e v e n u e  c o l l e c t i o n ,  a n o t h e r  
a r e a  of s l i p p a g e  l a s t  y e a r .  The r evenue  b a s e  i s  p a r t i c u l a r l y  
vulTierab le ,  g i v e n  i t s  dependence  on  t h e  b a u x i t e  s e c t o r .  With 
t h e  p r o j e c t i o n s  f o r  t h i s  sec tor  b e i n g  r a t h c r  u n f a v o r a b l z ,  o t h e r  
r evenue  s o u r c e s  w i l l  b e  needed .  U n t i l  t h e  a d m i n i s t r a t i v e  capa-  
b i l i t y  improves ,  r e l i a n c e  will p r o b a b l y  have t o  be p l aced  on 
e x c i s e  t a x e s ,  bu t  as t h e  s i t u a t i o n  improves ,  a d d i t i o n a l  e f f o r t s  
t o  broaden  t h e  tax b a s e  s h o u l d  be made. A l s o ,  t h e  programmed 
e x p e n d i t u r e  c o n t r o l  i s  c r i L i c a l l y  i m p o r t a n t ,  and  w i l l  e n t a i l  
ac ross - the -boa rd  l imits on a u t h o r i z a t i o n s  and e x p e n d i t u r e s .  

On a r e l a t e d  matter,  t h e  p u b l i c  e n t e r p r i s e  r e fo rm e f f o r t ,  
which c e n t e r s  on p r i v a t i z a t i o n  and l i q u i d a t i o n ,  i s  now b e i n g  
a c c e l e r a t e d .  We welcome t h i s  i n  l i g h t  of t h e  wea'ler than .  e x p e c t e d  
pe r i o m a n c e  e a r l i e r .  T h e  comple t e  d i v e s t m e n t  of commercial  
e n t i t i e s  i s  e x p e c t e d  n e x t  y e a r  and t h e  p l a n s  t o  approach  f o r e i g n  
investors c o u i d  h e l p  t o  promoce t h e  s u c c e s s  of t h i s  p o l i c y .  

t l i t h  r e s p e c t  t o  monetary  p o l i c y ,  I a g r e e  w i t h  t h e  s t a f f  
a p p r a i s a l  and w i t h  t h e  comments emphas iz ing  t h e  impor t ance  of 
. ichievi i ,g ,  r e a l  i n t e i e s t  r a t e s  made e a r l i e r  by Mrs. P l o i x .  
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4.fter a somewhat uneven s t a r t ,  t h e  a u t h o r i t i e s  have  widened 
a c c e s s  t o  t h e  f o r e i g n  exchange a u c t i o n  sys t em and  have r e s t o r e d  
f i e x i . b i l i t y  ir, t h e  r a t e ,  r e s u l t i n g  i n  a much,;educed s p r e a d  from 
t h e  rate. i n  t h e  p a r a l l e l  marke t .  We hope t h a t  t h e s e  e f f o r t s  tjill 
p r e v e n t  t h e  re-emergence of r x t e r n a l  a r r e a r s .  A l s o ,  p l a n s  t u  
r c t i o n a l i z e  t h e  t a x  and t a r i f f  s y s t e m ,  so  as  to  p r o v i d e  e q u i t a b l e  
t r e a t m e n t  o f  d o m e s t i c  p r o d u c e r s ,  w i l l  b:! u s e f u l .  O f  c o u r s e ,  
s t r i c t  avo idance  of e x t e r n a l  d e b t  on commerc ia l  Lerrns and add i -  
t j -or ia l  d e b t  r e l i e f  from non-Pa r i s  C lub  c r e d i t o r s  w i l l  be r e q u i r e d  
as w e l l .  We no ted  w i s h  i n t e r e s t  t h e  medium-term s c e n a r i o  i n c o r -  
p o r a t i n g  a s sumpt ions  r e g a r d i n g  bo r rowing  on commerc ia l  t e n i s .  
T h e  p r o j e c t i o n s  c l e a r l y  i n d i c a t e  t h a t  t h i s  would g e n e r a t e  s e r i o u s  
problems i n  t h e  medium term. 

Smooth implemen ta t ion  of t h e  a l r e a d y  i n i t i a t e d  and a d d i t i o n a i  
measures  planned under  t h i s  program are  t h e  key t o  r e t a i n i n g  t h e  
c o n f i d e n c e  of d o n o r s ,  who a r e  p r o v i d i n g  t h e  b u l k  o f  t h e  f ina1,ci i ig .  
T h e  World Bank i n  p a r t i c u l a r  i s  p r o v i d i n g  l o a n s  and a d v i c e  i n  
c r i t i c a l  a r e a s ,  and w e  wsicome i t s  c o n s t r u c t i v e  invo lvemen t .  
G u i n e a ' s  p r o d u c t i v e  p o t e n t i a l  i s  s u b s t a n t i a l . ,  b u t  car. ort1.y be 
drawn o n  through enhanced domes t i c  i n c e n t i v e s  and p e r s i s t e n t  
e f f o r f s .  The s u p p o r t  of t h e  Fund t h r o u g h  t h i s  s t r u c t u r a l  a d j u s t -  
ment a r rangement  and through t h e  s t and-by  a r r angemen t  is ,  i n  ou r  
v i ew,  a p p r o p r i a t e .  We p a r t i c u l a r l y  welcome t h e  a u K h o r i t i e s 8  c l e a r  
r e c o g n i t i o n  of t h e i r  c i r c u m s t a n c e s  and o u t l o o k  and t h e i r  d e c i s i o n  
n o t  t o  draw under t h e  s tand-by  a r r angemen t  i n  t h e  c u r r e n t l y  
f o r e s e e a b l e  c i r c u m s t a n c e s .  We would have had g r e a t e r  conce rns  
abou t  t h e  s tand-by a r r angemen t  had t h e r e  been c lear  p l a n s  t o  
d r a w  upon i t ,  i n  l i g h t  of t h e  d i f f i c u l t  b a l a n c e  of payments 
envi ronment  t h a t  w i l l  e x i s t  f o r  Guinea i n t o  t h e  rnid-1990s. And 
1 would add t h a t  w e  found t h e  s t a f f ' s  medium-term a n z l y s i s  t o  be 
p a r t i c u l a r l y  h e l p f u l  i n  r e a c h i n g  judgments  a b o u t  t h e  p o l i c y  
changes  needed now and a b o u t  t h e  type  of i n t e r n a l  and e x t e r n a l  
envi ronment  which t h e y  may h e l p  t o  produce  o v e r  t h e  medium term. 

W i t h  t h e  framework now i n  place,  we  j o i n  t h e  s t a f f  and o t h e r s  
i n  u n d e r s c o r i n g  t h e  need f o r  s t r o n g ,  c o n s i s t e n t  imp lemen ta t ion  of 
t h e  program i n  the coming p e r i o d .  T h e  i a c k  <,f c o n s i e t e n c y  i n  
recent e f f o r t s  i s ,  i n d e e d ,  a s o u r c e  of c o n c e r n .  \!e hope t h a t  a t  
oi.ir nex t  rev iew w e  w i l l  see  a more c o n s i s t e n t  and s t e a d y  e f f o r t  
on t h e  par t  of the a u t h o r f t i r s .  In t h a t  r e g a r d ,  w e  d id .wonder  
why t h e  benchmarks f o r  t h e  s t r u c t u r a l  ad juscrnent a r rangement  d i d  
n o t  i n c l u d e  'nore s p i , c i f i c  measures  r e l a t e d  t o  t h e  c i v i l  s e r v i c e  
or p u b l i c  e n t e r p r i s e  re form e f f o r t s ,  b o t h  of which a p p e a r  co u s  
c o  be v e r y  in ipo r t an t .  
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Mr . Grosche  consI .dered t h a t  .in g e n e r a l  t h e  medlum-tern p o l i c y  pr0grr.m 
d e s c r i b e d  i n  t h e  framework p a p e r  and t h e  m e a s u r e s  c o n t e m p l a t e d  f o r  1987,'$$ 
w2re a m b i t i o u s  and, i f  implemented ,  would indeed  go a l o n g  way toward  
c o r r e c t i n g  d o n e s t i c  and e x t e r n a i  i m b a l a n c e s .  He t h u s  s h a r e d  t h e  v i e w  o f  
p r e v i o u s  spea l r e r s  t h a t  t h e  prcgram warran t .ed  t h e  Fund ' s  s u p p o r t  unde 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 .  ' However, h e  had been  d i s a p p o i n t e d  t o  
n o t e  t P ? t  perfc,rmance under  t h e  most recent :  s t a d - b y  a r r angemen t  had  n o t  
been  as good d s  expec ted  arid t h a t  a number of pe r fo rmance  c r i t e r i a  had 
n o t  been  o b s e r v e d .  Most r e g r e t t a b l y ,  a s o r t  of stop-and-go a p p r o a c h  had 
r e s u l t e d  i n  m a j o r  p o l i c y  s l i p p a g e s  i n  c r u c i a l  a r e a s ,  l e a v i n g  the coa r i t ry  
i n  a s i g n i E i c a n t l y  weaker p o s i t i o n  t h a n  would o t h e r w i s e  have  p r e v i i l e d .  
L i k e  Mr. C m o t t o ,  h e  h:.' been  p a r t i c u l a r l y  d i s a p p o i n t e d  by t h e  e x t r a  
b u d g e t a r y  e x p e n d i t u r e  i n  c o n n e c t i . o n  w i t h  t h e  n o n c o n c e s s i o n a l  l o a n .  

C l e a r l y ,  t h e  t e c h n i c a l ,  a d m i n i s t r a t i v e  z a p a b i l i t y  o f  t h e  Government 
t o  implement  and m a i r t t a i n  p o l i c y  measu res  remained WI 3k and i n  need of 
ma jo r  imi,rovement, M r .  G r o s c h e  c o n t i n u e d .  P e r h a p s  t h e  main  r e a s o n  why he 
d i d  n o t  c o n s i d e r  Guinea t o  be a good c a i i d i d a t t  f o r  a s tand-by  a r r angemen t  
was t h a t  t h e  b a l a n c e  of payments  p s i t i o n ,  e v e n  unde r  ve ry  o p t i m i s t i c  
a s s u m p t i o n s ,  would n o t  become v i a b l e  b e f o r e  t h e  mid-1990s. Moreover ,  a 
h i g h l y  i n d e b t e d ,  low-income cour . t ry  l i k e  Guinea s h o u l d  n o t  r e l y  o n  s h o r t -  
t e n ,  r e l a t i v e l y -  e x p e n s i v e  r e s o u r c e s .  N e v e r t h e l e s s ,  h e  a g r e e d  t h a t  a 
s t and-by  ar rangem.ent  c o u l d  p l a y  a u s e f u l  g u i d i n g  ro l e  and t h u s  h c l p  t h e  
Guinean a u t h o r i t i e s  t o  m a i n t a i n  d i s c i p l i n e  i n  cconomiz f i n a n c i a l  manage- 
m e n t .  The a c c e p t a n c e  o f  t h e  d, . i-sc5pl<.n? of a s tand-by  arrav. ;ement  also 
':ode3 :Jell f c r  t h v .  'il;?!. . 7 - 2 ! , + c s '  1.j.ngness t o  DJrsw ezon~jinic  r e fo rm.  

A g a i n s t  t h a t  background,  and  w:th t h e  i n d i c a t i o n - - a l t h o @  i t  was 
c e r t a i i i l y  n o t  l e g a l l y  b ind ing- - tha t  Guinea  d i d  n o t  i n t e n d  t o  p u r c h a s e  
under .  t h e  s tand-by  a r r a n g e m e n t ,  h e  c o u l d  s u p p o r t  t h e  r e q u e s t  f o r  t h e  

. s t and-by  a r r angemen t  as  w e l l ,  Mr. Grosche  added .  I n  t h a t  c o n n e c t i o n ,  he 
f u l l v  s h a r e d  Mr. Cornotto 's  p r e f e r e n c e  f o r  a nar row d e f i n i t i o n  of t h e  
s p e c i a l  c i r c u m s t a n c e s  t h a t  might  warrant drawir igs  a d e r  s u c h  a s tand-by  
a r r a ng erne n t . 

T h e  p o t e n t i a l l y  weakes t  par t  of G u i n e a ' s  program was p e r h a p s  f i s c a l  
a d j u s t m e n t ,  Mr. Grosche remarked .  I t  was n o t  t h a t  h e  had g r e a t  d i f f i c u l -  
t i e s  w,tk t h e  f i s c a l  d e f i c i t  r n r g e t s  o r  w i t h  t h e  s p e c i f i c  meosu ie s  t h a t  
were b e i n g  c o n t e m p l a t e d .  On t h e  c o n t r a r y ,  some of t h o s e  measures  a p p e a r e d  
t o  be so a m b i t i o u s  t h a t  he wondered whe the r  t h e y  were feas ib1 .e  a t  a l l .  I n  
t h e  f i r s t  p l a c e ,  p r o g r e s s  i n  t h e  ongo ing  e f f o r t  t o  r e d u c e  t h e  s i z e  of t h e  
c i v i l  s e r v i c e  had been  r a t h e r  l i m i t e d  so f a r ;  I . t  c o u l d  e v e n  be a rgued  t h a t  
t h e r e  had  been  aLmost no p r o g r e s s .  I n  any e v e n t ,  the c o n s i d e r a b l e  tinter- 

La in t i e s  su r  rounding  t h e  a t t a i n a b i l i t y  of  t h e  Eisca l  t a r g e t s  s u g g e s t e d  
t h a t  t h e  a u t h o r i t i e s  s t i l l  nad t o  u n d z r t a k e  major e f f o r t s  bo th  o n  t h e  
revenue and  e x p e n d i t u r s  s i d e .  Much remained t o  be done  t o  s t r e n g t h e n  t h e  
f i s c a l  p w i t i o n  while  a t  t h e  same time improving  t h e  s t r u c t u r e  o f  govern-  
men t expe-tdi  t u c  e and s t r e n g t  her! i n g  dome s t i c  savi .  ngs  . 



I f  t h r  a d j u s t m e n t  sf f o r t  t o  cor.r?.cr t h e  deep- sea t ed  imba1ance.s i r i  t h e  
ecoritmy was tc.1 b e a r  f r u i t  o v e r  time, t h e  development of a dynamic p r i v a t e  
s e c t o r  was of c r u c i a l  i m p o r t a n c e ,  Mr. Crosche  s t a t e d .  He t h e r e f o r e  wel- 
cmied t h e  programmed increase  f .n  c r e d i ;  t o  t h e  p r i v a t e  s e c t o r .  However, 
t h e  d i . f f . i c u l t  e x t e r n h l  p o s i t i o n  g a v e  added fstiphasis t o  t h e  need f o r  
c a u t i o u s  ,mera l l  monetary a n 3  c r e d i t  p o l i c i e s ,  a n d ,  above  a l l ,  f o r  secur- 
i r -g p o s i t i v e  rea': i a t e r e s t  r a t e s  w i t h o u t  undue d e l a y .  

On external .  f i n a n c i n g  r e q u i r e n e n r s ,  the s t a f f  was r i g h t  t c  st ress  
the c r i t i c a l  impor tance  o f  g e n e r o u s  s a p p o r t  f rom t h e  i n t e r n o t i o n a l  corn-- 
muni ty  , t f r  . S r o s c h e  s a i d  ' 
w i t h  b i l a t e r a l  o f f i c i a l  c r e d i t o r s  and commercial banks  c o u l d  b e  r e a c b e ?  
p r o m p t l y .  A t  t h e  same time, e x t e r n a l  f i n a n c i n g  would a l s o  depend C Y *  ' 

c a l l y  on t h e  a u t h o r i t i e s '  om. a d j u s t m e n t  e f f o r t s ,  i n c l u d i n g  f i r s r :  a?:- 
formtic,; t t h e  c o n t i n g e d  p u r s u i t  of a d e q u a t e  exchange  marke t  and d0mes:i.c 
pri.cS.ng p o l i c i e s .  An a d e q u a t e  o r g a n i z a t i o n  of t h e  exchange  marke t  by 
.imprlJving t h e  auctiGr1 sys tem would make a l a r g e  d i f f e r e n c e  i n  t h e  a+:empt 
t~ channc i  h i g h e r  merchandise  export r e c e i p t s  t h r o u g h  t h e  o f f i c i a l  m a r k e t ,  
so c h a t  t h e  b l a c k  m a r k e t  d r i e d  up .  

Y e  t h e r e f o r e  hoped t h a t  r e s c h e d u l i n g   agreement..^ 

P i n a l l y ,  Mr. Grosche  s a i d  t h a t  w i t h  r e s p e c t  t o  G u i n e a ' s  r e c e n t  
d i f f i c u l t i e s  i n  r e m a i n i n g  c u r r e n t .  w i t h  t h e  Fund,  h e  welcomed t h e  i n d i c a -  
tio:, of t h e  G o v e r m e n t ' s  i n t e n t i o n  t o  c o i i t i n u e  to  make a r r a n g e m e n t s  t o  
b u i l d  u p  SDR h o l d i n g s  so a s  t o  c o v e r  o b l i g a t i o n s  as  t h e y  became due .  

Y r .  hocgson saLd t h a t  he- a g r e e d  w i t h  t h e  t h r u s t  of thE s t a f f  a p p r a i s a l  
and c q u l d  s u p p o r t  t h e  r e q u e s t e d  s tand-by  and  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 -  
ments .  Guiuea had a a d e  Some i m p o r t z n t  p r o g r e s s  s i n c e  l a t e  1985 u n d e r  i t s  
a d j u s t m e n t  program, b u t  n o t  as much a s  demaadad by  t h e  c i r c u m s t a n c e s .  The 
r l g i d i t i a s  i n  exchaiige r a t e  p o l i c y  t h a t  emerged ,  and t h e  i n a b i l i t y  t o  d e a l  
i n  a more p o s i t i v e  f a s h i o n  w i t h  t h e  r e s t r u c t u r i n g  of p u b l i c  s e c t o r  ernploy- 
men t arid p u b l i c  e n t e r p r i s e s  , we re d i  sappo i n  tmz n t  s . Another  di sappo i n  tmen t 
h:id a l r e a d y  been n o t e d  by Mr. D a l l n r a  and  Mr. ConOtto, , lamely,  a l o a n  t h a t  
was not  c o n s i s t e n t  w i t h  u n d e r s t a n d l n g s  u n d e r  t h e  s tand-by  a r r angemen t  and 
t h a t  h a d  c o c t r i b u t e d  t o  s e r i o u s  f i s c a l  s l i p p a g e .  I f  Guinea was t o  r e s t o r e  
s u s t a i n a b l e  growth  and  t h e  e x t e r n a l  a c c o u n t s  over t h e  medium term , c a r e f u l  
demand mariagernent and CorrecL p r i c e  s i g n a l s  througl-. t h e  exchange r a t e ,  
i n i e r e s t  r a t e s ,  3nd o t h e r  p r i c e s ,  would be n e e d e d .  The q u a l i t y  of economic 
manageluent a n d  p r o j e c t  implemenra t iou  must a l s o  be improved. 

T h e  a u t h o r i t i e s  would need t o  f o l l o w  a I I ~ G T ~  s t a b l e  and c o n s i s t e n t  
adjustment p a t h  i f  t h e i r  nzdium-tenr. g o a l s  were t o  be  retich-ed, Mr. l-todgson 
a d d e d .  It would be i . q e r a t . i v e  to  a v o i d  t h ?  k i n d  of s l i p p a g e s  or d e l a y s  
i n  p 7 J i c y  I.mplementation--what Mr. Grosche had c a l l e d  a stop-and-go 
pat tern--which had o2curred  d u r i n g  t h e  p a s t  y e a r .  Guinea  already f a c e d  
nIimerc?us b u i l t - i . n  cUnstTsints t o  development, a c d  economic pol.icy needed 
L~ be a sorirce o!.' s t a b i l i t y ,  n c t  one  o f  i n s t a b i l i t y .  T h e  cmmitments 
aixci(?r :lie 1987/813 program u n d e r  t h e  s t r w  t u r a l  ad justmen?. arrai-geinent ,  
M i l i  c i ,  j n c  l u d c d  m i n c e n a n c e  o f  t h e  f l e x i b l e  exchange r a t e  s y s t e m  w i t h o u t  
r e s t i -  i z t  i I : r i i s  on c x r  r e n t  t r a n s a c t i o n s ,  a f l e x i b l e  in te res t .  r a t e  p l i c y ,  
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b e t t e r  p r i ce  I i b c t a l . i z a t i o n ,  c r v i l  s e r v i c e  r e f o r m ,  and tighter demand- 
management poLi c i e s  th rough  a n  improved f i s c a l  and monetary  p o s i t i o n ,  a l l  
needed t o  be fo l lowed  i n  a c o n s i u t 2 n t  f a s h i o n .  

O t h e r  D i r e c t o r s  had a l r e a d y  commented on t h e  broad  shape  of t h e  pro-  
gram, M r .  Hodgson o b s e r v e d .  To add one  p o i n t  of  emphas i s ,  h e  n o t e d  t h e  
need t:o bring t h e  s i z e  and f u n c t i o n  of t h e  p u b l i c  s e c t o r  f i r m l y  unde r  
c o n t r o l .  P u b l i c  ? d m i n i s Y L a t i o n  would improve  o n l y  i f  t h e r e  was a smaller,  
b e t t e r  q u a l i f i e d ,  and  b e t t e r  p a i d  c i v i l  s e r v i c e ,  and  t h e  a u t h o r i t i e s  
s h o u l d  n o t  waver in t h e i r  commitment i n  t h i s  area.  So t o o  s h o u l d  t h e  
prclcess of d i s e n g a g i n g  t h e  Government froin t h e  i n d u s t r i a l  and commerc ia l  
a c , t i v i t i e s  mave ahead  q u i c k l y .  Wi thout  f o r c e f u l  r e f o r m  of t h e  p u b l i c  
s e c t o r  e n t e r p r i s e s ,  i t  would be d i f f i c u l t  f o r  Guinea t o  r e a l i z e  i t s  
domestic s a v i n g s  t a r g e t s  and t h e r e L o r e  i t s  g o a l  of i n c r e a s i n g  t h e  grotath 
p o t e n t i a l  of t h e  economy. 

F i n a l l y ,  M r .  Hodgson s u p p o r t e d  t h e  a u t h o r i t i e s '  i n t e n t i o n  n o t  t o  u s e  
t h e  r e s o u r c e s  a v a i l a b l e  a d e r  t h e  s t and-by  a r r a n g e m e n t .  I n  p r e s e n t  c i rcum-  
s t a n c e s ,  Guinea  needed t o  s e e k  a d d i t i o n a l  c o n c e s s i o n a l  r e s o u r c e s  on  b e t t e r  
terms t h z n  c o u l d  b e  p rov ided  unde r  a Fund s t and-by  a r r a n g e m e n t .  Guinea  
was a n o t h e r  i l l u s t r a t i o n  of t h e  v a l u e  of a d d i t i o n a l  r e s o u r c e s  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  as a t o o l  i n  s t r e n g t h e n i n g  t h e  Fund ' s  r o l e ,  
and a n  added reason  why t h e  Managing D i r e c t o r ' s  i n i t i a t i v e  needed s t r o n g  
donor  s u p p o r t  and a s p e e d y  r e s o l u t i o n .  

Mr. D a i  no ted  t h a t  a f t e r  a long p e r i o d  of-economic d e c l i n e ,  t h e  
Guinean a u t h o r i t i e s  had adop ted  a n  a m b i t i o u s  a d j u s t m e n t  program i n  1985, 
s u p p o r t e d  by a s tand-by  a r r angemen t  w i t h  t h e  Fund.  I n  t h e  i n i t i a l  s t a g e ,  
t h e  program had been  c a r r i e d  o u t  s u c c e s s f u l l y ,  b u t  a f t e r  some p o l i c y  s l i p -  
pages, ,  e s p e c i a l l y  a worsen ing  i n  t h e  terms of t r a d e ,  t h e  pe r fo rmance  had 
more r e c e n t l y  been mixed.  I t  was p r o b a b l y  t o  be  e x p e c t e d ,  however ,  t h a t  
t h e  p ro longed  p e r i o d  of ecoi-omfc and f i n a n c i a l  d i s l o c a t i o n  c o u l d  no t  be  
t u r n e d  a round  i n  A r e l a t i v e l ; .  s h o r t  p e r i o d  of t ime,  e s p e c i a l l y  when a c c o u n t  
was t aken  of ex is t ing  u n c e r t a i n t i e s  i n  t h e  wor ld  economy and t h e  dim p ros -  
p e c t s  f o r  G u i n e a ' s  main e x p o r t  commodi t i e s .  However, h e  had  been  pleased 
t o  n o t e  t h a t  r e a l  GDP had i n c r e a s e d  somewhat a g a i n s t  t h a t  background,  and  
tha t  t h e r e  had been a marked r e c o v e r y  i n  a g r i c u l t u r a l  p r o d u c t i o n .  

He had a l s o  noted  from t h e  p o l i c y  framework pape r  t h a t  t h e  Guinean  
a u t h o r i t i e s  were now f o l l o w i n g  a p r u d e n t  f i s c a l  p q l i c y  c u u r s h .  accompanied 
by a c a u t i o u s  monetary  an? c r e d i t  p o l i c y ,  ind  t h a t  t hey  had r ig i . ; ?y  p l a c e d  
t o p  p r i o r i t y  on t h e  ach ievemen t  of r e a l  p e r  c a p i t a  income growth a :  t h e i r  
main goa l  i n  t h e  medium t e rn ,  M r .  D a i  went  on.  Although t h e  a u t h o r i t i e s  
m i g h t  f a c e  t empora ry  d i f f i c u l t i e s  and  f r u s t r a t i o n s  as  t h e y  followed t h  , ose  

m b i  t i o u s  economic and f i n a n c i a l  g o a l s ,  h e  b e l i e v e d  t h a t  w i t h  d e t e r m i n a -  
t i o n  a n d  f i r m  p o 1 i . t i c a l  r e s o l v e  t o  c a r r y  o u t  much needed r e f o r m s ,  t h e y  
w o u l d  p , rddLal ly  make the 2rogress  n e c e s s a r y  t o  benef  if: t:ie economy o v e r a l l .  
He a g r e e d  f u l l y  wtth i h e  s t a f f  t h a t  t h e  program d e s e r v e d  Fund s u p p o r t  
uiiiler a s t a n d - b y  a r r angemen t  and an  a r r angemen t  unde r  t h e  s t r u c t u r a l  
ad j u g  truent faci .1  i t y  , and h e  t h e r e  f o r e  s u p p o r t e d  t h e  proposed d e c i s i o n s .  
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i:n view of  t h e  a d v e r s e  e x t e r n a l  circ.jmstances f a c i n g  Guinea and the  
f * c t  t h a t  -i.c would  c o n t i n u e  t o  have a ' i r eavy  demand f o r  e x t e r n a l  r e s o u r c e s  
o v e r  i t  pro longed  p e r i o d  o f  r i m e ,  Mr. Dai c o n s i d e r e d  t h a t  i t  was e s s e n t l a l  
fc,r donor  c o u n t r i e s  t o  i n c r e a s e  their a s s i s t a n c e .  

NITS.  F i l a r d o  made t h e  f o l l o w i n g  s t a t e m e n t :  

A f t e r  25 y e a r s  of economic d i s e q u i l i b r i u m  and  ma lad jus tmen t  ~ 

t h e  new Guinean Government had t h e  t remendous  c o u r a g e  i n  1985 t o  
unde r rake  t h e  most  a m b i t i o u s  program t o  revamp Lhe whole economy 
th rough  t h e  i n t r o d u c t i o n  of f a r - r e a c h i n g  r e fo rms  t h a t  i n c l u d e d  
marke t -o r i en red  p o l i c i e s ,  l i k e  E o r e  f l e x i . b l e  exchange and i n t e r e s t  
r a t e s ,  a s  w e l l  a s  a n  o v e r h a u l  of t h e  f i s c a l ,  f i n a n c i a l ,  and  t rade 
s e c t o r s .  T h i s  program was s u p p o r t e d  by a s tand-by a r r angemen t  
w i t h  t h e  Fuxid. ' the  f i r s t  p h a s e  of whLch was s u c c e s s f u l l y  com- 
p l e t e d ,  b u t  d u r i n g  t . he  second pa r i  s l i p p a g e s  o c c u r r e d  i n  t h e  
imp lemen ta t ion  o f  t h e  f o r e i g n  excllange a u c t i o n  and t h e  r e s t r u c -  
t u r i n g  of t h e  p u b l i c  s e c t o r .  TI,? s i t t h o r i t i e s  a r e  now r e q u e s t i n g  
a n e w  s tand-by  a r r a n g e m e n t ,  a p r e c a u t i o n a r y  measure ,  and a n  
a r r angemen t  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 .  While w e  
b r o a d l y  s u p p o r t  t h e  Guinean Government i n  its e f f o r t  t o  i m p l e m e n t  
sound macroeconomic p o l i c i e s  and s t r u c t u r a l  r e f o r m s ,  i n  what 
fol.lows t h i s  c h a i r  wishes  t o  e x p r e s s  sonitc c o n c e r n  and make some 
comments re la ted t o  t h e  i n i t i a l  economic s i t u a t i o n  of Guinea and 
t h e  c h a r a c t e r i s t i c s  of b o t h  programs.  

The t r a n s f o r m a t i o n  of Guinea from a s t a t e - c o n t r o l l e d  t o b a r d  
a marke t -o r i en ted  economy i s  n o t  a n  e a s y  t a s k  s ince  i t  i m p l i e s  
s t r u c t u r a l  r e fo rms  t h a t  t a k e  time and r e q u i r e  an a d e q u a t e  i n s t i -  
t u t i o n a l  b a s i s ,  q u a l i f i e d  peop le  t o  implement them, s u f f i c i e n t  
,f i r i a n c i a l  r e s o u r c e s ,  and  a f a v o r a b l e  e x t e r n a l  envi ronment .  As 
Mr. Hawakani has  s t r e s s e d  i n  h i s  i n f o r m a t i v e  s t a t e m e n t ,  " t h e  
economic. and f i c a n c i a 1  pe r fo rmance  of Guinea i n  1986 s h o u l d  be 
assess . :d  a g a i n s t  t h e  background of a c o u n t r y  i n  t h e  l e a r n i n g  
p r o c e s s  o f  e s t a b l i s h i n g  a f r e e  marke t  mechanism." F u r t h e r m o r e ,  
g iver )  t h e  f r a g i l i t y  of t h e  economy, t h e  d e b t  bu rden ,  and t h e  l a c k  
of f i n a n c i a l  a s s i s t a n c e  i n  s i g n i f i c a n t  amounts ,  i t  i s  n e c e s s a r y  
t o  d e s i g n  a longer - te rm economic s t r a t e g y .  O the rwise  i t  a p p e a r s  
as  though we a r e  s u p p o r t i n g  programs which are c o m p l e t e l y  u n r e a l -  
istic. I n  t h i s  r e g a r d ,  g r e a t  p r o g r e s s  was a c h i e v e d  i n  t h e  former 
s t a n d - b y  a r r a y ~ e m c . n t .  N e v e r t h e l e s s ,  one  of t h e  s l i p p a g e s  o c c u r r e d  
i.n t he  r e s t r u c t u r i n g  o f  t h e  p u b l i c  s e c t o r  w i th  t h e  a l .m .o f  a c h j e v -  
i.ng t h e  f i s c a l  d e f i c i t .  t a r g e t .  Such  a s + m c t u r a l  reform took  
t i i n e ,  i h i c h  e x p l a i n e d  pe rhaps  why t h e  a u t h o r i t i e s  were no t  a b l e  
t o  ccnap1.y w i . t t 7  these  per formance  c r i t e r i a .  A s  t h e  reform rcmains 
(.)ne of t h e  fundamenta l  g o a l s  t o  h e  pursued  i n  the new p r o g r m ,  
t \.,p q t i e s t jon  is how t h e  Governmen t  i n t e n d s  t o  proceed, s i n c e  i n  
ihc !.et-:t?r of  i n t e n c  i t  i s  r e q u e s t i n g  t e c h n i c a l  a s s i s t a n c e  
e < t i i c r  b i l . ~ t e r a l  o r  mi . i l t i , l a te ra l ,  " a s  circumstances p e r m i t , "  t o  
i n p i t w e n t  the  t a x  reform,  t o  s t r e n g t h e n  the c o n t r o l  of goverrlment 

~ . ? ~ ; ) e ? i ~ d i  t i i re ;  z n d  ta::~ m o n i t o r  e x t e r n a l  deb!: o p e r a t i o f ? s .  V t y h e  ~ I ~ V  
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s t a f f  or M r .  lriawakani c o u d  c m m e n t  i n  t h i s  r e spec t .  In t h e  mean- 
t i m e ,  slippages may o c c u r  i n  v i e w  o f  the u n d e r l y i n g  s t r u c t u r a l  
weekness of tlle f i s c a l  s e c t o r .  

T h e  second p o i n t  t o  be c o n s i d e r e d  i s  t h a t  Guinea  i s  con- 
f r o n t e d  w i t h  p r o t r a c t e d  b a l a n c e  of payments  problems s i .mul tane-  
o u s i y  w i t h  a c r i t i c a l  d r o p  i n  e x p o r t  e a r n i n g s  as  a r e s u l t  of t h e  
d e t e r i o r a t i o n  of i n t e r n a t i o n a l  markets f o r  b a u x i t e  and a l u m i n a .  
T h u s ,  i f  t h e  a u t h o r i t i e s '  main goal  i s  t o  s u s t a i n  growth w h i l e  
imp lemen t ing  s t r u c t u r a l  re forms,  s L b s t a n t i a 1  f i n a n c i a l  r e s o u r c e s  
w i l l  be r e q u i r e d  on  a c o n c e s s i o n a l  b a s i s  and € o r  a long p e r i o d  
of time. The p o l i c y  framework p a p e r  r e c o g n i z e s  t h a t  even  w i t h  
t h e  t a r g e t e d  i n c r e a s e s  i n  n a t i o n a l  s a v i n g s ,  i t  i s  e x p e c t e d  t h a t  
by t h e  end of t h e  program p e r i o d  t h e  c o u n t r y  w i l l  r e q u i r e  sub- 
s t a r i t f a 1  ba l a i i ce  of payments s u p p o r t  i n  t h e  form of d e b t  r e l i e f ,  
new c o n c e s s i o n a l  r e s o u r c e s ,  o r  a c o m b i n a t i o n  o f  b o t h .  T h i s  i n  a 
c e r t a i n  way c o n f i r m s  t h e  f r a g i l i t y  o f  t h e  program and  t h e  
i n s u f f i c i e n c y  of r e s o u r c e s .  

R e f e r r i n g  t o  t h e  new s tand-by  a r r a n g e m e n t ,  which i s  i n c l u d e d  
i n  t h e  medium-term s t r a t e g y ,  t h e  a u t h o r i t i e s  a re  c o n t e m p l a t i n g  
t h r e e  main o b j e c t i v e s  f o r  1987 and  1988 c o n s i s t e n t  w i t h  t h e  
economic p o l i c y  g o a l s  t h a t  have  becn  e s t a b l i s h e d .  These  o b j e c -  
t i v e s  a r e :  r e a l  GDP g rowth  of a t  l eas t  6 p e r c e n t  i n  1987 and  no 
l o w e r  t h a n  0.5-1 p e r c e n t  i n  1988; a m o d e r a t i o n  o f  i n f l a t i o n  from 
72 p e r c e n t  i n  1986 t o  13 p e r c e n t  i n  1988; and t h e  c o n t a i n m e n t  of 
the c u r r e n t  a c c o u n t  b a l a n c e  of payments  d e f i c i t  t o  a maximum of 
4 213 p e r c e n t  of CDP. 

My f i r s t  q u e s t i o n  i s  r e l a t e d  t o  t h e  c o n s i s t e n c y  o f  t h e  
growth  t a r g e t  w i t h  t h e  a v a i l a b i l i t y  cf f i n a n c i a l  r e s o u r c e s ,  t h e  
pronounced d i f f e r e n c e s  i n  t h e  g rowth  o b j e c t i v e  from one  y e a r  t o  
t h e  n e x t ,  a n d  t h e  u s e  of ' exchange  a n d  mone ta ry  po l ic ies  f o r  
pixpos:.; of economic a d j u s t m e n t .  Undoub ted ly ,  g rowth  i s  a c h i e v e d  
w i t h  f i n a n c i a l  r e s o u r c e s  and  sound economic  m e a s u r e s ,  b u t  i n  the. 
case of Gu inea ,  we a r e  conce rned  t h a t  i f  t h e  c o u n t r y  d o e s  n o t  
r e c e i v e  c h e  n e c e s s a r y  f i n a n c i a l  s u p p o r t ,  g rowth  w i l l  be c u r t a i l e d .  
We. also wonder w h e t h e r  i t  would n o t  be b e t t e r  t o  p u r s u e  more even  
growth  o b j e c t i v e s  i n  t h e  d i f f e t e n t  y e a r s  of t h e  program. The 
f l e x i b i l i t y  of  exchange  and i n t e r e s t  r a t e s  w i l l  be v e r i E i e d  by a 
b a l a n c e  of payments t e s t ,  f o r m u l a t e d  i n  t e r r i s  of changes  i n  t h e  
n e t  i n t e r n a t i o n a l  reserve p o s i t i o n  of t h e  C e n t r a l  Bank. Whi le  
t h i s  i s  a good i n d i c a t o r ,  g i v e n  t h e  u n c e r r a i n t y  i n  f c r e i g n  
exchange  income and f i n a n c i a l  a s s i s t a n c e  t o  t h e  c o u n t r y ,  w e  a r e  
conce rned  t h a t  a s  a r e s u l t  o f  t h e  u n a v a i l a b i l i t y  of r e s o u t ~ e s ,  
r o o  siuch weigh t  c c u l d  be pu t  o n  t h e s e  t w  v a r i a b l e s ,  h i n d e r i n g  
the  achievement of t h e  i n f l a t i o n  o b j e c t i . v e .  

?iY second q u e s t i o n  i s  r e l a t e d  f o  t h e  c u r r e n t  a c c o u n t  g o a l .  
Bai. ix i r r  a n d  a.iumi.na a c c o u n t  f o r  8 5  p e r c e n t  o f  t o t  a1 merchand i se  
*:<1mrft:s. E x p o r t s  o f  b o c h  ;+re prI- , jer . t rd  t:> d e c l i . n e  s u b s t a n t i a l l y ,  
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i n  'IC: L i l n i e  a n d  p r i c e ,  dliri.ng t h e  x x t  t h r e e  y e a r s ,  and the possi .-  
h i l i t y  of rniti.gat!ng t h e s e  r e d u c t i o n s  in t h e  medium term a r e  
l i m i t e d .  The s t a f f  o r  !Ir. Mawakani may w i s h  t o  ment ion how the 
a u t h c r i t i e s  a r e  go ing  t o  proceed  i n  t h e  long  run .  

F i n a l l y ,  i n  i i g h t  of  t h e  commendable commitn;ent of t h e  Guinean 
a u t h o r i t i e s  t o  c o n t i n u e  i n  t h e i r  e f f o r t  t o  implemt,nt macroeconomic 
p l i c . i e s  and s t r u c t u r a l  r e f o r m s ,  t h i s  c h a i r  s u p p o r t s  t h e i r  r e q u e s t s  
f o r  s tand-by  and 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 .  

Mr. El -Yagal i  s a i d  t h a t  he s u p p o r t e d  G u i n e a ' s  r e q u e s t s  f o r  a s tand-by  
a r r angemen t  and f o r  t h e  use  of r e s o u r c e s  of 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 .  Twcr b a s i c  considerations made Guinea a prime c a n d i d a t e  f o r  
a s s i s t a n c e  under  t h a t  f a c i l i t y :  f i r s t ,  t h e  a d j u s t m e n t  e f f o r t  under  way 
i n  Guinea had t o  be made i n  a medium term p e r s p e c t i v e  i f  i t  was t o  be 
s u c c e s s f u l ;  s e c o n d ,  Guinea was much i n  need of c o n c e s s i o n a l  f i n a n c i n g  i f  
i t s  growth p r o s p e c t s  were n o t  t o  b e  c o n s t r a i n e d  by a n  unmanagc2bl.e d e b t  
bu rden .  Although t h e  amount o f  money t o  be p rov ided  unde r  t h e  s t r u c t u r a l  
a d j u s t m e n t  a r rangement  was small i n  r e l a t i o n  t o  t h e  c o u n t r y ' s  n e e d ,  such  
a s s i s t a n c e  had t h e  p o t e n t i a l  of b r i n g i n g  i n  s imi la r  i n f l o w s  from o t h e r  
i n t e r n a + - i n n a i  f i n a n c i a l  a g e n c i e s  and donor  c o u n t r i e s .  iie hoped c h a t  c h a t  
wm;d be t h e  case,  and t h a t  Guinea would b e n e f i t  from t h e  s p e c i a l  e f f o r t s  
b e i n g  made t o  o b t a i n  a d d i t i o n a l  f i n a n c i n g  in s u p p o r t  of t h e  a d j u s t m e n t  
p r o c e s s  i n  low-income c o u n t r i e s .  

G u i n e a ' s  program was c a s t  v e r y  much i n  t h e  same mold as t h e  one 
' adopted  some two y e a r s  p r e v i o u s l y ,  Mr. E l  Koga l i  o b s e r v e d .  Thus ,  on t h e  
one hand ,  i t s  b a s i c  t h r u s t  was c o n s i s r e n c  w i t h  t h e  o b j e c t i v e s  of e s t a b -  

. l i s h i n g  t h e  b a s i s  f o r  s u s t a i n e d  economic growth  and b a l a n c e  of payments 
v i a b i l i t y .  Yet t h e  program was a n  a m b i t i o u s  u n d e r t a k i n g ,  much as t h e  one  

. i t  s u c c e e d e d .  He made t h a t  o . b s e r v a t i o n  f o r  two r e a s o n s ,  one  be ing  t o  
emphas ize  t o  t h e  a u t h o r i t i e s  t h e  need t o  p e r s e v e r e  i n  t h e i r  e f f o r t s  t o  
e n s u r e  t h a t  t h e  p o l i c i e s  t h e y  implemented were m u t u a l l y  r e i n f o r c i n g ;  and 
t h e  o t h e r  r e a s o n  being t o  s t ress  . t h a t  such  a n  a m b i t i o u s  program requi re -d  
€ l e x i b i l i t y  on t h e  p a r t  of t h e  Fund. A s  much a s  he  would l i k e  t o  see 
a d j u s t m e n t  t a k e  p l a c e  i n  Guinea ,  i t  was i m p o r t a n t  t o  keep i n  miiid t h a t  
t h e r e  were l i m i t s  t o  t h e  speed  wi th  which a d j u s t m e n t  c o u l d  t a k e  p l a c e  i n  
a g i v e n  c o u n t r y ,  and a s  s u c h ,  e x p e c t a t i o n s  must be r e l a t e d  t o  a c o u n t r y ' s  
c a p a c i t y  t o  a d j u s t .  The problem e x p e r i e n c e d  by Guinea i n  implement ing  t h e  
p r e v i o u s  program was i n  p a r t  due t o  the Government 's  i n a b i l i t y  to c a r r y  
ou t  c e r t a i n  refDms because  of a d m i n i s t r a t i v e  and p o l i t i c a l  , c o n s t r a i n t s .  
I t  was a c a s e  of t h e  c a p a c i t y  t o  a d j u s t  be ing  o v e r r u n  by t h e  demands of 
t h e  program. A piogram s u p p o r t e d  by 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  
couId  be i . ise€~I.  i n  such s i t u a t i o n s ,  e s p e c i a l l y  i f  t h e  a u t h o r i t i e s  renai.ned 

i i n i t t e d  t o  t h e  a d j u s t m e n t  p r o c e s s  because  t h e  medium-term o r i e n t a c i o n  
pr ' i jv ided  some rooal f o r  mi ineuve r  i n  t e n s  of t h e  d i f f i c u l t  d e c i s i o n s  t h a t  
i i t i K h t  'ne r equ i r ed  i n  R major a d j u s t m e n t  program L i k e  t h a t  of Guinea .  
! iavii iq l o o k e d  z t  t;he summa:-y o €  t h e  prog-zm f o r  1987/H8,  he  was .Left 
w<,)nd~rLz+; whether  ( ; \ l i n e a ' s  c a p a c i t y  f o r  a d j u s t m e n t  was not  once aga. in  
i . i- ing i)il:.;ti~:d L O  the l i m i t s .  He hoped c h a t  h e  cou ld  be a s s u r e d  by t h c  
..;:,:ii-'f t ! ? a t  t h a t  c j ~ s  riot t h e  c a s e .  
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Mr. Tamom!, made t h e  f o l l o w i n g  s t a t e m e n t :  

L i k e  o t h e r  s p e a k e r s ,  I w i s h  t o  s u p p o r t  t h e  proposed  d e c i s i o n  
o n  t h e  1987 A r t i c l e  I V  u l t a t i o n  as w e l l  a s  t h e  r e q u e s t s  f o r  a 
s t and-by  a r r angemen t  and i.,.>r a r r a n g e m e n t s  unde 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 .  

T h e  i m p l e m e n t a t i o n  of t h e  i n i t i a l  p h a s e  of t h e  comprehens ive  
a d j u s t m e n t  program, whlch was aimed a t  r e s t o r i n g  economic act  v i t y  
and a t  c o r r e c t i n g  f i n a n c i a l  i m b a l a n c e s  t h a t  had been  f a c i n g  t h e  
economy f o r  a l o n g  p e r i o d  of t i m e ,  was l a r g e l y  s a t i s f a c t o r y .  The 
a u t h o r i t i e s  shou ld  be commended f o r  t h e i r  v i g o r o u s  e f f o r t s  i n  
implement ing  t h e  f a r - r e a c h i n g  and a m b i t i o u s  p o l i c y  r e f o r m s ,  i n c l u d -  
i n g  a s u b s t a n t i a l  d e v a l u a t i o n  of t h e  c u r r e n c y ;  u n i f i c a t i o n  of t h e  
exchange r a t e s ;  t r a d e  l i b e r a l i z a t i o n ;  and c o n s i d e r a b l e  a d j u s t m e n t  
of a d m i n i s t e r e d  p r i c e s .  

T h e  econuinic and f i n a n c i a l  pe r fo rmance  of Guinea i n  1996, 
however, was. mixed and  some f i n a n c i a l  s l i p p a g e s  o c c u r r e d .  I n  t h i s  
r e g a r d ,  w h i l e  t h e  r e l i a n c e  on m a r k e t - o r i e n t e d  p o l i c i e s  and t h e  
removal  of p r i c e  d i s t o r t i o n s  b r o u g h t  a b o u t  a marked rP-covery i n  
o u t p u t ,  p a r t i c u l a r l y  In a g r i c u l t u r a i  p r o d u c t i o n ,  t h e  p rogram ' s  
p r i n c i p a l  d.omestic and e x t e r n a l  f i n a n c i a l  o b j e c t i v e s  were n o t  
f u l l y  a c h i e v e d .  The d e f i c i t s  of t h e  C e n t r a l  Government and i n  
t h e  e x t e r n a l  c u r r e n t  a c c o u n t ,  which were e a c h  programmed t o  be 
c o n t a i n e d  t o  4 p e r c e n t  of GDP i n  1986, a r e  e s t i m a t e d  t o  have be ,q  
8 p e r c e n t  and 4 2 /3  p e r c e n t  of GDP,  r e s p e c t i v e l y .  

To r e v i v e  t h e  momentum of t h e  a d j u s t m e n t  and to put  t h e  
Fund-supported program back o n  t r a c k ,  c o r r e c t i v e  measu res  as 
d e s c r i b e d  by M r .  Mawakani i n  h i s  s t a t e m e n t  were t a k e n .  Those 
' m e a s u r e s - - p a r t i c u l a r l y  t h e  open ing  of t h e  o f f i c i a l  marke t  t o  a l l  
c u r r e n t  accoun t  t r a n s a c t i o n s ,  t h e  removal  of a l l  r e m a i n i n g  i m p o r t  
r e s t r i c t i o n s  t o  nar row t h e  s p r e a d  be tween t h e  o f f i c i a l  and 
p a r a l l e l  market r a t e s ,  and t h e  accompanying a d j u s t m e n t  I n  i n t e r e s t  
r a t e s - -were  s t e p s  i n  t h e  r i g h t  d i r e c t i o n .  D e s p i t e  t h e  implemen- 
t a t i o n  of t h e s e  m e a s u r e s ,  however ,  t h e  a u t h o r i t i e s  were u n a b l e  t o  
p r e v e n t  some i n e v t t a b l e  s l i p p a g e s  from o c c u r r i n g .  These  deve lop -  
ments  r e s u l t e d  n o t  only i n  a r e d u c t i o n  of t h e  c o u n t r y ' s  a c c e s s  
t o  t h e  Fund's r e s o u r c e s  under  t h e  most  r e c e n t  s tand-by  a r r a n g e -  
men t ,  but  a l s o  i n  t h e  f a i l u r e  of t h e  last drawing  to  m a t e r i a l i z e .  

Regard ing  t h e  medium-term program,  I a m  i n  g e n e r a l  ag reemen t  
w i t h  t h e  t h r u s t  of t h e  s t a f f  a p p r a i s a l  and recommendat ions and 
c a n ,  t h e r e f o r e ,  a f f o r d  t o  be b r i e f .  Tak ing  i n t o  a c c o u n t  t h e  
economic n a t u r e  of G u i n e a ,  i t s  s t a g e  o f  deve lopment  and  p r o s p e c t s ,  
s p e c i f i c  c o n s i d e r a t i o n  s h o u l d  be d i r e c t e d  toward  t h r e e  f a c t o r s .  
F i r s t ,  t h e  a d j u s t m e n t  program i s ,  i n  f a c t ,  a r a d i c a l  r e c o n v e r s i o n  
program aimed a t  r a p i d l y  c h a n g i n g  t h e  c e n t r a l l y  p lanned  economy 
t o  a m a r k e t - o r i e n t e d  o n e .  I t  r e q u i r e s ,  t h e r e f o r e ,  a l a r g e  d e g r e e  
of  f l e x i b f l i t y  i n  respect  of t h e  pe r€ormancc  criteria and 
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benchina r k s .  Second ,  t h e  economy ..of GtlirIea i s  h i g h l y  v u i n e r a b l c  
to  e x t e r n a l  f a c t o r s  and is  e x p e c t e d  t o  remain  s o  i n  t h e  medium 
t e rm.  T h i r d ,  t h e  economy i s  u n a b l e  t o  m o b i l i z e  a l l  of i t s  
f i n a n c i a l  r e q u i r e m e n t s  fron. domesti\ :  r e s o u r c e s  i n  Grder  t o  
a c h i e v e  ad jus tmen t  w i t h  growth .  I n  s u p p o r t  of t h e  program t h e  
c o u n t r y  must r e l y  h e a v i l y  o n  e x t e r n a l  f i n a n c i n g ,  y e t  i t  a l r e a d y  
bea , r s  a ve ry  h i g h  deb t  s e r v i c e  b, i rden.  

The a v e r a g e  4 p e r c e n t  o u t p u t  g rowth  r a t e  e n v i s a g e d  unde r  t h e  
th ree -yea r  program r e q u i r e s  a n  a n n u a l  i n c r e a s e  o f  11 p e r c e n t  i n  
i n v e s t m e n t .  Gu inea ' s  e x t e r n a l  r evenue  i s  m a i n l y  dependen t  on 
b a u x i t e  and alumina e x p o r t s .  The o u t l o o k  f o r  f o r e i g n  exchange 
e a r n i n g s  and r e l a t e d  t a x  r e v e n u e s  f o r  1988 and beyond i s  unfavor-  
a b l e  owing t o  t h e  p r e d i c  e d  d e c l i n e  i n  b o t h  t h e  p r i c e  and t h e  
volume of b a u x i r e  e x p o r t s .  Whi le  t h e  e x p e c t e d  i n c r e a s e  i n  earn-  
i n g s  from Guinea ' s  o t h e r  e x p o r t s  might  o f f s e t  t h e  t z d u c t i o n  i n  
b a u x i t e  e x p o r t s ,  i t  w i l l  n o t  p r o v i d e  enough of a t a x  base  t o  
conpensa te  t h e  Government 's  r evenue  s h o r t f a l l  i n  o r d e r  t o  g e n e r a t e  
a r a p i d  i n c r e a s e  i n  domest ic  s a v i n g s .  T h e r e f o r e ,  a s  t h e  s t a f f  
h a s  r i g h t l y  p o i n t e d  o u t ,  " t h e s e  c o n s t r a i n t s  on domes t i c  r e s o u r c e s  
m o b i l i z a t i o n  mean t h a t  t h e  s u b s t a n t i a l  i n c r e a s e  i n  inves tmen t  
t h a t  is  programmed ove r  t h e  n e x t  t h r e e  y e a r s  must be f i n a n c e d  
e x t e r n a l l y  . " 

To conclude  , t h e  Government ' s  u n d e r t a k i n g s  under  t h e  pro- 
- posed s tand-by  and  s t r u c t u r a l  a d j u s t m e n t  a r rangement  t h e  r a d i c a l  

n a t u r e  of t h e  reforms on p r i c i n g  and s e c t o r a l  p o l i c i e s ,  t h e  
r e s t r u c t u r i n g  of t h e  p u b l i c  s e c t o r ,  p r i v a t i z a t i o n ,  removal  of 
t h e  e x i s t i n g  t r a d e  r e s t r i c t i o n s ,  and t h e  p u r s u i t  of c a u t t o u s  
f i s c a l  and monetary p o l i c i e s  a l l  c a l l  f o r  f u l l  p a r t i c i p a t i o n  o n  
the p a r t  of the i n t e r n a t i o n a l  f i n a n c i a l  community i n  p r o v i d i n g  
t h e  r e s o u r c e s  needed t o  f i n a n c e  t h e  program on highly c o n c e s s i o n a l  
: e m s .  The a u t h o r i t i e s  s h o u l d  a l s o  make t h e i r  b e s t  e f f o r t s  t o  
c r e a t e  a n  envi ronment  conduc ive  t o  t h e  m o b i l i z a t i o n  of n a t i o n a l  
s a v i n g s  t o  h e l p  r educe  the economy's heavy r e l i a n c e  o n  f o r e i g n  
a s s i s t a n c e .  I n  t h i s  r e s p e c t ,  I u rge  t h e  a u t h o r i t i e s  t o  a b s t a i n  
from r e c o u r s e  t o  n o n c o n c e s s i o n a l  e x t e r n a l  l o a n s  and s h o r t - t e r m  
c r e d i t s .  

Nr .  Fayyad obse rved  Khat t h e  s laxdown i n  t h e  pace  of reform i n  t h e  
sc?cond h a l f  of' 1986,  p a r t i c u l a r l y  i n  t h e  p o l i c i e s  on t h e  exchange r a t e ,  
i n t r r c s t  ta t .es,  p u b l i c  f i n a n c e s ,  a s  w e l l  a s  p u b l i c  s e c t o r  r e o r g a n i z a t i . o n ,  
had c o n s i d e r a b l y  weakened G u i n e a ' s  f i s c a l  and - e x t e r n a l  p o s i t i . o n s .  What 
;;:is pernaps more i m p o r t a n t ,  t h a t  slowdown had t h r e a t e n e d  to  i indermine the 
c . o m p r e h e n s i v e  ad jus tmen t  program u n d e r t a k e n  b y  t h e  a u t h o r i t i e s  . in l a t e  
! 9 H j  i .n  a s e r ious  e f f o r t  ai:ued a t  r i d d i n g  the  Guinean economy of  t h e  major 
i irianciii!.  dS s c q u i l i b r i a  and  s t  r u c t i i r a l  d e f i c i e n c i e s  t h a t  had c h a r a c t e r i z e d  
I , Y  for  i : w 2 r  a q u a r c e r '  of 2 c e n t u r y .  
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I n  t h e  c i r c u m s t a n c e s ,  t h e  a u t h o r i t i e s  had d o n e  w e l l  t o  r e c o g n i z e  t h s  
need f o r  t h e  s t r o n g  and u r g e n t  a d j u s t m e n t  m e a s u r e s  o u t l i n e d  in t h e  rnedium- 
term p o l i c y  framework p a p e r -  The  v i e w  of h i s  c h a i r  was t h a t  t h o s e  
m e a s u r e s ,  i n  s u p p o r t  of which t h e  a u t h o r i t i e s  were r e q u e s t i n g  u s e  of  F u n i  
r e s o u r c e s  under  s tand-by  and  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 ,  s h o u l d  
p e r m i t  a n  o r d e r l y  r e s u m p t i o n  of t h e  a d j u s t m e n t  e f f o r t  u n d e r t a k e n  i n  t h e  
c o n t e x t  of t h e  p r e v i o u s  program. I n d e e d .  a n  immedia te  r e s t o r a t i o n  of t h e  
momentum toward  a d j u s t m e n t  was of paramount  i m p o r t a n c e ,  e s p e c i a l l y  i n  
v i e w  of t h e  a n t i c i p a t e d  d e t e r i o r a t i o n  i n  t h e  e x t e r n a l  e n v i r o n m e n t ,  and 
G u i n e a ' s  need f o r  heavy i n f l o w 6  of c o n c e s s i o n a l  a s s i s t a n c e  t o  f i n a n c e  
i n v e s t m e n t  and b a l a n c e  of payments  d e f i c i t s  t h r o u g h o u t  t h e  medium term. 

The program f o r  1987/88 c o n s i s t e d  of a w i d e  r a n g e  of f i n a n c i a l  and 
s t r u c t u r a l  ineasures  n e c e s s a r y  f o r  t h e  a t t a i n m e n t  of t h e  policy g o a l s  ou t -  
l i n e d  i n  Table .  8 of t h e  s t a f f  r e p o r t ,  M r .  Fayyad added .  A s  h e  was b r o a d l y  
i n  agreement  wi*h t h e  s t a f f ' s  a s s e s s m e n t ,  h e  wi shed  s i m p l y  t o  u n d e r s c o r e  
t h e  impor t ance  t o  Gu inea ' s  o v e r a l l  a d j u s t m e n t  e f f o r t  of a l l e v i a t i n g  t h e  
p r e s e n t  s c a r c i t y  of human r e s o u r c e s ,  n o t  o n l y  i n  o r d e r  t o  improve t h e  
c a p a c i t y  t o  implement t h e  e n v i s a g e d  r e f o r m s  b u t  a l s o  t o  e x p l o i t  e f f i c i e n t l y  
and c o m p e t i t i v e l y  t h e  c o u n t r y ' s  w e a l t h  o f  l a r g e l y  untapped  n a t u r a l  
r e s o u r c e s .  I t  was t h e r e f o r e  e s s e n t i a l  t h a t  t h e  c o n t e m p l a t e d  m e a s u r e s  i n  
t h e  areas of t r a i n i n g ,  r e t r a i n i n g ,  and  b a s i c  e d u c a t i o n  b r o a d l y  i d e n t i f i e d  
i n  t h e  p o l i c y  framework p a p e r  be pu r sued  v i g o r o u s l y .  

I n  c o n c l u s i o n ,  M r .  Fayyad c o n s i d e r e l  t n a t  t h e  comprehens ive  r e f o r m  
measures  to-.be e n a c t e d  o v e r  t h e  program p e r i o d  r e f l e c t e d  t h e  a u t h o r i t i e s '  
d e t e r m i n a t i o n  t b  move Guinea e n t o  a p a t h  of r e c o v e r y  and  s u s t a i n e d  economic 
growth .  The proposed  program was w e l l  t h o u g h t  o u t  and c o n s i s t e n t  w i t h  
t h e  a t t a i n m e n t  of t h e  o b j e c t i v e s  se t  o u t  i n  t h e  p o l i c y  framework p a p e r .  
A c c o r d i n g l y ,  h e  s u p p o r t e d  the  proposed  d e c i s i o n s .  

M r .  Fogelholm s a i d  t h a t , b y  and  l a r g e ,  h e  s h a r e d  t h e  a n a l y s i s  of t h e  
s t a f f  and of p r e v i o u s  s p e a k e r s  w i t h  r e s p e c t  t o  G u i n e a ' s  p a s t  pe r fo rmance  
under t h e  program s u p p o r t e d  by a s t and-by  a r r a n g e m e n t .  D e s p i t e  t h e  posi-  
t i v e  measu res  a l r e a d y  u n d e r t a k e n ,  h e  wished  t o  j o i n  o t h e r  D i r e c t o r s  i n  
t h e i r  v iew t h a i  Guinea was n o t  a t  t h e  c u r r e n t  j u n c t u r e  a p a r t i c u l a r l y  
s u i t a b l e  c a n d i d a t e  f o r  a s tand-by  a r r a n g e m e n t .  T h e r e f o r e ,  h e  welcomed t h e  
a u t h o r i t i e s '  r e q u e s t  €o 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 a n g e m e n t ,  which was a 
m o s t  a p p r o p r i a t e  way of  s u p p o r t i n g  G u i n e a ' s  program. Should  t h e  Guinean  
a u t h o r i t i e s  w i s h  t o  draw under  t h e  s t and-by  a r r a n g e m e n t ,  d e s p i t e  t h e i r  
announcement t o  t h e  c o n t r a r y ,  he would t e n d  t o  be of t h e  same o p i n i o n  a s  
t h o s e  s p e a k e r s  who had r e q u e s t e d  p r i o r  n o t i f i c a t i o n  of s u c h  d r a w i n g s .  

The Deputy S e c r e t a r y ,  head of m i s s i o n ,  remarked t h a t  G u i n e a ' s  set  of 
pol ic ies  w a s  u n q u e s t i o n a b l y  a m b i t i o u s .  
r e f e r  t o  t he  measu res  i n t r o d u c e d  a t  t h e  s t a r t  of 1986 a s  a d j u s t m e n t  mea- 
sures,  preceded  a s  t h e y  had been by 2 5  y e a r s  of  c e n t r a l  c o n t r o l  o v e r  
economic management and e v e n t u a l l y  v i  r t u a l  d i s l o c a t i o n  of t h e  economy.  
N o n e t h e l e s s ,  t h e  s c a f f  b e l i e v e d  t h a t  t h e  program h a d  been q u i t e  well 
concejsred by t h e  a u t h o r i t i e s  and t h a t  i n  t h o s e  a r e a s  where p o l i c i e s  had 
hcen implement .ed  as  p l a n n e d ,  t h e  r e s u l t s  had been a s  g o o d ,  i f  nou b e t t e r ,  

I t  w a s  p r o b a b l y  a misnomer t o  
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t h a n  had becn a n t i c i . p a t e d  i n  e a r l y  1986.  I n  p a r t i c u l a r ,  ev rn  though there 
w e r e  v e r y  few d a t a  o n  t h e  rebound P.n- o u t p u t ,  t h e  exchange sa te  change and 
the a t t e n d a n t  modif l c a t i o n  i n  r e l a t i v e  p r i c e s  had produced a n o t i c e a b l e  
SUTPF? i n  o u t p u t  and inccnne i n  t h e  c o u n t r y s i d e ,  where more t h a n  80 p e r c e n t  
of tt1c5 p o p u l a t i o n  l i v e d .  I n  a d d i t i o n ,  as  t h e  s t a f f  of t h e  World Bank and 
o t h e r  a i d  a g e n c i e s  had o b s e r v e d ,  t h e r e  was a boom i n  c e r t a i n  s e c t o r s ,  
i n c l u d i n g  r e s i d e n t  La1 and commercial cons t ruc t :on ,  e s p e c i a l l y  i n  t h e  
i n t e r i o r .  T h e r e f o r e ,  t h e  s t r e r  h of t h e  rebound i n  1986 had p robab ly  
been s t r o n g e r  t h a n  had been hoped.  On t h e  o t h e r  h a n d ,  as  soon as t h e r e  
had heen a r e l a x a t i o n  of f l e x i b i l i t y  i n  exchange  r a t e  management, b o t h  
a c t i v i t y  and  ba lance  af  payments  deve lopmen t s  had  t ended  t o  weaken. H e  
would t h e r e f o r e  be  i n c l i n e d  t o  t a k e  i s s u e  w i t h  t h e  v iew t h a t .  t h e  shock  t o  
t h e  s y s t e i n  had been too  g r e a t  and t h e  program t o o  a m b i t i o u s ;  even  though 
t h e  a u t h o r i t i e s  s t i l l  expec ted  t h e  implemef i ta t ion  of t he i r  p o l i c i e s  to  be 
d i f f i c u l t ,  t h e r e  was p robab ly  no a l t e r n a t i v e  t o  t h e  c u r r e n t  s t r a t e g y  i f  
the economy was t o  be moved onto a d i f f e r e n t  c o u r s e  and t o  grow a g a i n .  

I n  r e s p o n s e  t o  a q u e s t i o n  by Mrs. F i l a r d o  a b o u t  whether  t h e r e  w a s  n o t  
t o o  much v a r i a b i l i t y  I n  t h e  growth  o b j e c t i v e s  and w h e t h e r  t h e  program was 
c o n s i s t e n t ,  t h e  Deputy S e c r e t a r y  s a i d  t h a t  t h e  s t a f f  had done i t s  b e s t  t o  
e n s u r e  i n t e r n a l  c o n s i s t e n c y  w i t h  t h e  s c a n t  i n f c r m a t i o n  a t  hand. T h e  
v a r i a b i l i t y  of t h e  growth t a r g e t s  had much t o  d o  w i t h  t h e  f a c t  t h a t  t h e  
volume of bauxi . te /a lumina  e x p o r t s  was g o i n g  t o  be h i g h e r  i n  1987 t h a n  € o r  
t h e  p r e c e d i n g  s i x  o r  s e v e n  y e a r s ,  and c e r t a i n l y  much h i g h e r  t h a n  was i n  
p r o s p e c t  f o r  1988 and beyond.  Such a l a r g e  s h a r e  of mining  i n  t o t a l  v a l u e  
added had a s t r o n g  h e a r i n g  on t h e  o v e r a l l  l e v e l  of GDP. I n  a d d i t i o n ,  cer- 
t a i n  a c t i v i t i e s  werz expanding  v e r y  f a s t ,  s u c h  a s - c o f f e e  and f i s h  produc- 
t i o n ,  as c e r t a i n  p r o j e c t s  matured .  

On more t e c h n i c a l  i s s u e s ,  t h e  a u t h o r i t i e s  were f i r m l y  commit ted t o  
m a i n t a i n i n g  t h e  de f a c t o  l i n k  between t h e  speed  of r e d u c t i o n  I n  p u b l i c  
s ec to r  employment and--if necessary--wage a d j u s t m e n t s  i n  t h e  c i v i l  s e r v i c e ,  
t h e  Deputy S e c r e t a r y  c o n t i n u e d .  T h e r e  was some ev idence  t h a t  t h e  proce-ss  
of t r imming unemployment l e v e l s  had been  speeded  u p  q u i t e  s u b s t a n t i a l l y  
s i n c e  May. The d e t e r m i n a t i o n  of t h e  P r e s i d e n t  of t h e  Republ ic  t o  move 
ahead i n  t h a t  respect was e n c o u r a g i n g .  A t  t h e  p r e s e n t  s t a g e ,  t h e  s t a f f  
saw l i t t l e  r i s k  of s l i p p a g e  on t h a t  c o u n t .  

T h e  g r e a t e s t  r i s k s  t o  t h e  program n o n e t h e l e s s  l a y  i n  t h e  o v e r a l l  
f i s c a l  p o s i t i o n  f o r  t h e  c u r r e n t  year ,  t h e  Deputy  S e c r e t a r y  added.  I n  
1386, t h e r e  had Seen no e s t a b l i s h e d  e x p e n d i t u r e  c o n t r o l  mechanism t o  
speak 01, a n d  t:ax r evenues  were s t i l i  h e a v i l y  dependent  on b a u x i t e .  The 
a u t h o r i t i e s  were f u l i y  aware t h a t  a ma jo r  e f f o r t  had t o  be. l aunched  t o  
e x p a n d  t h e  t ax  base away from t h e  mining  s e c t o r ,  and  were s e e k i n g  t ech -  
n i c a l  a s s i s t a n c e  from t h e  Fund and t h e  Bank i n  t h a t  a r e a .  But even more 
i m p o r t a n t  t h a n  the t a x  e f f o r t ,  i n  t h e  v i e w  of t h e  s t a f f ,  would be t h e  
i n i t i a t i o n  of a program t o  o r g a n i z e  and s t r e n g t h e n  p u b l i c  sec tor  f i -nanc ia!  
rilanagenwnt. T h e  Furtd was c o n s t r a i n e d  i n  terms o f  t h e  t e c h n i c a l  a s s i s t a n c e  
t h a t  i t  cou1.d p rov ide - - in  a d d i t i o n  t o  t h e  f o u r  c e n t r a l  bank e x p e r c s  i n  
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Guinea--hi. i t  d i s c u s s i o n s  had t a k e n  p l a c e  r e c e n t l y  between t h e  World Bank,  
t h e  Fund,  and t h e  z u t h c r i t i e s ,  w i t h  a v i e w  t o  p r o v i d i n g  a d d i t i o n a l  t e c h -  
nical a s s i s t a n c e  f i n a n c e d  by the World Bank. 

As f o r  t h e  e x t e r n a l  s e c t o r ,  i t  had been a n  unwelcome s u r p r i s e  t o  t h e  
s t a f f - - a n d  i t  had t o  be s a i d  i n  f a i r n e s s ,  a l s o  t o  some of i t s  c o u n t e r p a r t s  
i n  Guinea-- to  d i s c o v e r  t h a t  a n o n c o n c e s s i o n a l  l o a n  had been c o n t r a c t e d  i n  
,Tarly J a n u a r y  1986, t h e  Deputy S e c r e t a r y  remarked .  He was c o n f i d e n t  t h a t  
tire a u t h o r i t i e s  were 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  p r e v e n t  t h e  r e c u r r e n c e  
of such  i n c i d e n t s ,  t h e y  had  bee.. a b l e  t o  p r e v e n t  a s imi la r  l o a n  from b e i n g  
c o n t r a c t e d  l a t e  i n  1986. One i m p o r t a n t  u n d e r t a k i n g  o€ t h e  program was t h e  
e s t a b l i s h m e n t  of a t e c h n i c a l  c e l l  t o  m o n i t o r  t h e  a u t h o r i z a t i o n  o f ,  and  
movements i n ,  o p e r a t i o n s  r e l a t i n g  t o  G u i n e a ' s  e x t e r n a l  d e b t .  

With respect  t o  medium-term b a l a n c e  of payments  p r o s p e c t s ,  t h e  s t a f f  
had been convinced  of t b e  need t o  be a s  c a n d i d  as p o s s i b l e  i n  i n d i c a t l n g  
t h a t ,  even  based o n  t h e  a m b i t i o u s  a s s u m p t i o n s  and o b j e c t i v e s  of t h e  pro- 
granr,, b a l a n c e  of payments v i a b i l i t y  would n o t  be r eached  u n t i l  t h e  e a r l y  
199Os, t h e  Deputy S e c r e t a r y  s a i d .  A t  t h e  same t i m e ,  i t  had  to be n o t e d  
t h a t ,  s i n c e  t h e  margin  f o r  e r r o r  was q u i t e  l a r g e  i n  G u i n e a ' s  case, t h e  
s t a f f  had e r r e d  d e l i b e r a t e l y  on t h e  downs ide ,  e s p e c i a l l y  i n  e s t i m a t i n g  t h e  
volume of b a u x i t e  e x p o r t s .  I n d e e d ,  i t  had been  e n c o u r a g i n g  t o  l earn  
r e c e n t l y  t h a t  t h e  o f f - t a k e  o f  b a u x i t e  e v e n t u a l l y  might  be  h i g h e r  i n  1988 
and 1989 t h a n  t h e  7 m i l l i o n  t o n s  assumed i n  t h e  program; a s  a r e s u l t ,  
b a l a n c t  of payments p r o s p e c t s  might  be somewhat b e t t e r  t h a n  t h e y  were 
p a i n t e d  i n  t h e  r e v o r t .  N o n e t h e l e s s ,  i t  had seemed i m p o r t a n t ,  from r h e  
p o i n t  of  v i  d of t h e  Fund and of t h e  o t h e r  c r e d i t o r s  t h a t  Gu inea  was 
a p p r o a c h i n g ,  t o  minimize  t h e  downside r i s k  i n  che  medium-term p r o j e c t i o n s .  

A s  f o r  exchange r a t e  p o l i c y ,  t h e r e  was n o  q u e s t i o n  t h a t  t h e  s t i . c k i -  
ness  of t h e  r a t e  had been d e t r i m e n t a l  t o  t h e  b a l a n c e  of payments i n  t h e  
second h a l f  of 1986 and e a r l y  1 9 8 7 ,  t h e  Deputy  S e c r e t a r y  commented. 
However, t h e  a u t h o r i t i e s  had 'shown more f l e x i b i l i t y  i n  exchange  ra te  
management s i n c e  May 1987.  The r a t e  c u r r e n t l y  s t o o d  a t  GF 4 3 5 ,  and t h e  
s p r e a d  be tween t h e  o f f i c i a l  and p a r a l l e l  marke t  rates as wel l  as be tween 
t h e  U.S. do l l . a r  and  t h e  CFA4 f r a n c  i n  t h e  p a r a l l e l  marke t  had d i s a p p e a r e d .  
T h e  s t a € f  was more conce rned  w i t h  t h e  need f o r  exchange  r a t e  f l e x i b i l i t y  
t h a n  w i t h  the mechanism t o  a c h i e v e  s u c h  f l e x i b i l i t y .  In any  e v e n t  Guinea  
had o n l y  t h r e e  banks and p r o b a b l y  was n o t  y e t  i n  a position t o  o p e r a t e  a 
t r u e  a u c t i o n  marke t .  
c r a w l i n g  r a t e  t o  remain  f l e x i b l e  enough and t h e  b a l a n c e  of payments would 
be t h e  means of t e s t i n g  t h a t  f l e x i b i l i t y .  

The i m p o r t a n t  c o n s i d e r a t i o n  Wac f o r  t h e  de f a c t o  

O n  s t r u c t u r a l  p o l i c i e s ,  a s  of mid - Ju ly ,  1 4  e n t e r p r i s e s  had been  
p r i v a t i z e d  and 6 o f  them had s t a r t e d  o p e r a t i o n s ,  t h e  Deputy S e c r e t a r y  
o b s e r v e d .  Thus ,  t h e r e  had been some r e c o v e r y  o f  momentum i n  t h e  p r i v a c i z a -  
t i o n  p r o c e s s ,  a l t h o u g h  t h e  benchmark Ln t h e  program in t h a t  r e s p c t  fo r  
1986 p r o b a b l y  had been t o o  a m b i t i o u s .  S e r i o u s  l e g a l  d i f f i c u l t i e s  had had 
to he ovclrcnme b e f o r e  t h e  p o l i c i e s  c o u l d  be  p u t  i n  p l a c e .  The a u t h o r i t i e s  
~ ; ) p a r e n t l y  had  seen a d a n g e r  of add ing  to unemploymen t  by p roceed ing  t o o  



i a q t  w i t h  c i o s i  ng down p u b l i c  e n t e r p r i s e s  and r e d u c i n g  t h e  c i v i l  s e r v i c e ,  
and  t hey  b e l i e v e d  t h a t  t h e r e  was a t r a d e - o f f  w i t h  t h e  pace  a t  which t h e y  
p r ~ c ~ e i l ~ i c !  w i t h  t h e  r e sumpt ion  of a c t i v i t i e s  i n  new i n d u s t r i e s .  

It was d m b t f u l  w h e t h e r  t h e  r e d u c t i o n  i n  t h e  s i z e  of t h e  c i v i l  ser- 
v i c e  c o u l d  be. t h e  o b j e c t i v e  of a benchmark,  t h e  Deputy S e c r e t a r y  remarked 
F i l  r e s p o n s e  t o  a q u e s t i o n  by Mr. Dallara.  I n  a d d i t i o n ,  t h e  World Bank and 
rk,e Guinean a u t h o r i t i e s  had  r eached  i m p o r t a n t  u r t d e r s t m d i n g s  abou t  t h e  
r e d u c t i o n  i.n t h e  number of c i v i l  s e r v a n t s ,  and  t h e  Fund s t a f f  had . b e e n  
c a t i t i o u s  t o  avoid  a n y  s u g g e s t i o n  of c r o s s - c o n d i t i o n a l i t y .  

'The i n v e s t m e n t  program was a m b i t i o u s  a l t h o u g h  t h e  s t a f f  had a c c e p t e d  
the numbers c h a t  t h e  a u t h o r i t i e s  had  had i n  mind g u a r d e d l y ,  t h e  Deputy 
S e c r e t a r y  no ted .  The re  had been  a c e r t a i n  s c a l . i n g  down of t h e  i n i t i a l  
o b j e c t i v e s .  fiuch would depend on t h e  r e v i e w  t h a t  t h e  World Bank was t o  
c a r r y  o u t  i n  t h e  l a s t  q u a r t e r  of 1 9 8 7 .  The. a v a l l a b i l i t y  o f  f u n d s  w a s  of 
less c o n c e r n .  I f  a n y t h i n g ,  more f u n d s  h a d  been  a v a i l a b l e  i n  1986 t h a n  
had o r i g i 2 a l l . y  been  a n t i c i p a t e d ,  a s  t h e  b a l a n c e  of payments outcome had 
shown. The s t a f f  of t h e  World Bank was aware of t h e  e x i s t e n c e  of i m p l e -  
mentar  i o n  problems,  and Guinea was r e c e i v i n g  s u b s t a n t i a l  t e c h n i c a l  assis- 
t a n c e  from t h e  World Bank t o  overcome t h o s e  problems.  

I n i t i a l l y ,  . t h e  s t a f f  had n o t  i t s e l f  p roposed  a p r e c a u t i o n a r y  s tand-by  
a r r a n g e m e n t ,  t h e  Deputy S e c r e t a r y  n o t e d .  I n s t e a d ,  t k i  a u t h o r i t i e s  had 
c'me To  t h e  v i e w  t h a t ,  g i v e n  t h e  i n t e r e s t  c o s t s  of u s i n g  t h e  F u n d ' s  o r d i -  
n a r y  ; e s o u r c e s ,  d rawings  s h o u l d  be a v o i d e d  under  t h e  r e q u e s t e d  s tand-by  
a r r angemen t .  The stand-by a r r angemen t ,  however ,  would p r o v i d e  a more 
d e t a i l e d  a n d  q u a n t i f i e d  framework f o r  t h e  conduc t  of economic p o l i c y  t h a n  
t h e  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  a l o n e ,  and  a l s o  d e m o n s t r a t e  d e t e r -  
m i n a t i o n  t o  c a r r y  o u t  pol ic ies ,  t h e  Deputy S e c r e t a r y  o b s e r v e d .  Under t h e  
g u i d e l i n e s  o n  c o n d i t i o n a l i t y  d rawings  unde r  a s tand-by a r r angemen t  c o u l d  
n o t  be made c o n d i t i o n a l  on  a r e v i e w ,  i f  a l s o  governed  by per formance  
c r i t e r i a .  I n  p r a c t i c e ,  t h e r e '  would be p e r i o d i c  reviews w i t h  management, 
i f  o n l y  because  of t h e  need  t o  mon i to r  per formance  by s e n d l n g  m i s s i o n s  t o  
Conakry. 

The 9epu:y D i r e c t o r  of t h e  Exchange and Trade  R e l a t i o n s  Department  
po in t ed  o u t  t h a t  p a r a g r a p h  1 of t h e  s tand-by  a r r angemen t  f o r  Gu inea ,  i n  
acqordance  w i t h  t h e  normal  p r o c e d u r e ,  s t a t ed  t h a t  Guinea would have t h e  
r i g h t  t o  make p u r c h a s e s  K i t h o u t  f u r t h e r  r ev iew.  
q i i a l i f i e d  i n  o t h e r  c l a u s e s  of s tand-by  a r r a n g e m e n t s ,  f o r  i n s t a n c e ,  t h o s e  
r e . l a t i n g  t o  phas ing  and mandatory  r e v i e w s .  But t h o s e  c l a u s e s  d i d  n o t  
a f f e c t  t h e  r i g h t  t o  make a pu rcnase  so l ong  as p e r f o r m a n c e . c r i t e r i a  were 
b e i n g  o b s e r v e d .  N e v e r t h e l e s s ,  s tand-by  a r r a n g e m e n t s  d i d  c o n t a i n  r e f e r e n c e s  
t c )  t h e  member remaining i n  c l o s e  c o n s u l t a t i o n  w i t h  t h e  Fund. In t h e  
s t lar id-by a r r angemen t  f o r  G u i n e a ,  ss. i n  o t h e r s ,  t h e  Managing D i r e c t o r  would 
h a v e  t h e  s p e c i f i c  power t o  r e q u e s t  a c o n s u l t a t i o n  if he c o n s i d e r e d  t h a t  
J e s i . r ab le s  Bec.ause t h e  a u t h o r i t i e s  had i n d i c a t e d  t h a t  t h e y  would n o t  d r a w  
under: t h e  s t a n d - b y  a r r a n g e m e n t ,  b a r r i n g  u n a n t i c i p a t e d  a d v e r s e  e x t e r n a l  . 
i . i rcu :ns ta r ices ,  c a r e f  i l l  t hougn t  uould  have  t o  be. g i v e n  by  t h e  management 
r!.) so i ! ig  Dey,>nd i , t s  normal  p r a c t i c e  of remaln ing  i n  c l o s e  Con tac t  w i t h  

Tha t  r i g h t  was of c o u r s e  



E B I 1 / 8 7 / 1 1 1  - 7 /29 /87  

t h e  member. However,  t f  t h e  z x t e r n a l  s i t u a t i o n  were t o  L e t e r i o r a t e  t o  
t h e  p o i n t  a t  which t h e  member m i g h t  w i s h  t o  make a p u r c h a s e ,  t h e  Managing 
D i r e c t o r  would have  t h e  b a s i s  t o  r e q u e s t  a c o n s u l t a t i o n  of t h e  a u t h o r i t i e s  
w i t h  t h e  management,  b u t  n o t  w i t h  t h e  Board.  
n o t i f i c a t i o n  t o  t h e  Board i n  a l e g a l  s e n s e .  

T h e r e  would be no p r i o r  

The s t a f f  r e p r e s e n t a t i q e  from t h e  World Bank, r e f e r r i n g  t o  comments 
t h a t  had been  made abou t  t h e  pace of implementa t i .on  of t ,he  program, 
acknowledged t h a t  t h roughou t  much of 1986, t h e r  had been r a t h e r  s low o r  
v e r y  l i t t l e  p r o g r e s s  a t  a l l  i n  c a r r y i n g  o u t  v a r . t o u s  measures  t h a t  had 
o r i g l n a l l - y  been  con templa t ed  u n d e r  t h e  Bank ' s  f i r s t  s t r u c t u r a l  a d j u s t m e n t  
l o a n .  The second t r a n c h e  of t h e  s t r u c t u r a l  a d j u s t m e n t  c r e d i t ,  which t h e  
Bank had hoped t o  r e l e a s e  in 1986, had  s t i l l  n o t  been  r e l e a s e d .  However, 
h a v i n g  c o n s o l i d a t e d  pub1i.c s u p p o r t  f o r  t h e  program,  t h e  G o v e r n c n t  had 
been  a b l e  s i n c e  e a r l y  1987 t o  a c c e l e r a t e  t h e  s t e p s  t h a t  had been  ag reed  
under  t h e  s t r u c t u r a l  a d j u s t m e n t  program and the  Bank w a s  clcse t o  releas- 
i n g  t h a t  second t r a n c h e .  To be more s p e c i f i c ,  t h e  t a r g e t s  f o r  r e d u c i n g  
t h e  numbers .of p u b l i c  s e ' . v a n t s  had been  m e t  somewhat l a t e r  t h a n  e x p e c t e d ,  
a n  e s r i m a t e d  12,000 employees  h a v i n g  been r e l e a s e d  from t h e  p u b l i c  s e c t o r  
o u t  of 85,000 o r i g i n a l l y  employed i n  t h e  p u b l i c  s e c t o r .  L i k e w i s e ,  w i t h  
respect t o  t h e  d i v e s t m e n t  of p u b l i c  e n t e r p r i s e s ,  16 f o r m e r l y  p u b l i c  
i n d u s t r i a l  e n t e r p r i s e s  had been p a s s e d  o v e r  t o  t h e  p r i v a t e  s ec to r  under  
v a r i o u s  k i n d s  of f i n a n c i a l  and management a r r a n g e m e n t s .  The o n l y  two 
c o n d i t i o n s  f o r  release of t h e  second  t r a n c h e  of t h e  s t r u c t u r a l  a d j u s t m e n t  
c r e d i t  t h a t  had n o t  been met were t h e  p r o m u l g a t i o n  of a new commerc ia l  
code-and  p r e s i d e n t i a l  a p p r o v a l  o f  a se t  of  g u i d e l i n e s  f o r  t h e  d i s s o l u t i o n  
of t h o s e  p u b l i c  e n t e r p r i s e s  t h a t  would no l o n g e r  be r e t a i n e d  by t h e  s t a t e .  
The Bank s t a f f  had been a s s u r e d  t h a t  t h e  r e l e v a n t  d e c i s i o n s  had  been  t a k e n  
and t h a t  i t  would be o n l y  a m a t t e r  of weeks b e f o r e  t h e  l e g a l  f o r m a l i t i e s  
had been comple t ed .  The hope was t h a t  t h e  second t r a n c h e  c o u l d  be  r e l e a s e d  
i n  the mor,:h of Augus t .  

The inves:ment program was indeed  a m b i t i o u s  i r .  s i z e  and c o m p o s i t i o n ,  
t h e  s t a f f  r e p r e s e n t a t i v e  f r o ?  t h e  World Bank c o n t i n u e d .  The adequacy  of  
t h e  Government 's  e x e c u t i v e  c a p a c i t y  t o  c a r r y  o u t  t .he proposed  i n v e s t m e n t s  
i n  c e r t a i n  s e c t o r s  d i d  indeed  have  t o  be  q u e s t i o n e d .  The program was 
c o n c e n t r a t e d  o n  t h e  r e s t o r a t i o n  o f  i..mjor i n f r a s t r u c t u r e ,  which was i n  a 
d e p l o r a b l e  s t a t e  when t h e  new government  tool.: o f f i c e  i n  1984 .  The highway 
s y s t e m  was in r u i n s ;  t h e  t e l ecommunica t ion  sys t em was v e r y  poor ;  and t h e  
s u p p l y  of e l e c t r i c i t y  was u n r e l i a b l e .  T h e  Government had been  c o n c e n t r a t -  
i n g  i t s  a t t e n t i o n  i n  those a r e a s  s i n c e  t h a t  t i m e ;  i t  had been  v e r y  suc- 
c e s s f u l  i n  t he  t r a n s p o r t a t i o n  s e c t o r  i n  improving  t h e  c a p a c i t y  of t h e  p o r t  
of Conakry and beg inn ing  t h e  r e c o n s t r u c t i o n  of the road  s y s t e m ,  s u p p o r t e d  
by a World Dank c r e d i t ,  t o  be f o l l o w e d  up s h o , r t l y  wi.th a n o t h e r  c r e d i t .  
Where t h e  c a p a c i t y  t o  improve t h e  i n f r a s t r u c t u r e  was l e s s  s a t i s f a c t o r y ,  
f o r  i n s t a n c e ,  i n  t h e  e l e c t r i c  power and  t h e  t e l e c o m m u n i c a t i o n s  s e c t o r s ,  
the  Bank was s e e k i n g  t o  work wi th  t h e  Government t o  jrnprove t h e  management 
and o p e r a t i o n s  of t h e  a g e n c i e s  c o n c e r n e d  so t h a t  the. f i n a n c i n g  o f  new 
I.!wec:txents i n  t hos i !  s e c t o r s  would be j u s t i f i e d .  I t  was t h e  s t a f f ' s  
::cn!7iction t h a t  t h e  c u r r e n t  s t a t e  of  t h e  infrast:rr . ict iAre was onc o f  the  



:~ri.clc.ip::l b r a k e s  o n  the developnicnt  o f  prodl lc t  
a n d  t t i a c  t h e  Covernment was absolu te1 .y  c o r r e c t .  
v b j e c t i v e s  i n  I ts  programs.  

On the f i n a n c e a b i l i t y  of  t h e  program, t h e  
the  Xorld  Bank r e c a l l e d  t h a t  a t  t h e  r e q u e s t  of 
had o r g a n i z e d  a c o n s u l t a t i v e  g r o u p  f o r  Guinea  
ment: had p r e s e n t e d  i t s  i n v e s t m e n t  program, and 

v e  c a p a c i t y  and o u t p u t ,  
LO p l a c e  emphas is  o n  t l i p  

s t a f f  r e p r e s e n t a t i v e  f r o m  
t h e  Government,  t h e  Bank 
n March 1987.  The  Covern- 
i t s  economic p'.-grain i n  ~- 

genercil ,  t u  the donors .  B o t h  c o u n t r i e s  and i n s t i t u t i o n s  r e p r e s e n t e d  a t  
c h a t  , i e e t i n g  had expres sed  g r e a t  c o n f i d e n c e  i n  G u i n e a ' s  a b i l i t y  t o  c a r r y  
ouC the reform program and t o  implement an i n v e s t m e n t  program. T h e  i n d i -  
c a t i o n s  o f  s u p p o r t  give.)  a t  t h e  c o n s u l t a t i v e  g roup  mee t ing  had l e d  t h e  
World Rank. t o  b e l i e v e  t h a t  no s e r i o u s  d i f f i c u l t y  would be e x p e r i e n c e d  i n  
p r o v i J i n g  f i n a n c i n g  on t h e  o r d e r  of  magn i tude  f o r e s e e n  i n  t h e  medium-terin 
s c e n a r i o .  The Government was abou t  t o  b e g i n  t h e  p r e p a r a t i o n  of a second 
s t r u c t u r a l  a d j u s t m e n t  program, unde r  which a g r e a t  d e a l  of emphas is  would 
h e  p l aced  on r e i n f o r c i n g  t h e  c o u n t r y ' s  c a p a c i t y  f o r  f i n a n c i a l  management. 
I n  c o n n e c t i o n  w i t h  t h e  s t r u c t u r a l  a d j u s t m e n t  c r e d i t ,  t h e  Bank i n t e n d e d  to  
p ropose  a n o t h e r  t e c h n i c a l  a s s i s t a n c e  c r e d i t  which ,  i n  c o o p e r a t i o n  w i t h  t h e  
Fund and  wi th  t h e  French a u t h o r i t i e s ,  would p r o v i d e  s u p p o r t  and a s s i s t a n c e  
t o  t h e  M i n i s t r y  of  F i n a n c e  in o r d e r  t o  improve i t s  o p e r a t i o n s .  The Bank 
was c o n s c i o u s  of t h e  d i f f i c u l t i e s  t h a t  Gu inea  was f a c i n g  b u t . i t  was a l s o  
c o n s c i o u s  of t h e  Government 's  d e t e r m i n a t i o n  t o  pu r sue  i t s  program, w h i c h .  
t h e  Bank i n t e n d e d  t o  c o n t i c u e  t o  s u p p o r t .  

M r .  Mawakani no ted  t h a t  i n  e v a l u a t i n g  t h e  adequacy  o f  G u i n e a ' s  
c u r r e n t  accoun t  o b j e c t i v e s ,  i n  l i g h t  of t h e  p r o j e c t e d  f a l l  i n  b a u x i t e  and 
a l u m i n a  e x p o r t  e a r n i n g s ,  a c c o u n t  had t o  be t a k e n  of t h e  l a r g e  p o t e n t i a l .  
f o r  a d d i t i o n a l ,  n o n t r a d i t i o n a l  e x p o r t s ,  i n c l u d i n g  a g r i c u l t u r a l .  p r o d u c t s ,  
a r t i s a n a l  g o l d ,  and diamonds, which were norma l ly  e x p o r t e d  through p a r a l l e l  
c h a n n e l s .  T h e  f l e x i b l e  exchange r a t e  p o l i c y  b e i n g  pu r sued  was e x p e c t e d  
t o  b r i n g  t h o s e  e x p o r t s  i n t o  o f f i c i a l  c h a n n e l s .  I n  a d d i t i o n ,  as be had 
i n d i c a t e d  i n  h i s  open ing  s t a t e m e n t ,  p r i v a t e  s e c t o r  t r a n s a c t i o n s  were 
i n c r e a s i n g l y  t a k i n g  p l a c e  i n  t h e  official marke t  as well. 

Wi-,ile he unders tood  t h e  c o n c e r n  t h a t  had been  e x p r e s s e d  abou t  t h e  
i m p l i c a t i o n s  of the p r e c a u t i o n a r y  n a t u r  2 of t h e  s tand-by  a r r a n g e m e n t ,  
which had l e d  some D i r e c t o r s  '10 s e e k  some type  of p r i o r  c o t i f i c a t i o n  of  a 
drawing  by Guinea ,  Mr. Mawakani c o n s i d e r e d  t h a t  t h e  normal  p r o v i s i o n s  of 
s t and-by  a r r angemen t s  s h o u l d  be o b s e r v e d  i n  G u i n e a ' s  c a s e  a s  i n  any o t h e r  
c a s e .  He was of the v i e w  t h a t  i t  would n o t  be wise t o  d e p a r t  from t h a t  
and o v e r l o a d  t h e  c o n d i t i o n a l i t y  f o r  Gu inea .  He wished t o  emphasize t h a t ,  
d e s p i t e  some s l . i p p a g e s  c h a t  had o c c u r r e d  i n  implement ing  t h e  scand-by 
ar rangement  i n  1986 and e a r l y  1.987, and b e a r i n g  i n  mind t h e  a d v e r s e  - 
e x t a r n a i  envi ronment  i n  which t h e  a d j u s t m e n t  .program had had t o  be irnp'le- 
meri ted s i n c e  1.995, t h e  Guinean a u t h o r i t i e s  were cornrni.tted t o  p u r s u i n g  t h e  
i jd jus tment  e f f o r t  i n  t h e  conte . : t  of t h e  t h r e e - y e a r  a d j u s t m e n t  program, 
s ~ i p p o r t  ed b y  t h e  s tand-by,  a n d  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 s  t h a t  t h e  
f$(,j.$rd h a d  ~ U S L  c o n s i d e r e d .  As i n  the  p a s t ,  t h e  Guinean a u t h o r i t i e s  were 
d e t z n n i n c d  t o  m a i n t a i n  t h e i r  c l o s e  c o l l a h o r a t  i o n  w i t h  t h e  Fund d u r i r i g  the 
impleaent.:ii .  t i 3 n  o f  t h a t  ad ,jiistment program. 
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The A c t i n g  Chairman mPde t h e  f o l l o w i n g  summing up:  

P i r ec t c r s  were ?.n broad ag reemen t  w i t h  t h e  a p p r a i s a l  i n  t h e  
s t a f f  r e p o r t  fo r  t h e  1987 Ar t i c l e  I V  c o n L u l t a t i o n  w i t h  Guinea .  
I t  w a s  no ted  t h a t  t h e  i n i t i a l  p h a s e  of G u i n e a ' s  re form program 
t h a t  was adopted  i n  1985 had i n  g e n e r a l  been  c a r r i e d  o u t  succciss- 
f u l l y ,  a l . though t h e r e  had been  a t  t h e  s t a r t  of t h e  program a 
Large zxcess  i n  f o r e i g n  b o r r o b i n g  on n o n c o n c e s s i o n a l  rems ,. Sub- 
s e q u e n t l y ,  however ; t h e r e  had been  slippages i n  p o l i c y  implemen- 
t a t i o n ,  p a r t i c u l a r l y  i n  c h e  a reas  of exchange  and i n t e r e s t  rate 
p o l i c y  and p u b l i c  s e c t o r  r e f o r m .  A s  a r e s u l t ,  economic and 
f i n a n c i a l  per2Jrmance i n  1986 and e a r l y  1987 had been  mixed .  
A c t i v i t i e s  i n  t h e  a g r i c u l t u r a l  s e c t o r  had expanded s i g n i f i c a n t l y  
and i n f  1at l .on modera t ed ,  b u t  t h e  budge t  and  e x t e r n a l  c u r r e n t  
a c c o u n t  d e f i c i t s  i n  1386 had been l a r g e r  t h a n  programmed and new 
e x t e r n a l  payments a r r e a r s  had emerged t e m p o r a r i l y .  

These. s l i p p a g e s ,  D i r e c t o r s  r emarked ,  had l e f t  Guinea  i n  a 
weaker p o s i t i o n  for  1987 t h a n  had been  e n v i s a g e d  e a r l i e r ,  which 
was a c a u s e  f o r  c o n c e r n ,  p a r t i c u l s r l y  a t  a t i m e  & h e n  medium-term 
p r o s p e c t s  were c louded  by t h e  d e t e r i o r a t i o n  ir. t h e  terms of t r a d e  
and t h e  l i k e l y  d e c l i n e  i n  b a u x i t e  e a r n i n g s  s t a r t i n g  in 1988,  a s  
a r e s u l t  of new c o n t r a c t u a l  a r r a n g e m e n t s ,  as w e l l  a s  t h e  i n c r e a s e s  
i n  e x t e r n a l  d e b t  s e rv i . ce  o b l i g a t i o n s .  3 i r e c t o r s  t h e r e f o r e  wel- 
comed t h e  c l o s e  c o l l a b o r a t i o n  between t h e  a u t h o r l t i e s  and t h e  FSmd 
and the World Bank s t a f f  i n  d e v e l o p i n g  a comprehens ive  economic 
and f i n a n c i a l  program f o r  t h e  t h r e e -  y e a r  p e r i o d  1987 /83-1989/90 
t h a t  would be s u p p o r t e d  by an  a r r angemen t  unde 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 l t y  and a s tand-by  a r r a n g e m e n t .  D i r e c t a r s  viewed 
A S  a p p r o p r i a t e  t h e  a u t h o r i t i e s '  medium-term g o a l s  of a c h i e v i n g  
r ea l  p e r  c a p i t a  income g rowth ,  a p r o g r e s s i v e  d e c l i n e  i n  i n f l a t i o n ,  
a n d  p r o g r e s s  toward a s u s t a i r t a b l e  e x t - r n a l  p s i t i o n .  They 
o b s e r v e d ,  h o w e v e r ,  t h a t  G u i n e a ' s  t r a c l -  ?co rd  i n  t h e  implementa- 
t i o n  of wide- ranging  p o l i c y  measu res  needed t o  improve s i g n i  f i- 
c a n t l y  and t h a t  owing t o  t h e  slow p r o c e s s  of m o b i l i z i n g  n a t i o n a l  
s a v i n g s ,  Guinea  votild c o n t i n u e  t o  depend h e a v i l y  o n  e x t e r n a l  
r e s o u r c e s  f o r  a number o t  y e a r s .  

U i r e c r o r s  no ted  t h a t  t h e  program c o r r e c t l y  focused  o n  t h o s e  
p o l i c y  a r e a s  where t h e r e  h a d  been s h o r t c o m i n g s  i n  i m p l e m e n t a t i o n  
s i n c e  mid-1.986. For example ,  t h e y  remarked t h a t  there  was a n  
i i rgent  need  f o r  s t r e n g t h e n i n g  f i s c a l  management a n d ,  i n  p a r t i c . u l a r ,  
f o r  t.he i n t r o d u c t i o n  of r i g o r o u s  budge t  end e x p e n d i t u r e  c o n t r o l  
p r o c e d u r e s ,  i n c l u d i n g  a h a l t  t o  e x t r a b u d g e t a r y  s p e n d i n g ;  f o r  
re forms o f  t a x  1 e g i s l a t i . o n  and a d n f . n i s t r a t i . o n ,  and f o r  b roaden ing  
rhe  tax.  b a s e ,  w i t h  t h e  re l .a t t?d enac tmen t  of new r evenue  m e a s u r e s ,  
i r i c l G d i ! i %  a n  j ,nc , rease  i n  the e x c i s e  t a x  o n  petri;l.eum p r o d u c t s .  
( ; i v e n  s t epped-up  i n v e s t m e n :  s p e n d i n g  and o u t l a y s  r e l a t e d  t o  t h e  
rili 'nrm of c h e  c i v f l  s e r v i c e ,  s t r o n g  e f f o r t s  w o u l d  be r e q u i r e d  
, t ! r ; i )  t o  c,r.,iitr?!n t h e  wage h i 1 . i  a n d  expec>d.ttLire o n  goods and silr- 
v i c i : s  I f  t h e  Centra l .  G g v e r t u n e n t ' s  d e f i c i r  t a r g e t s  were t o  be met. 



i n  1987 a n d  1388. i l i r e c r o r s  a l so - . s t r e s sed  c h a t  a much q u i c k e n e d  
pzce  o f  government  disengagempn.t  from i n d u s t r i a i  and conlmerci.al 
a c t  i v i . t . i e s  a l c n g  w i t h  9 more f o r c e f u l  and proinpt a p p l i c a t i o n  of 
measure.; t o  r e d u c e  p u b l i c  s e c t o r  einp1oymer.t , were r e q u i r e d  t o  

b u t t r e s s  e f f o r t s  aimed a t  s u s t a i n e d  f i s c a l  i m p r o v e n e n t s .  

SeveraL D i r e c t o r s  e x p r e s s e d  serious c o n c e r n  w i  t.h regard t o  
( ;u inea ' s  ambFt'ous p u b l i c  i n v e s t m e n t  program which would tes t  and 
p e r h a p s  o v e r l o a d  G u i n e a ' s  p l a n n i n g ,  e v a l b - i t i o n ,  and implementa- 
t i on  c a p a c i t y  and d i v e r t  scarce huma- a n d  f i n a n c i a l  resourt :es  
from o t h e r  p r i o r i t y  a r e a s  and r i s k  a d d i n g  t o  a n  a l r e a d y  heavy 
e x t e r n a l  de bt  burden.  

The monetary  and c r e d i t  p o l i r y  s tance  adopted  by t h e  a u t h o r -  
i t i e s  was viewed by D i r e c t o r s  as  c o n s i s t e n t  w i t h  t h e  r e s t o r a t i o n  
o f  a n  o r d e r l y  f i n a n c i a l  i n t e r m e d i a t i o n  process. Emphasis a n  
a v o i d i n g  govcrnnent  r e c o u r s e  t o  monetary  f i n a n c i n g  i n  o r d e r  t o  
ac:commodate r h e  r e c o v e r y  i n  p r i v a t e  s ec to r  a c t i v i t y  w a s  c o n s i d -  
ered a p p r o p r i a t e .  The mechanisms t h a t  had been deve loped  t o  
g u i d e  f l e x i b l e  exchange rate and i n t e r e s t  r a t e  p o l i c i e s  were 
welcompd. 

I n  G u i n e a ' s  e x t e r n a l  c i r c u m s t a n c e s ,  Directors  s t r e s s e d  t-he 
impor tance  of s t r e n g t h e n i n g  i n s t i t u t i o n a l  c o n t r o l  mechanisms o v e r  
new a u t h o r i z a t i o n s  or' e x t e r n a l  bor rowing  and  a l s o  of p u r s u i n g  a 
prudent  c x t e p n a l  d e b t  p o l i c y ,  i n c l u d i n g  a b s t e n t i o v  from r e c o u r s e  
t o  n o n c o n c e s s i o n a l  l o a n s  and s h o r t - t e r m  c r e d i t s .  They a l s o  
e x p r e s s e d  t h e  hope t h a t ,  c o n s i s t e n t  w i t h  G u i n e a ' s  u n d e r t a k i n g s  
v i s - 2 - v i  s Pa . * i s  Club p a r t i c i p a n t s ,  r e s c n e d u l i n g  a g r e e n e n t s  w o u l d  
be reached  q u i c i t l y  w i t h  G u i n e a ' s  o t h e r  o f . : i c i a l  b i l a t e r a l  c r e d i -  
t b r s  as  w e l l  a s  w i t h  bank and nonbank nonguaran tezd  c r e d i t o r s .  

D i r e c t o r s  n o t e d  t h a t  d e s p i t e  programmed e l i m i n a t i o n  of a l l  
e x c e r n a l  payments a r r e a r s  and b u i l d u p  of i n r e r n a t i o n a l  r e s e r v e s ,  
Giuin2a's e x t e r n a l  f i nanc l ,ng  needs  f o r  1987/88 were e x p e c t e d  t o  
be c o v e r e d .  They o b s e r v e d )  however ,  t h a t  e v e n  w i t h  t h e  c u r r e n t  
str:,ng ad j u s t n e n t  p o l i c i c s ,  Guinea  c o u l d  n o t  be e x p e c t e d  t o  resume 
a d e q u a t e  growth and a t t a i r !  a v i a b l e  b a l a n c e  of payments  p o s i t i o n  
Lint . i1  ch& e a r l y  mid-1990s. E x t e n s i v e  a s s i s t ance  on c o n c e s s i o n a l  
t e n s  t h e r e f o r e  would remair, n e c e s s a r y  €or  a Gumber of y e a r s  t o  
 cor?^^. . S e v e r a l  D i . r c c t o r s  recommended t h a t  t h e  Fund gdve f a v c r a b l c  
c o n s i d e r a t < n n  t o  G u i . n ~ a ' s  needs  f o r  t e c h n . i c a 1  a s s i s t a n c e  i n  
. J ; ~ ~ - ~ O U S  a r e a s .  

Tliere was asreement  t h a t  t h e  i , e x t  A r t i c l e  IV consul taLi .on  
w i t l i  G u i n e a  w i l l  be  h e l d  on t h e  s t a n d a r d  12-month c y c l e .  



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

D e c i s i o n  Concluding  1987 A r t i c l e  X I V  C o n s u l t a t i o n  -___ 

1. The Fund r a k e s  t h i s  d e c i s i o n  r e l a t i n g  t o  G u i n e a ’ s  
exchange  measures  s u b j e c t  t o  Ar t ic le  V I I I ,  S e c t i o n s  2 ( a )  and 3 ,  
and i n  c o n c l u d i n g  t h e  1987 Ar t i c l e  XXV c o n s u l t a t i o n  wi th  Gu inea ,  
i n  t h e  l i y h t  of t h e  1987 Ar t ic le  N c:n : i su l ta t ion  w i t h  Guinea 
conduc ted  unde r  D e c i s i o n  No. 5 3 9 2 - ( 7 i / 6 3 ) ,  a d o p t e d  A p r i l  29 ,  
1.977, as amended ( 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 .  Guinea m a i n t a i n s  t h e  r e s t r i c t i v e  exchange  moasures  
d e s c r i b e d  i n  SM/87/175, i n  a c c o r d a n c e  w i t h  A r t i c l e  X I V ,  S e c t i o n  2 ,  
except t h a t  t h e  r e s t r i c t i o n  on 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 1  t r a n s a c t i o n s  a r i s i n g  from t h e  F . , re ign  exchange  auc-  
t i o n  sys t em i s  s u b j e c t  t o  a p p r o v a l  by  t h e  Fsnd under  Ar t i c l e  VIII, 
S e c t i o n s  2(a) and 3 .  The Fund g r a n t s  a p p r o v a l  f o r  t h e  r e t e n t i o n  
of t h i s  r e s t r i c t i o n  u n t i l  c o m p l e t i o n  of  t h e  r e v i e w  o f  t h e  s tand-by  
a r r angemen t  f o r  Guinea s e . t  f o r t h  i n  EBS/87/143, Supplement  2 ,  o r  
F e b r u a r y  1 5 ,  1988,  whichever  i s  e a r l i e r .  

D e c i s i o n  No. 8657-(87/111) ,  a d o p t e d  
J u l y  2 9 ,  1987 

Scand-By Arrangement _. 

1. The Government of Guinea h a s  r e q u e s t e d  a s tand-by  
a r r angemen t  f o r  a p e r i o d  o f  13 months from J u l y  2 9 ,  1987 t h r o u g h  
August  28 ,  1988,  i n  an  amount e q u i v a l e n t  t o  SDR 11 .6  m i l l i o n .  

2. The Fund approves  t h e  s t and-by  a r r a n g e m e n t  se t  f o r t h  i n  
EBSj87/143,  Supplement  2 .  ’ 

D e c i s i o n  No. 8658-(87/111) ,  a d o p t e d  
J u l y  2 9 ,  1987 

S t r *JC t ~1 r a 1 Ad j u s  t men t Ar r ingenze n t 
~ --_._ ._-- 

1. The Governmeni: of Guinea  h a s  r e q u e s t e d  a t h r e e - y e a r  
s t r u c t u r a l  ad jus tmen t  a r r a n g e m e n t ,  and  t h e  f i r s t  a n n u a l  a r r a n g e -  
ment t h e r e u n d e r ,  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 .  

2 .  T h e  Fund approves  t h e  a r r s n q e m e n t s  set  f o r t h  i n  
EBS/R7/143 ,  Supplement  3 .  

Decision No. 8659- (87 /111) ,  a d o p t e d  
J u l y  2 9 ,  1987 



2 .  GABON -. 1987 AR'TICJ,E i V  CO?4SL!LSTATION AN13 R E V I E W  LINIIER STAND-BY 
ARRAS<: EMENT 

The E x e c ~ t i v e  D i r e c t o r s  c o n s i d e r e d  t h e  s t a f f  r e p o r t  f o r  t h e  1987 

---- -..-___ ~ _____ 

krt-.i.cle IV c o n s u l t a t i o i i  with Gabon and t h e  r e v i e w  u n d e r  t h e  s tand-by  
a r r angemen t  w h i c h  was approved on December 2 2 ,  1986 (EUS/87/142, 6 / 3 0 / 8 7 ;  
Cor.  I., 7 / 2 2 / 8 7 ) .  They a l s o  had b e f o r e  them a background p a p e r  on r e c e n t  
economic developments  i n  Gabon (SM/87/176,  7 / 2 2 / 8 7 ) .  

Mr. A. Mabika, Advisor  t o  t h e  M i n i s t e r  o f  F i n a n c e  of Gabon, was a l s o  
p r e s e n 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  Dep?.rtment s t a t e d  t h a t  a 
c r i t i c a l  e lement  f o r  t h e  c o m p l e t i o n  of t h e  p r e s e n t  review of t h e  s tavd-by 
a r r a n g e r r e n t  i t h  Gabon was t h e  f i n a n c i n g  of a r e s i d u a l  b u d g e t a r y  g a p  of 
CFAF 2 G . 5  b i l l i o n ,  a f t e r  t a k i n g  i n t o  a c c o u n t  d e b t  r e l i e f  from t h e  r e s c h e d -  
u l i n g  of d e b t  s e r v i c e  by t h e  P a r i s  Club  and commerc ia l  banks ( d e t a i l s  of 
t h e  d e b t  r e n e g o t i a t i o n  w i t h  P a r i s  Club  c r e d i t o r s  and  w i t h  commercial  bank 
c r e d F t o r s  and were c o n t a i n e d  i n  EBS/87/62 (313187)  and EBS/87 /142  (6/30/87), 
r e s p e c t i v e l y .  A s  n o t e d  i n  p a r a g r a p h  21 of  t h e  F i n a n c e  M i n i s t e r ' s  l e t t e r  
of J t - n e  2 9 ,  1987 ( E B S / 8 7 / 1 4 2 ,  Appendix I ) ,  f u r t h e r  i n f o r m a t i o n  o n  t h e  
s o u r c e s  of f i n a n c i n g  t h e  b u d g e t a r y  gap  was t o  be  provided  b e f o r e  t h e  
E x e c u t i v e  Board reviewed t h e  program. The s t a f f  had j u s t  been in formed 
b y  t h e  Gabonese a u t h o r i t i e s  t h a t  t h e  r e q u i s i t e  f i n a n c i n g  had  b e e n  a s s u r e d .  
The main e lemfLit  of t h e  f i n a n c i n g  package was a l o a n  by a g r o u p  o f  commer- 
c i a l  banks  f o r  a b o u t  CFAF 1 2 . 0  b i l l i o n  (US$39 m i l l i o n )  i n  new money, t o  - 
be  d i s b u r s e d  i n  1987. The s i g n i n g  of t h e  l o a n  was imminent .  I n  a d d i t i o n ,  
t h e  Gabonese a u t h o r i t i e s  had i d e n t i f i e d  CFAF 8 .5  b i l l i o n  from d o m e s t i c  
nonbank s o u r c e s ,  t h e  ma in  e l e m e n t  of which was CFAF 6.6 b i l l i o n  t o  be p a i d  
by p a r a s t a c a l  e n t i t i e s  t o  t h e  C e n t r a l  Government w i t h  r e s p e c t  t o  d e b t  
r e l i e f  on  r e s c h e d u l e d  e x t e r n a l  L i a b i l i t i e s  t h a t  had been  assumed by t h e  
C e n t r a l  Government.  

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

T h e  s t a f f  p a p e r s  g i v e  a comprehens ive  d e s c r i p t i o n  of t h e  
recent. deve lopments  i n  t h e  Gabonese eccnomy as  w e l l  as  t h e  p o l i -  
c i e s  and measures  b e i n g  implemented under  t h e  program i n  o r d e r  t o  
come t o ' g r i p s  w i t h  t h e  s e r i o u s  economic and f i n a n c i a l  d i f f i c u l t i e s  
c o n f r o n t i n g  t h e  c o u n t r y .  Given my a u t h o r i t i e s '  b road  agreement  
w i t h  t h e  t h r u s t  o f  t h e  s t a f f  a p p r a i s a l ,  I s h a l l  l i m i t  myself  t o  
a few remarks on the o v e r a l l  economic and f i n a n c i a l  deve lopments  
i n  1986 and p r o s p e c t s  b e f o r e  h i g h l i g h t i n g  c e r t a i n  f e a t u r e s  of t h e  
a d j u s t n e n t  process and t h e  ,neasures  t h a t  - t h e  a u t h o r i t i e s  a re  
i rnplernent lng t o  k e e p  t h e  i 9 h 7  program on t r a c k .  

Therc i s  no d o u b t  t h a t  t he  s h a r p  d r o p  i n  t h e  p r i c e  of o i l  i n  
1 9 8 6 ,  t o g c c h e r  w i t h  t h e  d e p r e c . i a t i o n  o f  t h e  U.S. d o l l a r  a g a i n s t  
t h e  CFA f r n n c ,  h a s  l e d  t o  se r ious  d i s r u p t i . o n s  i n  t h e  Gabonese 
?conom:?. .As i i  r e s u l t ,  real. G D P  d e c l i n e d  by almosr. 5 p e r c e n t  i n  
l ? 8 b ,  a n d  h d g e r a r y  ri2'Jenue a n d  e x p o r t  e a r n i n g s  f e l l .  by 



2 0 . 3  p e r c e n t  and 51.3 p e r c e n t ,  r e s p e c t i v e l y .  Owing t o  t h e  s h a r p  
d e c l J  n e  j n government  r e v e n u e ,  t h e  o v e r a l l  b u d g e t a r y  d e f i c i t ,  on 
a commitment b a s i s ,  i n c r e a s e d  from 5 p e r c e n t  in 1985 t o  1 4 . 5  per-  
c e n t  i n  1986. T h e  d e c l i n e  i n  o i l  p r i c e s  a l s o  l e d  t o  a widen ing  
o f  t h e  c u r r e n t  a c c o u n t  d e f i c i t  ( e x c l u d i n g  o f f i c i a l  t r a n s f e r s )  
from 5 . 1  p e r c e n t  of GDP i n  1985 t o  29 p e r c e n t  of GDP i n  1986 and 
t o  an o v e r a l l .  b a l a n c e  of payments  d e f i c i t  of a b o u t  4 p e r c e n t  of 
G D P  i n  t h e  same p e r i o d .  

My a u t h o r i t i e s  r e c o g n i z e  t h a t  t h i s  d i f f i c u l t  economic s i t u a -  
t i o n  i s  l i k e l y  t o  c o n t i n u e  and migh t  worsen i n  1987 and 1988.  A 
f u r t h e r  d e c l i n e  of real GDP by a b o u t  1 7  p e r c e n t  and 4 p e r c e n t ,  
r e s p e c t i v e l y ,  .is e x p e c t e d .  F u r t h e r m o r e ,  t h e  f i n a n c i a l  p o s i t i o n  
of  t h e  C e n t r a l  Government w i l l  remain  t i g h t  w i t h  b u d g e t a r y  
r e v e n u e s  p r o j e c t e d  a t  o n l y  h a l f  of t h o s e  c o l l e c t e d  i n  1986.  Ho-a- 
e v e r ,  o n  t h e  p o s i t i v e  s i d e ,  t h e  r a t e  o f  i n f l a t i o n ,  a s  measured  
by t h e  CPI, i s  e x p e c t e d  t o  f a l l  f rom a b o u t  6 p e r c e n t  I n  1986 t o  
~n a v e r a g e  of 2 p e r c e n t  i n  1987-88. I n  t h e  meant ime,  a s l i g h t  
improvement i n  t h e  e x t e r n a l  a c c o u n t s  i s  a l s o  e x p e c t e d  as a r e s u l t  
o f  a f a l l  i n  impor t s  and an  i n c r e a s e  i n  t h e  v a l u e  of e x p o r t s ,  
p a r t i c u l a r l y  o f  pe t ro l eum p r o d u c t s .  

The medium-term economic o u t l o o k  i n  Gabon w i l l  r emain  
dependent  on t h e  e v o l u t i o n  of t h e  o i l  s e c t o r .  The economy's 
v u l n e r a b i l i t y  t o  exogenous f a c t o r s  h a s  u n d e r s c o r e d  t h e  need f o r  
economic d i v e r s i f i c a t i o n  and  f o r  improv ing  t h e  c o m p e t i t i v e n e s s  
of t h e  non-o i l  s e c t o r .  

I t  i s  a g a i n s t  t h i s  bacKground t h a t  t h e  Gabonese Government 
i n t r o d u c e d  i n  l a t e  1986 a n  a d j u s t m e n t  program s u p p o r t e d  by t h e  
Fund. 

Rega rd ing  t h e  a d j u s t m e n t  p r o c e s s  i n  t h e  f i s c a l  s e c t o r ,  which 
m y  a u t h o r i t i e s  c o n s i d e r  a s  t h e  c o r n e r s t o n e  of t h e  1987 program, 
i t  s h o u l d  be emphasized t h a t  most  of t h e  m e a s u r e s  e n v i s a g e d  have  
been implemented.  However,  a s  u n d e r l i n e d  i n  t h e  l e t t e r  of i n t e n t ,  
t h e  imp lcmen ta t , i on  of a f e w  measu res  had t o  be d e l a y e d  b e c a u s e  of 
t h e i r  a d v e r s e  social impac t .  The f i n a n c i a l  e f f e c t s  of t h i s  d e l a y ,  
t o g e t h e r  wFth i n s u f f i c i e n t  b u d g e t a r y  r e v e n u e ,  i n  p a r t i c u l a r  t h e  
d r o p  i l i  cus toms r e c e i p t s ,  a g g r a v a t e d  t h e  b u d g e t a r y  d e f i c i t  and l e d  
t o  a n  accc lmula t ion  of i n t e r n a l  and e x t e r n a l  a r r e a r s  a t  t h e  end of 
1986. While my a u t h o r i t i e s  a r e  r e q u e s t i n g  a wa ive r  f o r  t h e  non- 
o b s e r v a n c e  of t h e  pe r fo lmance  c r i t e r i o n  f o r  t h e  a c c u m u l a t i o n  of 
 rears t h e y  r e a f f i r m  t h e i r  i n t e n t i o n  t o  a c h i e v e  t h e  program's  
f i n a n c i a l  t a r g e t s .  In t h a c  c o n n e c t i o n ,  the.  Governnent  has  
;id op t e d pr omp t 1 y ad d i t i o n  a 1 e x  p e n  d i  t u r  e-con t a i  n i ng a nd r e  venue - 
ri3i.s i.ng me i i~ures  t h a t  were n o t  c o n t e m p l a t e d  u n d e r  t h e  p r o g r a n .  
Oil t h e  e x p c n d i L u r e  s i d e ,  c u r r e n t  o u t l a y s  have  been f u r t h e r  reduced  
i 1 7  o r d e r  t o  a c h i e v e  a n  expec:ted s a v i n g  of CFAF 10 b i l l i o n  i.n t h e  
i9Y? b u d g e t .  C u t s  have a l s o  been made i n  t h e  i n v e s t t e n r  b u d g e t .  
3 f i  t h e  r e v e n u e  s i d e ,  e f f o r t s  a re  be ing  nade  t o  i m p r o v e  che 
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co l f ec t ion  of t a x  a r r e a r s  t h r o u g h  a r e c e n t l y  e s t a b l i s h e d  in t e r -  
agency  en fo rcemen t  u n i t .  Regardi-ng t h e  f i n a n c i n g  gap,  t h e  
a u i h o r i t i e s  h a v e  worked c l o s e l y  w i t h  a group  of commerc ia l  banks 
and have been  a b l e  t o  s e c u r e  t h e  f i n a n c i n g .  

As t o  t h e  p a r a s t a t a l  sec tor ,  t h e  Gabonese a u t h o r i t i e s  a r e  of 
t h e  view t h a t  t h e  - e h a b i l i t a t i o n  and r e s t r u c t u r i n g  of p u b l i c  e n t e r -  
prises i s  an  i n t e g r a l  p a r t  of  t h e i r  e f f o r t s  t o  r educe  t h e  i n t e r n a l  
i c u a l a n c e s .  A s  i n d i c a t e d  in t h e  l e t t e r  of i n t e n t ,  a d i a g n o s t i c  
a u d i t  program i n  t h i s  s e c t o r  i s  amder way and a number of  measures  
have a l r e a d y  been  implemented .  Four  p u b l i c  e n t e r p r i s e s - - S o c i 6 t E  
N a t i o n a l e  d e  Commerce e t  Dgveloppement (CODEX), Socig tG 
Gabons-CorCiene de Commerce (SOSACO), S o c i g t 6 - N a t i o n a l e  de 
Developpement d e s  C u l t u r e s  I n d u s t r i e l l e s  (SONADECI) , and Socig tG 
de T r a n s p o r t s  e n  V i l l e  (S0TRAVIL)--have c e a s e d  o p e r a t i o n s  as pro- 
posed i n  t h e  program and two o the r s - -Soc ig tk  N a t i o n a l e  Gaboniase  
d ' h s s u r a n c e s  e t  d e  RGassurances (SONASAR) and S o c i 6 t E  N a t i o n a l e  de 
D i s t r i b u t i o n  d 'Hydroca rbures  (DIZ0)--have r e c e n t l y  been t u r n e d  
o v e r  t o  t h e  p r i v a t e  s ec to r .  The Government is de te rmined  t o  
pu r sue  i t s  ongoing  p o l i c y  of p r i v a t i z a t i o n ,  r e s t r u c t u r i n g ,  and 
L i q u i d t i t i o n ,  a s  w a r r a n t e d .  

As f a r  as mone ta ry  and c r e d i t  p o l i c i e s  a re  c o n c e r n e d ,  e f f o r t s  
a r e  be ing  made t o  a d j u s t  l i q u i d i t y  t o  t h e  d e p r e s s e d  l e v e l  of eco- 
nomic  a c t i v i t y ,  p a r t i c u l a r l y  i n  t h e  non-o i l  s e c t o r .  Fu r the rmore ,  
t h e  bank ing  s y s t e m ' s  c r e d i t  t o  t h e  C e n t r a l  Government,  t o  t h e  
p a r a s t a t a l s ,  and t o  t h e  private sector ,  i s  b e i n g  c l o s e l y  m o n i t o r e d .  
However, i t  shou ld  he n o t e d  t h a t  t h e  end-March 1987 c r i t e r i o n  f o r  
t h e  n e t  c r e d i t  of t h e  banking  sys t em o n  t h e  Government was n o t  
o b s e r v e d .  Consequen t ly ,  my a u t h o r i t i e s  are r e q u e s t i n g  a wa ive r  
and a l s o  a m o d i f i c a t i o n  f o r  the end-June pe r fo rmance  c r i t e r i o n .  
They do  hope t h a t  t h e  E x e c u t i v e  Board w i l l  app rove  t h e i r  r e q u e r t  
g i v e n  t h a t ,  as  ment ioned  by t h e  s t a f f ,  t h e  excesses i n v o l v e d  a r e  
r e l a t i v e l y  small and t h a t  t h e  1987 b u d g e t a r y  o b j e c t i v e s  r e m a i n  
unchanged and are l i k e l y  t o  be a c h i e v e d .  

f o l l  
over  

Concern ing  t h e  e 
.owed u n d e r  t h e  p r  

t h e  medium tern.  

x t e r n a l  s e c t o r ,  policies t h a t  are b e i n g  
ogram a i m  a t  r e s t o r i n g  e x t e r n a l  e q u i l i b r i u m  

To t h a t  e n d ,  i m p o r t s  w i l l  c o n t i n u e  t o  be 
reduced i n  order t o  narrow t h e  c u r r e n t  a c c o u n t  d e f i c i t s  p r o j e c t e d  
fo r  1987 and 1988. A 5  i n d i c a t e d  i n  t h e  l e t t e r  of i n t e n t ,  most 
o f  :he f i n a n c i n g  of these d e f i c i t s  has been  s e c u r e d  th rough  d e b t  
r e s c h e d u l i n g  a l r e a a y  o b t a i n e d  from t h e  P a r i s  Club  and commercial  
b a n k s  . 

T h e  Gabonese a u t h o r i t i e s  remain  v e r y  conce rned  abou t  t h e  
d e t e r i o r a t i o n  of t h e  econcmic and f i n a n c i a l  s i t u a t  t on  of t h e i r  
c o u n t r y .  They  b e l i e v e  that  t h e  a d j u s t m e n t  program :hat t h e y  a r e  
jmnlernenting w i t h  t h e  a s s i s t a n c e  of t h e  Fund is well d e s i g n e d  t o  
c o p e  with c h i s  s i t u a t i o n  a n d ,  therefore, t h e y  a r e  canimitfed t o  
p u r s u i n g  f i r m l y ,  a s  i n d i c a t e d  i n  t h e  l e t t e r  o f  i n t e n t ,  t h e  



o b j e c t i v e s  oE t h e  program. They would l i k e  a l s o  t o  r e a f f i r m  
t h e i r  commitment :o t h e  economic. d i v e r s i f i c a t i o n  p r o c e s s  w h i c h  is  
an  e s s e n t i a l  f e a t u r e  f o r  a c h i e v i n g  a s u s t a i n e d  economic growth  
o v e r  t h e  medium t e rn .  To t h a t  e n d ,  t h e y  do  liope t h a t  Gabon's 
e l i g i b i l i t y  For World Bank r e s o u r c e s  w i l l  h e  s h o r t l y  r e - e s t a b l i s h e d  
a s  t h i s  i n s t i t u t i o n  c o u l d  p l a y  a n  i m p o r t a n t  role i n  r e s o l v i n g  t h e  
s t r u c t u r a l  problems c o n f r o n t i n g  t h e  Gabonese economy. 

Mrs. Pl.oix made tile f o l l o w i n g  s t a t e m e n t :  

When t h e  s tand-by  a r r angemen t  wi th  Gabon was approved  a t  t h e  
end of Last y e a r ,  many D i r e c t o r s  acknowledged t h e  a u t h o r i t i e s '  
cou rageous  s t a n c e  and r a t e d  t h e  proposed  program a s  a m b i t i o u s .  
Today w e  a r e  asked  t o  g r a n t  a w a i v e r  of two per formance  c r i t e r i a  
and t o  c o n s i d e r  a r e v i s e d  program f o r  c h i s  y e a r  and  1988. 

I have no d i f f i c u l t y  s u p p o r t i n g  t h e  s t a f f ' s  p r o p o s a l  on  t h e  
wa ive r .  The major  s l i p p a g e  t h a t  r e s u l t e d  i n  t h e  l a c k  of  cornpli-  
a n c e  w i t h  per formance  c r i t e r i a  was due  t o  a problem i n  t h e  f i s c a l  
a r e a .  The s t a f f  pape r  makes i t  c l e a r  t h a t  t h e  m a i n  r e a s o n  f o r  
th is  unFavorable  development  was a l a c k  of  c o n t r o l  o v e r  i n v e s t -  
ment o u t l a y s .  C o n s i d e r i n g  t h e  " i n e r t i a l  component" o f  many 
i n v e s t m e n t  p r o j e c t s ,  t h e  r a t h e r  poor  i m p l e m e n t a t i o n  of t h e  fi.rs t 
p a r t  of bhe  program must no t  be  s e e n  a s  unde rmin ing  t h e  whole 
a d j u s t m e n t  p r o c e s s .  The a u t h o r i t i e s  a r e  s t i l l  commit ted t o  a 
s t a b i l i z a t i o n  p o l i c y ,  as  ev idenced  by t h e  a p p a r e n t l y  even g r e a t e r  
s t r i n g e n c y  o f  t h e  r e v i s e d  program i n  some areas.  ' 

The s t a f f  report i n d i c a t z s  t h a t  i n  t h e  f i s c a l  f i e l d ,  t h e  
o b j e c t i v e s  of t h e  r e v i s e d  .program a r e  b r o a d l y  c o n s i s t e n t  w i t h  
t h e  o r i g i n a l  ones. Some significant m e a s u r e s ,  s u c h  as  t h e  com- 
p u l s o r y  d o m e s t i c  loans, a r e  a l r e a d y  b e g i n n i n g  t o  p roduce  resu l t s .  
S i m i l a r l y ,  s e t t i n g  up  c l o s e r  m o n i t o r i n g  p r o c e d u r e s  o v e r  c a p i t a l .  
s x p c n s e s  shou ld  e n s u r e  mors p r e d i c t a b i l i t y  i n  f i s c a l  o u t t u r n s .  
Moreover ,  i n t r o d u c i n g  n e w  c J tnpensa t ion  r e g u l a t i o n s  I n  t h e  p u b l i c  
s e r v i c e  a t  t h e  beg inn ing  o f  nex t  y e a r  s h o u l d  a l s o  c o n t r i b u t e  
s i . g n i E i c a n t l y  t o  na r rowing  t h e  o v e r a l l  f i s c a l  d e f i c i t .  

I n  some o t h e r  a r e a s ,  t h e  p r o s p e c t s  a r e  even b o i t e r  t h a n  
i n i t i a l l y  e n v i s a g e d .  The i n f l a t i o n  r a t e ,  whi.c.h was a l r e a d y  low 
compared w i t h  t h e  r a t e s  i n  some p a r t n e r  c o u n t r i e s ,  seems l i k e l y  
i o  come down f u r t h e r .  T h i s  dec . r ease  i n  inFI .a t i .on  shou ld  be  
a c h i e v e d  i n  p a r t  th rough t i g h t e r  monetary  c o n t r o l s ,  i n  which a 
more f ' l e x i b l e  i n t e r e s t  r a t e  po1.icy s h o u l d  p l a y  a l a r g e r  r o l e .  
On a i-ei .ated issue, t h e  s t a F f  r i g h t l y  emphas izes  t h a t  i n t e r e s t  
r a t e s  m t . i s t  be kep t  a t  an a p p r o p r i a t e  l e v e l  i r  d o m e s t i c  s a v i n g s  
a r e  t o  be mustered  a n d  e f f i c i e n t l y  u s e d -  



On t h e  Pxterna l  side, t h e  new p r o j e c t i a n s  p r e s e n t e d  i n  t h e  
s t a f f  paper  a r e  b e t t e r  than the I n i t i a l  f o r e c a s t .  However, t h e  
c i r r r en t  a c c o u n t  d e f i c i t  s h o u l d  sri.11 be s u b s t a n t i a l  u n t i l  t h e  e n d  
of t h e  program. E x t e r n a l  f i n a n c i n g  from v a r i o u s  s o u r c e s  is t h u s  
needed .  1 w s s  g l a d  to learn t h a t  t h e  E i n a n c i a l  gap i s  d e f i n i t e l y  
011 i t - $  way t o  he ing  nar rowed.  

Before c los i iEg$ X w o u l d  l i k e  t o  s t ress  t h a t  t h e  ongoing 
n e g o t i a t i o n s  wi th  t h e  bank ing  s e c t o r  are a clear i n d i c a t i o n  o f  
t h e  i n t e r n a t i o n a l  community's  s u p p o r t  f o r  Gabon. As no ted  i n  
t h e  s t a f f  report ,  an t h e  b a s i s  of p r e s e n t  t r e n d s ,  Gabon w i l l  n o t  
r e t u r n  t o  a v i a b l e  e x t e r n a l  p o s i t i o n  b e f o r e  1992 ,  on  t h e  b a s i s  
of p r e s e n t  t r e n d s .  Pro longed  and  s i g n i f i c a n t  s u p p o r t  i s  t h u s  
c l e a r l y  needed .  On t h e i r  p a r t ,  t h e  Gabonese a u t h o r i t i e s  know 
t h a t  the a d j u s t m e n t  p e r i o d  w i l l  be l o n g ;  t h e y  seem t o  be p r e p a r e d  
co s t e e r  a s t e a d y  c o u r s e  in t h e  y e a r s  ahead  and they  have t h i s  
c h a i r ' s  hesc  wishes  f o r  s u c c e s s  i n  t h e i r  e n d e a v o r s .  

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

I s u p p o r t  t h e  proposed d e c i s i o n  a n d ,  s i n c e  I a m  i n  ag;eement 
w i t h  r h e  t h r u s t  of t h e  s t a f f  r e p o r t ,  I w i l l  l i m i t  myse l f  t o  a few 
b r i e f  o b s e r v a t i o n s .  F i r s t ,  c h i l e  t h e r e  were some s l i p p d g e s  i n  
t h e  i m p l e m e n t a t i o n  of Gabon's a d j u s t m e n t  program,  i t  must  a l s o  be 
rec.ogni.zed t h a t  many impor t an t  and c o u r a g e o u s  measures have  been 
f u l l y  implemented .  Clear e v i d e n c e  of t h e  magn i tude  of t h e  commend- 
a b l e  a d j u s t m e n t  e f f o r t s  t h a t  a r e  t a k i n g  p l a c e  is  t h e  f a c t  t h a t  
n m i n a l  cen t ra l  government e x p e n d i t u r e  i n  1987 w i l l  be o n l y  49 per-  
c e n t  of what i t  was two years e a r l l e r .  

Second,  t h e  two-pronged a d j u s t m e n t  s t r a t e g y  of t h e  Gabonese 
a u t h o r i t i e s ,  w i t h  i t s  focus  3n r e d u c i n g  s h o r t - r u n  macroeconomic 
imba lances  and on implementing 1oF.g-run s t r u c t u r a l  p o l i c i e s  t o  
encourage  e x p o r t  d i v e r s l f  i c a t i o n ,  remains a p p r o p r i a t e .  These  two 
d i f f e r e n t  components are  m u t u a l l y  r e i n f o r c i n g .  To  e l a b o r a t e ,  a 
major impediment iu s u s t a i n e d  d i v e r s i f i c a t i o n  of t h e  Gabonese 
economy i s  t h e  p e r s i s t e n c e  of r e l a t i v e l y  h i g h  wage c o s t s .  An 
i n t e n s i f i c a t i o n  of e f f o r t s  t o  r e s t r p i n  t h e s e  c o s t s  w i l l  n o t  only 
go a long  way t o  r e s t o r i n g  c o m p e t i t l v e n e s s  b u t  w i l l  a l s o  r educe  
c h e  f i s c a l  d e E i c i t  , a l l e v i a t i n g  s h o r t - r u n  imba lances  i n  t h e  
p r o c e s s .  What 1 have e s p e c i a l l y  i n  mind h e r e  i s  t h e  need t o  
c o n t r o l  and r e d u c e  t h e  c L v i l  s e r v i c e  wage b i l l .  

T h i r d ,  a word  of c a u t i o n .  I b e l i e v e  i t  i s  i m p o r t a n t  f o r  che  
authorities t o  r e s i s t  a n y  t e m p t a t i o n  t o  r e l a x  t h e i r  ad jus tmen t  
e f f o r t - s  3ust because t h e r e  h i r s  b e e n  a n  i n c r e a s e  i n  t h e  p r i c e  of 
o i l .  T h e  o v e r r i d i n g  o b j e c t i v e  is f o r  Gabon t o  a c h i e v e  a m r e  
b i l a n c e d  economic s t r u c t u r e .  T h i s  w i . 1 1  requi re  major  a d j u s t m e n t  
t ? f € o r t s  i r r e s p e c t i v e  clf t h e  movement i n  chc p r i c e  of o i l .  
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F o u r t h ,  I n o t e  t h a t  t h e  s t a f f . .  r e p o r t  d o e s  n o t  p r e s e n t  a , 

d e t a i l e d  a n a l y s i s  of what  t h e  a p p r o p r i a t e  s u p p l y - s i d e  p o l i c i e s  
s h o u l d  be.  I s u s p e c t  t h a t  t h i s  i s  i n  p a r t  due  t o  t h e  f a c t  t h a t  
i n  t h e  p a s t  Gabon's  p e r  c a p i t a  income r e n d e r e d  i t  i n e l i g i b l e  f o r  
World Bank l e n d i n g .  A s  a r e s u l t ,  World Bank t e c h n i c a l  i n v o l v e -  
ment i n  Gabon may have n e c e s s a r i l y  b e e n  somewhat l i m i t e d .  I 
t h e r e f o r e  welcome t h e  f a c t  t h a t  t h e  Bank i s  i n  t h e  p r o c e s s  of  
r e c o n s i d e r i n g  Gabon's e l i g i b i l i t y ,  and  I hope t h a t  t h i s  w i l l  
l e a d  t o  g r e a t e r  Bank invo lvemen t  i n  t h e  c o u n t r y .  

F i f t h ,  i t  i s  i m p q r t a n t  t o  remember t h a t  Gabon.has  been  h i t  
by two s h o c k s .  Not o n l y  d i d  t h e  p r i c e  of  o i l  d e c l i n e  s h a r p l y  i n  
1986,  bii t  t n e  CFA f r a n c  h a s  a p p r e c i a t e d  s h a r p l y .  I n  v iew o f  t h e  
f a c t  t h a t  t h e  CFA f r a n c  zone i t s e l f  w i l l  s h o r t l y  be  i n  d e f i c i t  
i n  t h e  a g g r e g a t e ,  I wonder w h e t h e r  any  c h a n g e s  a re  p lanned  t o  
m i t i g a t e  t h e  impact  of  t h i s  a p p r e c i a t i o n .  

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

When t h e  program was approved  l a s t  December,  i t  was c l e a r  
t h a t  Gabon was c o n f r o n t e d  w i t h  a n  a b r u p t  chaage  in economic 
c i r c u m s t a n c e s  and t h a t  s t r o n g  measures  were r e q u i r e d  t o  c o n t a i n  
t h e  f i n a n c i a l  d e t e r i o r a t i o n  and t o  b r i n g  a b o u t  economic d i v e r s i f i -  
c a t i o n  so a s  t o  l e s s e n  dependence  on oil.. F a c i n g  t h a t  c h a l l e n g e ,  
a f t e r  many y e a r s  of c o m f o r t a b l e  growth  and development ,  i t  m i g h t  
have  been  e x p e c t e d  t h a t  Gabon would e n c o u n t e r  d i f f i c u l t i e s  i n  
implement ing  t h e  program. But even  w i t h  realism i n  mind,  we were 
d i s a p p o i n t e d  a t  t h e  weak per formance  i n  1986  and e a r l y  1987.  The 
problem w i t h  c o n t r o l  o v e r  f i s c a l  e x p e n d i t u r e s  was p a r t i c u l a r l y  
d i s c o u r a g i n g ,  g i v e n  t h e  l i m i t e d  number of  p o l i c y  t o o l s  a v a i l a b l e  
and t h e  l a r g e  imba lances  t h a t  mus t  be  a d d r e s s e d  by them. 

Implemen ta t ion  of t h e  f i s c a l  c o n s o l i d a t i o n  program h a s  been 
c o m p l i c a t e d  by t h e  h i s t o r i c a l l y  l a x  approach  t o  i n v e s t m e n t  budget-  
i n g ,  b o t h  by t h e  C e n t r a l  Government and by t h e  e n t i t i e s .  While 
s l l p p a g e s  emerged i n  1986, as  shown i n  t h e  t a b l e s  i n  t h e  s t a f f  
r e p o r t ,  the a u t h o r i t i e s  a r e  making s t r o n g e r  e f f o r t s  t h i s  y e a r  t o  
r e i n  i n  u n s u s t a i n a b l e  i n v e s t m e n t .  N o n e t h e l e s s ,  e x t r a b u d g e t a r y  
e x p e n d i t u r e  and n e t  l e n d i n g  w i l l  n o t  be e l i m i n a t e d  a s  o r i g i n a l l y  
programmed, a l t h o u g h  e x c e p t i o n a l  f i n a n c i n g  arrangements--compul-  
s o r y  loans- -have  been made t o  c o v e r  t h e s e  e x p e n d i t u r e s .  . 

W i t h  Gabon's  h i s t o r i c a l l y  h igh  r a t i o  of  r e v e n u e s  t o  G D P ,  
most of which were o i l - r e l a t e d  r e c e i p t s ,  measures  t o  b roaden  t h e  
t a x  b a s e ,  w i t h  a c c o u n t  be ing  t a k e n  of t h e  i n c e n t i v e  e f f e c t s  of 
v a r i o u s  t a x e s ,  would be  a p p r o p r i a t n .  Bu t ,  i n  any  e v e n t ,  t h e  
g r e a t e r  burden  of a d j u s t m e n t  s h o u l d  f a l l  o n  e x p e n d i t u r e  c o n t r o l ,  
p a r t i c u l a r l y  t h e  wage b i l l  and  t r a n s f e r s  and  s u b s i d i e s ,  b o t h  of 
w h i c h ,  w e  r e c o g n i z e ,  a r e  programmed t o  d e c l i n e  i n  nominal  t e rms  
d u r i n g  the  prograin p e r i o d .  N o n e t h e l e s s ,  even s t r o n g e r  measures 
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a r e  n e e d e d ,  e s p e c i a l l y  w i c h  r e g a r d  t o  wages, a n  e x t r e m e l y  impor- 
t a n t  p o i n t .  T h e  a u t h o r i t i e s '  commitment t o  lower nominal  wages 
i o  t h e  f u t u r e  d e m o n s t r a t e s  t h e i r  awareness  of t h e  p r i o r i t y  need 
f o r  f i s c a l  c o n s o l i d a t i o n  a n d ,  e q u a l l y  i m p o r t a n t ,  t h e  need f o r  
improved i n t e r n a t i o n a l  c o m p e t i t i v e n e s s  i n  o r d e r  t o  s t i m u l a t e  
economic d i v e r s i f i c a t i o n .  T h i s  will be a p a i n f u l  p r o c e s s ,  g i v e n  
t h e  f i x e d  exchsnge  r a t e ,  and i t  will be e v e n  more d i f f i c u l t  now 
t h a t  t h e  CFA f r a n c  h a s  a p p r e c i a t e d  i n  real  e f f e c t i v e  terms. 

The l a t t e r  p o i n t  l e a d s  n a t u r a l l y  i n t o  t h e  supp ly - s ide  issues 
f a c i n g  Gabon and ways t o  s t i m u l a t e  economic d i v e r s i f i c a t i o n .  
C l e a r l y ,  t h e  b u d g e t a r y  c o n s t r a i n t s  c a n n o t  p e r m i t  any  producer  
s u b s i d i e s  o r  l a r g e - s c a l e  i n v e s t m e n t  in new s e c t o r s .  Thus,  t h e  
emphas is  must  be on  s e n d i n g  a p p r o p r i a t e  p r i c i n g  s i g n a l s  t o  t h o s e  
s e e t a r s  mos t  l i k e l y  t o  be a b l e  t o  grow i n  t h e  n e a r  term. The 
p r i o r i t y  p l aced  on  c o s t  c o n t r o l  t h r o u g h  wage c o n t r o l  is welcome, 
b u t  we wonder w h e t h e r  t h e  a u t h o r i t i e s  s h o u l d  n o t  be c o n s i d e r i n g ,  
i n  t h e  c o n t e x t  of t h e  monetary  u n i o n ,  some a d j u s t m e n t  I n  t h e  
exchange r a t e .  We n o t e d  t h a t  t h e  a u t h o r i t i e s  are  r a i s i n g  t h e  
i s s u e  of h i g h e r  i n t e r e s t  rates w i t h  t h e  Board of t h e  Bank of 
C e n t r a l  A f r i c a n  S t a t e s  ( B E A C ) ,  and b e l i e v e  t h a t  t h e y  shou ld  be 
a n a l y z i n g  t h e  p o s s i b i l i t y  of exchange ra te  a c t i o n s  a s  w e l l .  The 
e x p e c t a t i o n  t h a t  Gabon's o v e r a l l  p o s i t i o n  i n  t h e  o p e r a t i o n s  
a c c o u n t  wi.th t h e  F rench  T r e a s u r y  u a y  be t u r n i n g  n e g a t i v e  is a 
c l e a r  s i g n  of emerging problems,  now t h a t  Gabon, p r e v i o u s l y  o n e  

f a c i n g  b a l a n c e  of payments  d i f f i c u l t i e s .  
-- of t h e  members of t h e  BEAC w i t h  a s t r o n g  ex terna l  p o s i t i o n ,  is 

One f i n a l  p o i n t  t h a t  b e a r s  c o n s i d e r a t i o n  by t h e  a u t h o r i t i e s  
i s  t h e  need f o r  a d d i t i o n a l  s t r u c t u r a l  r e f o r m ,  € o r  i n s t a n c e ,  in 
t h e  domes t i c  m a r k e t i n g  a r r angemen t .  Accord ing  t o  Appendix B t o  
t h e  background p a p e r ,  a complex sys tem of r e g u l a t i o n s  g o v e r n s  
d o m e s t i c  p r i c i n g  and m a r k e t i n g .  Enhanced c o m p e t i t i o n  c o u l d  h e l p  
b r i n g  down p r i c e s  w h i l e  improving  e f f i c i e n c y  and f a c i l i t a t i n g  
r e s o u r c e  r e a l l o c a t i o n .  Pe rhaps  t h e  Gabonese a u t h o r i t i e s  might  
c o n s i d e r  i n v i t i n g  t h e  W u r i d  Bank t o  a n a l y z e  t h e s e  c r i t i c a l  
i s s u e s .  Even w i t h o u t  l ong- t e rm s t u d i e s ,  t h e  a c t h o r i t i e s  s h o u l d  
t a k e  m a r k e t  l i b e r a l i z a t i o n  s t e p s  on  t h e i r  own. A s s i s t a n c e  from 
t h e  World Bank in t h e  p u b l i c  e n t e r p r i s e  s e c t o r ,  which h a s  a l s o  
performed p o o r l y ,  would be h e l p f u l  as w e l l ,  b u i l d i n g  on t h e  
s t e p s  a l r e a d y  t a k e n  t o  l i q u i d a t e  some e n t i t i e s .  

F i n a l l y ,  t h e  s u g g e s t e d  approach  t o  comple t ing  t h e  r ev iew c a n  
be c o n s i d e r e d  a c c e p t a b l e ,  d e s p i t e  t h e  p o o r e r  t h a n  e x p e c t e d  wr- 
E:im,ance e a r l y  i n  t h e  program p e r i o d .  The a u t h o r i t i e s  a p p e a r  t o  
be making s t r o n g  e f f o r t s  now, and are p r e p a r e d  t o  take c o n t i n g e n c y  
measures  i f  r e q u i r e d .  They must  no t  r e l a x  t h e i r  e f f o r t s ,  even 
t h o u g h  oil p r i c e s  have  r e c e n L l y  f i r m e d ,  g i v e n  t h e  longe r - t e rm 
need f o r  b r o a d e r  economic growth and development .  
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Hr Comot t o  remarked t h a t  t h e  measu res  o u t l i n e d  by t h e  Gabonese 
a u t h o r i t i e s  were a welcome a t t e m p t  to resume t h e  p r o c e s s  of a d j u s t m e n t  t o  
the dramatic d e t e r i o r a t i o n  i n  t h e i r  economy. I t  mus t  be  s a i d ,  however ,  
t h a t  such  a c t i o n  was somewhat ove rdue .  He r e c o g n i z e d  t h e  f o r m i d a b l e  
d i f f i c u l t i e s  f a c i n g  t h e  a u t h c , i t i e s ,  n o t  o n l y  i n  terms of  t h e  scale  o€ t h e  
problems t h a t  had emerged and t h e  speed  w i t h  which t h e y  had done s o ,  b u t  
of t h e  c o n s t r a i n t s  on t h e  f reedom of a c t i o n  of  p o l i c y m a k e r s ,  p a r t i c u l a r l y  
i n  mone ta ry  and exchange r a t e  p o l i c y .  
a b o u t  enough--if  f u l l y  and f a i t h f u l l y  implemented-- to  c o n t a i n  t h e  s i t u a -  
t i o n  i n  1987,  b u t  t hey  were e s s e n t i a l l y  a d e m o n s t r a t i o n  of t h e  d e x t e r i t y  
o f  t h e  Gabonese a u t h o r i t i e s  i n  t h e  a r t  of s h o r t - t e r m  c r i s i s  management. 
The f o l l o w i n g  y e a r ,  1988, remained t o  be t a c k l e d ,  and  Gabon remained 
v u l n e r a b l e  t o  a r e l a t i v e l y  modest  f u r t h e r  worsen ing  i n  e x t e r n a l  c i rcum-  
s t a n c e s .  Some fundamen ta l  q u e s t i o n s  had been  i g n o r e d  t h a t  were v i t a l  t o  
l o n g e r - t e r m  s t a b i  li t y  and a r e sumpt ion  of o r d e r l y ,  s u s t a i n a b l e  deve lopment  

The c u r r e n t  measu res  were j u s t  

Broad ly  s p e a k i n g ,  t h e  Gabonese economy r e q u i r e d  a f a r - r e a c h i n g  
t r a n s f o r m a t i o n  t o  m v e  away from dependence  on o i l ,  which had l e d  i t  up 
someth ing  o f  a deve lopmen ta l  b l i n d  a l l e y ,  M r .  Comotto o b s e r v e d .  The 
p r o c e s s  must b e g i n  by d e a l i n g  w i t h  some of t h e  excesses encouraged  by t h e  
o i l  boom, o f  which t h e  mos t  i m p o r t a n t  were i n f l a t e d  wage /cos t  p r e s s u r e s ;  
a n  o v e r s i z e d  c i v i l  se rv ice ;  and t h e  l a r g e  and  p o o r l y  c o n t r o l l e d  p u b l i c  
i n v e s t m e n t  program. The World Rank m i s s i o n s  t o  l o o k  a t  wage c o s t s  and t h e  
r a i l w a y  were none t o o  soon.  His a u t h o r i t i e s  remained  s k e p t i c a l  o f  just 
how much c o u l d  be a c h i e v e d  by way of  improving  c o m p e t i t i v e n e s s ,  g i v e n  t h e  
c u r r e n t  c o n s t r a i n t s  on p o l i c y  o p t i o n s .  I n  a d d i t i o n ,  the-Gabonese a u t h o r -  
i t i e s  needed u r g e n t l y  t o  implement  t h e  Long ove rdue  measures  on c i v i l .  
service wages;  t h e  v a r i o u s  compulsory  l o a n s  were no s u b s t l t u t e  o t h e r  t h a n  
a s  a temporary  budge t  d e v i c e .  

F i n a l l y ,  Mr. Comotto s a i d  t h a t  h e  c o u l d  s u p p o r t  t h e  r e q u e s t  f o r  
w a i v e r s  and m o d i f i c a t i o n  of  per.formance c r i t e r i a ,  a l b e i t  w i t h  some 
r e l u c t a n c e ,  on  t h e  grounds  t h a t  t h e  Gabonese a u t h o r i t i e s  had made s t r o n g  
e f f o r t s  t o  s h i f t  t h e i r  s t and-by  a r r angemen t  back  o n  t r a c k  and g i v e n  t h a t  
there  would be a f u r t h e r  review l a t e r  i n  t h e  y e a r  b e f o r e  t h e  b u l k  o f  Fund 
t e s v u r c e s  s t ~ r t e d  t o  become a v a i l a b l e .  

Mr. Ar i f  s t a t e d  a t  t h e  o u t s e t  t h a t  Gabon’s r e q u e s t  f o r  w a i v e r s  of 
some performance  c r i t e r i a  d e s e r v e d  p o s i t i v e  c o n s i d e r s t i o n .  H i s  view was 
based  on t h e  f a c t  t h a t  t h e  s l i p p a g e  had o c c u r r e d  d e s p i t e  a c o n c e r t e d  
o f f i c i a l  p o l i c y  r e s p o n s e  i n  many a r e a s ,  and  was due  t o  a d v e r s e  deve lop -  
m e n t s  l a r g e l y  beyond the a u t h o r i t i e s ‘  c o n t r o l  as well. a5  the s e v e r i t y  of 
t h e  s t r u c t u r a l  and o t h e r  weaknesses  of t h e  economy t h a t  constrainec! the 

justmenlr e f f o r t  and economic v i a b i l i t y  in t h e  medium term. 

A s  t h e  s t a f f  had o b s e r v e d ,  w i th  t h e  i n i t i a t i o n  of  the program i n  
November 1986,  most of t h e  measu res  had been implemented as f o r e s e e i i .  
However ,  t!ie o v e r a l l  impact  o f  t h e  f a l l  i n  o i l  p r i . c c s  and t h e  LarF;er t han  
n n t i c i . p a t e d  d e p r e c i a t i o n  of t h e  U.S. d o l l a r  had  had  a major n e g a t i v e  
i m p a c t  which was expec ted  t o  be s t r o n g e r  arid t o  l a s t  l o n g e r  t h a n  o r i g i -  
[?a! l y  exI.’ec.ted - 
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T h o s e  economic d i f f i c u l t i e s  had had t h e i r  n i i r r o r  r e f l e c t i o n ,  among 
o t h e r  t h i n g s ,  i n  t h e  f i s c a l  pe r fo rmance ,  w i t h  a consequen t  dec l . ine  i n  
r evenue  i n  J-986, Mr. A r i f  c o n t i n u e d .  However, t h e  a u t h o r i t i e s  had been 
ab1.e t o  keep c u r r e n t  e x p e n d i t u r e s  i n  l i n e  w i t h  t h e  program t a r g e t s .  
F u r i h e r m o r s ,  t h e  m i n i s t e r i a l  r e o r g a n i z a t i o n  i n  J a n u a r y  w i t h  t h e  o b j e c t i v e  
of improving  t h e  management of t h e  p u b l i c  s e c t o r ' s  i n v e s t m e n t  e x p e n d i t u r e  
and va r io i i s  o t h e r  s i g n i f i c a n t  s t e p s  t h a t  were l i s t e d  on pages  10-11 of 
t h e  s t a f f  r e p o r t - - i n c l u d i n g  e l i m i n a t i o n  of s u b s i d i e s  on many consumer 
goods ,  t h e  c l o s i n g  down of some p u b l i c  s e c t o r  e n t e r p r i s e s ,  and c o n t i n u i n g  
p r o g r e s s  toward p r i v a t i z a t i o n  of some o t h e r s - - r e f l e c t e d  t h e  a u t h o r i t i e s '  
s e r i o u s n e s s  i n  implement ing  t h e  program. The p r o j e c t e d  d e f i c i t  on t h e  
e x i e r n a l  c u r r e n t  accoun t  f o r  1987 was lower t h a n  o r i g i n a l l y  e n v i s a g e d  , 
and monetary t a r g e t s  had a l s o  been  s t r e n g t h e n e d  t o  p e r m i t  a lower  r a t e  of 
i n f l a t i o n .  The r e v i s e d  program f o r  1987 i n v o l v i n g  waivers and mod i f i ca -  
t i c . n s  a l so  e n v i s a g e d  t h e  e l i m i n a t i o n  of all d o m e s t i c  and  e x t e r n 3 1  a r r e a r s  
of t h e  Gavernment th rough r a s h  payments or t o e i r  c o n s o l i d a t i o n  i n t o  
p u b l i c  d e b t .  

The p o l i c y  s l i p p a g e s  t h a t  p a r t l y  accoun ted  f o r  t h e  r e v i s i o n  of t h e  
program s t e m m e d  from t h e  inheren:  c h a r a c t e r i s t i c s  of t h e  economy as well 
a s  t t e  imba lances  b u i l t  up o v e r  t h e  y e a r s ,  Mr. A r i f  conc luded ,  t h e  recti-  
f i c a t i o n  of which was d i f f i c u l t  i n  a s h o r t  p e r i o d  and  would i n e v i t a b l y  
have r a m i f i c a t i o n s .  The pace  of t h e  a d j u s t m e n t  e f f o r t  would,  t h e r e f o r e ,  
have  t o  s t r i k e  a b a l a n c e  between t h e  need t o  s t r e n g t h e n  p o l i c i e s  i n  o r d e r  
t o  a c h i e v e  a s u s t a i n a b l e  e x t e r n a l  p o s i t i o n  over t h e  medium term, a n a  t h e  
a d v e r s e  s o c i a l  impact  of c e r t a i n  p o l i c i e s ,  which was r i g h t l y  of  c o n c e r n  
t o  t h e  a u t h o r i t i e s .  A g a i n s t  t h a t  backdrop ,  Gabon's  c u r r e n t  p o l i c y  s t a n c e  
w a s  a p p r o p r i a t e .  The s t a f f  had r i g h t l y  o b s e r v e d  t h a t  t h e  a u t h o r i t i e s  had 
s e t  themse lves  an a m b i t i o u s  t a s k .  It w a s  i n  l i g h t  of t h e  p o l i c y  a c t i o n  
a l r e a d y  t a k e n  and b e i n g  con templa t ed  t h a t  he c o u l d  s u p p o r t  t h e  proposed 
d e c i s i o n .  

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

The s h a r p  fall in t h e  p r i c e  of o i l  in 1986 h a s  n o t  o n l y  l e d  
t o  a s e v e r e  d e t e r i o r a t i o n  i n  t h e  o v e r a l l  economic per formance  of 
t h e  economy but  h a s  a l s o  b rough t  i n t o  s h a r p e r  focus  some s e r i o u s  
weaknesses  and c o m p l i c a t i o n s  i n  economic management. For  example ,  
i n v e s t m e n t  i n i t i a t i v e s  which h i t h e r t o  c o u l d  be unde r t aken  by 
i n d i v i d u a l  m i n i s t r i e s  w i t h o u t  unduly  bu rden ing  t h e  Government 's  
f i n a n c i a l  p o s i t i o n  a r e  now a c a u s e  of  s e r i o u s  conce rn .  The 
a u t h o r i t i e s  r e a l i z e  t h a t  t h e s e  i n i t i a t i v e s  w i l l  need t o  be 
brought  i n t o  t h e  normal  budget  p r o c e s s  i f  t h e y  a r e  t o  e x e r c i s e  
LuI 1 control over  e x p e n d i t u r e .  Under t h e  c u r r e n t  s tand-by  
arrangement,  some of t h e s e  e x p e n d i t u r e s  were n o t  f u l l y  t a k e n  
i n t o  accoun t  and were p a r t l y  r e s p o n s i b l e  f o r  t h e  s l i p p a g e s  i n  
f ~ s c a l  per formance .  

E x p e r i e n c e  s i n c e  t h e  Execueive  Board approved  the s tand-by  
3r rangement  i n  December 1986 has conf i rmed  some o f  t h e  reserva- 
t i o n s  t ha t  h a d  b e e n  expressed r e g a r d i n g  t h e  o v e r a l l  d e s i g n  of t h e  
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program w h i c h ,  i t  was f e a r e d ,  w a s  h e a v i l y  p r e d i c a t e d  upon expend i -  
ture c u t s .  I t  has  become c lear  t h a t  t h e  a u t h o r i t i e s  found i t  
d i r ' f i c u l t  t o  f u l l y  impiement  s u c h  measeres a s ,  f o r  i n s t a n c e ,  t h o s e  
r e l p t i n g  t o  wages and s t a f f  b e n e f i t s .  In c o n s e q u e n c e ,  t h e  program 
went o f f  t r a c k ,  a l t h o u g h  by a na r row m a r g i n ,  and  t h e  a u t h o r i t i e s  
seck waivers  and m o d i f i c a t i a n s  of t h e  q u a n t i t a t i v e  pe r fo rmance  
c r i t e r i a  r e l a t e d  t o  d o m e s t i c  c r e d i t  of t h e  C e n t r a l  Government and  
ex i er n a l  bor rowing . 

As i n d i c a t e d  by Mr. Mawakani i n  h i s  s t a t e m e n t ,  t h e  a u t h o r i -  
t i e s  f e e l  c o m f o r t a b l e  w i t h  t h e  c u r r e n t  a r r angemen t  and  t h e  i m p l i e d  
p a t h  of a d j u s t m e n t ,  g i v e n  t h e  m o d i f i c a t i o n s .  I ,  t h e r e f o r e ,  have  
no  o b j e c t i o n  t o  che  proposed  w a i v e r s  a n  1 m o d i f i c a t i o n s .  Never the-  
less ,  L f e e l  t h a t  a r e d e s i g n  of t h e  time p r o f i l e  of t h e  a d j u s t m e n t  
p a t h  c o u l d  have  been  h e l p f u l  i n  o r d e r  t o  t a k e  a c c o u n t  of t h e  new 
economic a n d ,  i f  I may s a y ,  p o l i t i c a l  r e a l i t i e s .  Mr. Mawakani h a s  
r e f e r r e d  t o  t h e  s o c i a l  impact  of some of t h e  measu res  t h a t  had  t o  
be d e l a y e d .  My v iew may a l s o  be j u s t i f i a b l e  on t h e  grounds  t h a t  
t h e  e x t e r n a l  c u r r e n t  a c c o u n t  i s  t u r n i n g  o u t  n o t  t o  be as  bad as 
had been o r i g i n a l l y  p r e d i c t e d  i n  t h e  program. The problem w i t h  
t h e  c u r r e n t  a r r angemen t  arises p r i n c i p a l l y  f rom t h e  budge t  where 
r e v e n u e s  are  f a l l i n g  f a r  s h o r t  of p r o j e c t i o n s  w h i l e  e x p e n d i t u r e  
r ema ins  s t i c k y  a t  a h i g h  l e v e l .  F o r  example ,  t h e  Government wage 
b i l l ,  which i s  a d m i t t e d l y  v e r y  h i g h  u n d e r  p r e s e n t  c i r c u m s t a n c e s ,  
may n o t  be e a s i l y  r educed .  Moreover ,  r e d u c t i o n s  i n  i n v e s t m e n t  
2 x p e n d i t u r e  have t o  be made w i t h  Zrest r . au t ion  i n  o r d e r  t o  a v o i d  
j e o p a r d i z i n g  f u t u r e  growth  p r o s p e c t s ,  p a r t i c u l a r l y  i n  t h e  n o n - o i l  
s e c t o r .  While t h e r e  is need t o  r e d u c e  o v e r a l l  government  expen- 
d i t u r e ,  t h e  pace a t  which t h i s  i s  done s h o u l d  be as r e a l i s t i c  as 
p o s s i b l e .  I t  would be v e r y  u n f o r t u a n t e  if t h e  a u t h o r i t i e s  were 
soon t o  d i s c o v e r  t h a t  f u r t h e r  t i g h t e n i n g  of f i s c a l  a d j u s t m e n t  w a s  
no t  p r a c t i c a b l e  and t h e r e a f t e r  abandon t h e  a d j u s t m e n t  p r o c e s s  
a l t o g e t h e r .  

For t h e  t i m e  b e i n g ,  I would l i k e  t o  g i v e  t h e  a u t h o r i t i e s  t h e  
b e n e f i t  of t h e  doub t  s ince  a d e q u a t e  measu res  h a v e  been adop ted  to  
b r i n g  t h e  p r o g r a n  back o n  t r a c k .  It i s  a l s o  e n c o u r a g i n g  t o  n o t e  
t h a t  t h e  a u t h o r i t i e s  have  c o n s i d e r e d  u n d e r t a k i n g  c o n t i n g e n c y  mea- 
s u r e s  i f  i t  becomes n e c e s s a r y  t o  do s o .  T h i s  s e r v e s  t o  d e m o n s t r a t e  
t h e i r  commit.ment t o  t h e  program. I w i l l ,  t h e r e f o r e ,  s u p p o r t  t h e  
proposed d e c i s i o n  and w i s h  t h e  a u t h o r i t i e s  e v e r y  s u c c e s s  i n  t h e  
d i f f i c u l t  task t h a t  l i e s  a h e a d .  

Tl ic  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  Depar tment  s a i d  t h a t  t h e  
';!*,qoc,iat i o n s  between Gabon a n d  t h e  commerc ia l  banks were n e a r i n g  t h e  f i n a l  
s t a g e s .  I n  fac, t ,  w h i l e  t h e  mee t ing  was i n  p r o c e s s ,  h e  had been  handed a 
- e l e x  f rom :he  M i n i s t e r  o f  F i n a n c e ,  Budget a - d  P a r t i c i p a t i o n s ,  s t a t i n g  
t i l i 3 C  t h e  Fackage w i t h  t h e  commerc ia l  banks  had been  comple t ed ,  a l t h o u g h  i t  
d i d  not i n d i c . a t e  kThet!ier a formal signing had  t a k e n  p l a c e .  
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On t h e  a p p r o p r i a t e n e s s  of s u p p l y - s i d e  p o l i c i e s  and t h e  need f o r  
i n v g l v e n i e n t  by the World Bank, t h e  s t a f f  r e p r e s e n t a t i v e  went o n ,  a l thoug t l  
Gabon was n o t  c u r r e n t l y  e l i g i b l e  f o r  World Bank l o a n s ,  i t s  s t a t u s  was 
being re-examined.  I t  would be r e c a l l e d  t h a t  a j o i n t  Fund/Bank mission 
had been  i n  Gabon d u r i n g  t h e  i n i t i a l  s t a g e s  of  f o r m u l a t i n g  the  program 
supported by t h e  s tand-by  a r r a n g e m e n t .  A World Bank team had made a sub- 
s e q u e n t  v i s i t  t o  e x p l o r e  i n  g r e a t e r  d e t a i l  a number of a r e a s ,  i n c l u d i n g  
s t a t e  e n t e r p r i s e s  and m a r k e t i n g  a r r a n g e m e n t s .  The l i b e r a l i z a t i o n  of t h e  
l a t t e r  a r r angemen t s  had i n  f a c t  been  a matter on which t h e  World Bank 
s t a f f  had focused  i t s  a t t e n t i o n .  A d e t a i l e d  a i d e  memoire had been  pre-  
pared by t h e  a u t h o r i t i e s ,  t o g e t h e r  w i t h  t h e  World Bank s t a f f ,  s e t t i n g  o u t  
t h e  k i n d  of p o l i c y  s t a n c e  and d e t a i l s  of t h e  p o l i c y  a d j u s t m e n t s  t h a t  would 
be  a p p r o p r i a t e  w i t h i n  t h e  c o n t e x t  of  a World Bank s u p p o r t e d  s t r u c t u r a l  
a d j u s t m e n t  a r rangement  A s  he  u n d e r s t o o d  i t ,  a c t i v e  c o n s i d e r a t i o n  was 
b e i n g  g i v e n  t o  p u t t i n g  Gabon back  on t h e  l i s t  of c o u n t r i e s  e l i g i b l e  t o  
u s e  t h e  Bank's r e s o u r c e s .  

As f o r  t h e  impact  of t h e  a p p r e c i a t i o n  of t h e  CFA f r a n c ,  t h e  s t a f f  
r e p r e s e n t a t i v e  noted  t h a t  t h e  program's  f i s c a l  s t a n c e ,  i n  p a r t i c u l a r ,  
which was t i g h t e r  t han  i t  would o t h e r w i s e  have  been, had been  set  i n  t h e  
l i g h t  of t h e  movement i n  t h e  CFA f r a n c .  The a s s u m p t i o n s  wi th  respect t o  
exchange r a t e  deve lopments  were c l e a r l y  i n d i c a t e d  o n  page 48 of t h e  s ta f f  
r e p o r t  (EBS/87/142).  

The re  had been no r e l a x a t i o n  on t h e  p a r t  of t h e  a u t h o r i t i e s '  e f f o r t  
t o  avoid  e x t r a b u d g e t a r y  e x p e n d i t u r e  of t h e  n a t u r e  t h a t  had euierged i n  pre- 
v i o u s  y e a r s ,  t h e  s t a f f  r e p r e s e n t a t i v e  from tne A f r i c a n  Department  e x p l a i n e d .  
I n  Tab le  I1 of Appendix I V  t o  t h e  s t a f f  r e p o r t ,  e x t r a b u d g e t a r y  e x p e n d i t u r e s  
and n e t  l e n d i n g  f o r  1987 had been grouped  t o g e t h e r ;  t h e  number f o r  1987 
r e f l e c t e d  t h e  impact  on t h e  budget  of t h e  r e s c h e d u l i n g  o f  medium-term deb: 
~f s t a t e  e n t e r p r i s e s  whose d e b t  was g u a r a n t e e d  by t h e  C e n t r a l  Government.  
In e a r l i e r  y e a r s ,  t h e  f i g u r e s  on s u c h  e x p e n d i t u r e s  had been f o r  e x t r a b u d -  
g e t a r y  s p e n d i n g .  

Mr. Mawakani s a i d  t h a t  h e  wished t o  u n d e r l i n e  t h e  e f f o r t s  u n d e r t a k e n  
by t h e  Gabonese a u t h o r i t i e s  t o  implement t h e  c u r r e n t  program under  a d v e r s e  
e x t e r n a l  c i r c u m s t a n c e s  c h a r a c t e r i z e d  by a f a l l  i n  b u d g e t a r y  r evenue  and i n  
e x p o r t  e a r n i n g s .  D e s p i t e  a l l  t h e  a d d i t i o n a l  meaqures  t h a t  t h e  a u t h o r i t i e s  
had t a k e n  t o . b r i n g  t h e  budget  d e f i c i t  down t o  a s u s t a i n a b l e  l e v e l ,  a 
r e s i d u a l  f i n a n c i n g  gap  of a b o u t  CFAF 20.5 b i l l l o r :  r ema ined ,  a s  ment ioned 
b y  t h e  s t a f f  r e p r e s e n t a t i v e  i n  h i s  open ing  r emarks .  A s  a l s o  ment ioned  by 
t h e  s t a f f ,  t h e  Gabonese a u t h o r i t i e s  had come t o  an agreement  w i t h  a group 
of commercial  banks on a l o a n  f o r  a b o u t  CFAF 1 2  b i l l i o n ,  w i t h  about 
CFAF 8 . 5  b i l l i o n  b e i n g  m o b i l i z e d  from d o m e s t i c  nonbank s Q u r c e s .  T h e r e f o r e ,  
the? E x e c J t i v e  Board s h o u l d  be a s s u r e d  t h a t  a l l  p o s s i b l e  measures  had been 
taken by t:hr a u t h o r i t i e s  t o  e n a b l e  them t o  c o n t i n u e  t o  I m p l e m e n t  t h e i r  
program a s  env i saged  F i n a l l y ,  h e  wished to  r e a f f i r m  t h e  commitment o f  
t h e  Gabonese a u t h o r i t i e s  t o  t h e  p u r s u i t  of t h e i r  a d j u s t m e n t  e f f o r t s .  
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The A c t i n g  Chairman made t h e  f o l l o w i n g  summing up: 

D i r e c t o r s  g e n e r a l l y  a g r e e d  w i t h  t h e  v iews  e x p r e s s e d  ir? t h e  
a p p r a i s a l  i n  t h e  s t a f f  r e p o r t  f o r  t h e  1987 Art ic le  I V  c o n s u l t e -  
t i o n .  They n o t e d  t h e  c r i t i c a l  i m p o r t a n c e  o f  t h e  p o l i c i e s  purs:ied 
by t h e  a u t h o r i t i e s  s i n c e  the l a t t e r  p a r t  o f  1986 i n  r e s p o n s e  t o  
t h e  a b r u p t  d e c l i n e  i n  o i l  p r i c e s  and 2 l so  t h e  a p p r e c i a t i o n  of t h e  
CFA f r a n c .  They t h e r e f o r e  r e g r e t t e d  t h e  i n a b i l i t y  of t h e  a u t h o r -  
i t i e s  t o  implement f u l l y  t h e  m e a s u r e s  f o r e s e e n  i n  t h e  program i n  
l a t e  1 9 8 6 ,  i n  p a r t i c u l a r  c i v i l  s e r v i c e  wage c u t s .  I t  was a l s o  
n o t e d  t h a t  t h e r e  had been  s e r i o u s  problems i n  m o n i t o r i n g  i n v e s t -  
ment e x p e n d i t u r e .  As a r e s u l t ,  tnere had  been  s l i p p a g e s  i n  
program performGnZe, and  t h e  C e n t r a l  Government and t h e  e x t e r n a l  
c u r r e n t  a c c o u n t  d e f i c i t s  i n  1986 had exceeded  t h e  program targets .  

A g a i n s t  t h i s  background ,  D i r e c t o r s  welcomed t h e  a d d i t i o n a l  
measures  i d e n t i f i e d  and  implemented by t h e  a u t h o r i t i e s  i n  e a r l y  
1987 i n  o r d e r  t o  m a i n t a i n  t h e  o r i g i n a l  f i s c a l  s t a n c e  f o r  t h a t  
y e a r .  A d d i t i o n a l  measures  would s t i l l  b e  needed t o  b roaden  t h e  
t a x  b a s e ,  t o  c u t  t h e  p u b l i c  s e c t o r  wage b i l l ,  t o  r e d u c e  b u d g s t k r y  
s u b s i d i e s ,  and t o  improve t h e  f i n a n c i a l  p o s i t i o n  of t h e  p u b l i c  
s e c t o r  e n t e r p r i s e s .  D i r e c t o r s  n o t e d  t h a t  mone ta ry  o b j e c t i v e s  
have  been  t i g h t e n e d  and t h a t  t h e  e x t e r n a l  c u r r e n t  a c c o u n t  d e f i c i t  
i.s now p r o j e c t e d  t o  be  less i n  1987 t h a n  f o r e s E e n  i n  t h e  o r i g i n a l  
program, and t h a t  a lower ra te  of  i n f l a t i o n  is e x p e c t e d .  

D i r e c t o r s  s t r e s s e d  t h a t  t h e  a u t h o r i T i e s  have set t h e m s e l v e s  
a n  a m b i t i o u s  t a s k  under  t h e  program f o r  1987 which w i l l  r e q u i r e  
d e t e r m i n a t i o n  and c o n s t a n t  v i g i l a n c e .  While o i l  marke t  p r i c e s  
have f i r m e d  i n  r e c e n t  months ,  t h e  medium-term o u t l o o k  r ema ins  
v e r y  d i f f i c u l t .  Moreover ,  g i v e n  t h e  i n s t i t u t i o n a l  c o n s t r a i n t s  
on t h e  use  of exchange r a t e  p o l i c i e s  and monetary  p o l i c y  i n s t r u -  
men t s ,  t h e r e  was a c l e a r  'need t o  t i g h t e n  c o n t r o l  o f  f i n a n c i a l  
deve lopmen t s ,  d o m e s t i c  c o s t s ,  a n d ,  i n  t h a t  c o n t e x t  i n  p a r t i c u l a r ,  
wages.  D i r e c t o r s  a l s o  s t r e s s e d  t h e  need € o r  c a u t i o n  i n  r e g a r d  
t o  i n v e s t m e n t  s e l e c t i o n  and e x t e r n a l  borrowfnng. 

Although t h e  f i n a n c i a l  a d j u s t m e n t  u n d e r t a k e n  by t h e  a u t h o r i -  
t i e s  i s  cornmeridable, D i r e c t o r s  were of t h e  view t h a t  t h e  s o l u t i o n  
t o  Gabon"s problems would r e q u i r e  more f a r - r e a c h i n g  s t r u c t u r a l  
measu res .  They no ted  t h a t  a d i v e r s i f i c a t i o n  of t h e  non-o i l  econ- 
omy t o  make i t  less v u l n e r a b l e  t o  e x t e r n a l  s h o c k s  i s  a n  i m p o r t a n t  
program o b j e c t i v e .  I n  p a r t i c u l a r ,  i t  wa5 u r g e n t  t o  a c t  on t h e  
h i g h  l e v e l  of u n i t  l a b o r  c o s t s  t h a c  encourage consumpt ion  and 
d i s c o u r a g e  p r o d u c t i v e  a c t  i v i  t y  . 

It. i s  e x p e c t e d  t h a t  t h e  nex t  A r t i c l e  I V  c o n s u 1 , t a t i o n  w i t h  
G3bon W i l L  be h e l d  on t h e  s t a n d a r d  l2-mo1iCh c y c l e .  
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The Fxecut  ive Board t h e n  took  t h e  f c  : lowing d e c i s i o n :  

1. Gabon has  c o n s u l t e d  w i t h  t h e  Fund i n  a c c o r d a n c e  w i t i i  
p a r a g r a p h  4 of t h e  s tand-by  a r r a n g e m e n t  f o r  Gabon (EBS/86/269, 
Sup.  l), and a s  c o n t e m p l a t e d  i n  t h e  f o u r t h  pa rag r ,ph  of t h e  i e t t t i  
of t h e  M i n i s t e r  of Economy, F i n a n c e ,  Budget and P a r t i c i p a t i c n a  
d a t e d  November 26 ,  1986 a t t a c h e d  t o  t h e  s tand-by  a r r a n g e m e n t ,  i n  
o r d e r  t o  r ev iew p o l i c i e s ,  e s t a b l i s h  pe r fo rmance  c r i t e r i a  f o r  t h e  
second h a l f  of 1987,  and r e a c h  u n d e r s t a n d i n g s  w i t h  t h e  Fund sub- 
j e c t  t o  which p t i rchases  may b e  resumed by Gabon unde r  t h e  s t and- .by  
a r r angemen t .  

2 .  The l e t t z r  f rom t h e  M i n i s t e r  of F i n a n c e ,  Budget ,  and 
P a r t i c i p a t i o n s  d a t e d  J u n e  2 9 ,  1987 s h a l l  b e  a t t a c h e d  t o  t h e  
s tand-by  a r r angemen t  f o r  Gabon, and  the l e t t e r  of November 26 ,  
1986 s h a l l  be r e a d  a s  mod i f i ed  and supp lemen ted  by t h e  l e t t e r  
d a t e d  J u n e  29 ,  1907.  

3 .  Accord ing ly ,  t h e  r e f e r e n c e  ir. p a r a g r a p h  4 ( a )  of t h e  
s t and-by  a r r angemen t  t o  p a r a g r a p h s  26 and 30 and T a b l e  1 of t h e  
memorandum annexed t o  t h e  l e t t e r  d a t e d  November 2 6 ,  1986 ( r e l a t -  
i n g  t o  t h e  per formance  c r i t e r i a  on n e t  d o m e s t i c  asse ts ,  n e t  
c r e d i t  t o  t h e  C e n t r a l  Government,  and n o n c o n c e s s i o n a l  e x t e r n a l  
l o a n s  con t r ac tn -d  o r  g u a r a n t e e d  by t h e  Government) s h a l l  compre- 
hend r e f e r e n c e s  t e  p a r a g r a p h s  26  and 3 3  and t h e  t a b l e  a t t a c h e d  
t o  t h e  l e t t e r  d a t e d  %Tune 29 ,  1987.  

4 .  T h e  Fund d e c i d e s ,  p u r s u a n t  t o  p a r a g r a p h  4 of  t h e  
s tand-by  a r r a n g e m e n t ,  t h a t  t h e  f i r s :  r e v i e w  con templa t ed  i n  
p a r a g r a p h  4 of t h c  l e t t e r  d a t e d  November 2 6 ,  1986 i s  comple ted ;  
and t h a t ,  n o t w i t h s z a n d i n g  t h e  nonobservance  of t h e  per formance  
c r i t e r i a  relatirtg t o  t h e  a c c u m u l a t i o n  of i n t e r n a l  and e x t e r n a l  
a r ' r e a r s ,  and t o  t h e  end-March 1907 l i m i t  on  n e t  bank  c r e d i t  t o  
t h o  C e n t r a l  Government,  Gabon may resume t o  irske p u r c h a s e s  under  
t h e  s tand-by  a r r a n g e m e n t .  

D e c i s i o n  No. 8660-(07/111) ,  adop ted  
~ ~ i y  29 ,  1987 

3 .  MALAYSIA - 1987 ARTICLE IV CONSULTATION 
-__I- -- 
T h e  Execu t ive  Di rec . to r s  c o n s i d e r e d  t h e  s t a f f  r e p o r t  f o r  t h e  1987 

A4?.t lcle TV c o n s u l t a t i o n  w i t h  M a l a y s i a  (SW/87/:54, 7/7i'8;; and Cor.  1 ,  
7 / 2 3 / 8 7 ) .  Thry also had b e f o r e  them a background p a p e r  o n  r e c e n t  economic 
d w e l o p n e n t s  i n  E la laps ia  ( S M / 8 7 / 1 6 3 ,  7/15/87;  and Cor.  1, 7 / 2 3 / 8 7 ) .  
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Mr. Khong made t h e  f o l l o w i n g  s t a t e m e n t :  

i would l i k e  t o  convey t h e  a p p r e c i a t i o n  of my a u t h o r i t i e s  
f o r  t h e  excellent s t a f f  work done  i n  c o n n e c t i o n  wi th  t h e  1987 
A r t i c l e  LV c o n s u l t a t i o n  w i t h  M a l a y s i a .  As a l w a y s ,  t h e y  have 
f ~ - u i l J  ciie staff v i e m  and  recommendat ions  v e r y  u s e f u l  as i n p u t s  
f o r  p o l i c y  f o r m c l a t i o n .  
t h r u s t  of t h e  a p p r a i s a l  c o n t a i n e d  i n  t h e  s t a f f  r e p o r t ,  a l t h o u g h  
t h e y  may n o t  s h a r e  a l l  t h e  s t a f f  v i e w s  on t h e  a n a l y s i s  of d e v e l -  
opments i n  1985-86. While t h e y  are  more c a u t i o u s l y  opt I-mistic 
a b o u t  t h e  medium-term o u t l o o k ,  t h e y  a l s o  a g r e e  w i t h  t h e  s t a f f  on 
t h e  d e s i r a b l e  d i r e c t i o n  of p o l i c i e s .  

My a u t h o r i t i e s  a g r e e  b r o a d l y  w i t h  t h e  

Growth and  a d j u s t m e n t  i n  M a l a y s i a  j.n t h e  1980s 

My a u t h o r i t i e s  welcome t h e  s i g n i f i c a n t  change  i n  t h e  s t a f f ' s  
v i e w s  on t h e  mediam-term o u t l o o k  f o r  M a l a y s i a ' s  b a l a n c e  of pay- 
ments  and  e x t e r n a l  d e b t  s i t u a t i o n  between t h e  1986 and  1987 con- 
s u l t a t i o n s ,  a s u b j e c t  of some c o n t r o v e r s y  a t  t h e .  Board d i s c u s s i o n  
l a s t  year. D i r e c t o r s  may reca l l  t h a t  t h e  s t a f f ' s  medium-term 
o u t l o o k  i n  t h e s e  two areas a t  t h e  time of t h e  Board d i x u s s i o n  
i n  1986 was r a t h e r  gloomy, a v iew which my a u t h o r i t i e s  d i s p u t e d  
based on i n f o r m a t i o n  a v a i l a b l e  a f t e r  t h e  c o n s u l t a t i o n ,  a l t h o u g h  
t h e  a u t h o r i t i e s  had ag reed  e a r l i e r  w i t h  t h e  b road  d i r e c t i o n  of 
t h e  s t a f f  p r o j e c t i o n s .  I n  c o n t y a s t ,  t h e  medium-term ~ c l o o k  t h i s  
yea r  e n v i s a g e s  a c u r r e n t  payments  and e x t e r n a l  d e b t  p o s i t i o n  t h a t  
h a s  improved s i g n i f i c a n t l y .  My a u t h o r i t i e s  a g r e e  w i t h  t h i s  new 
s c e n a r i o ,  a l t h o u g h  t h e y  a r e  now a l i t t l e  more o p t i m i s t i c  based  on 
l a t e r  i n f o r m a t i o n .  For compar i son ,  t h e  d i f f e r e n t  o u t l o o k s  p a i n t e d  
by t h e  s t a f f  i n  1986 and 1987 are  summarized in T a b l e  1. 1/ - 

To be f a i r  t o  t h e  s t a f f ,  some of t h e  d i f f e r e n c e s  are due  t o  
changed a s s u m p t i o n s ,  f o r  i n s t a n c e ,  a b o u t  e x p o r t  p r i c e s  (commodity 
p r i c e s  e s p e c i a l l y  o i l  p r i c e s ,  h a v e  r e c o v e r e d  f a s t e r  t h a n  
e x p e c t e d )  growth  rates,  and  i n t e r n a t i o n a l  i n t e r e s t  ra tes .  Bow- 
e v e r ,  g iven  t h e  u n c e r t a i n t i e s ,  t h e  c r i t i c a l  d i f f e r e n c e  may l i e  i n  
t h e  judgment  a b o u t  t h e  a u t h o r i t i e s '  commitment and t h e i r  a b i l i t y  
t o  p u r s u e  a d j u s t m e n t ,  and t h e  r e s p o n s e  of t h e  economy t o  t h e  
d i f f e r e n t  p o i i c y  env i ronmen t ,  e s p e c i a l l y  t h e  s t r o n g  volume growth  
of e x p o r t s  i n  r e c e n t  years  and t h e  reduced  impor t  i n t e n s i t y  of 
g rowth .  Wi th  r e g a r d  t o  t h e  l a s t  p o i n t ,  D i r e c t w r s  w i l l  r e c a l l  
that my a u t h o r i t i e s  h e l d  t h e  v iew t h a t  a fundamen ta l  a d j u s t m e n t  
had  o c c u r r e d  i n  t h e  r e l a t i o n s h i p  be tween s t o c k s ,  economic  g rowth ,  
a n d  i m p o r t s ,  r e f l e c t i n g  a r e o r d e r i n g  of p r i o r i t i e s  i n  p u b l i c  
s ec to r  p r o j e c t s ,  t h e  wind ing  down of t u r n k e y  p r o j e c t s ,  t h e  d r i v e  
to  i n t e n s i f y  u s e  o f  d o m e s t i c  m a c e r i a l  and s e r v i c e s ,  a b r e a k  i n  
the i n f l a t i o n a r y  psychology and i n  e x p e c t a t i o n s  a b o u t  a c o n t i n u i n g  
f a v o r a b l e  e x t e r n a l  e n v i r o n m e n t ,  dnd a more a c t i v e  u s e  of t h e  
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exchange ra te .  
nor  a c c e p t e d  y e t  a t  t h e  p o l i t i c a l  l e v e l )  f o r  f u r t h e r  f i s c a l  
a d j u s t m e n t ,  e s p e c i a l l y  t~ r e s t r a in  e x p e n d i t u h e  of p u b l i c  e n t e r -  
p r i s e s  and t o  i n c r e a s e  e f f i c i e n c y  i n  t h e  p u b l i c  s e c t o r .  Such 
f u r t h e r  ad jus tmen t  was r e f l e c t e d  i n  t h e  c u t b a c k  i n  c u r r e n t  
e x p e n d i t u r e  a l l o c a t i o n s  fOK 1986 a round  m i d y e a r ,  t h e  r e v i s i o n  of 
p u b l i c  i n v e s t m e n t  t a r g e t s  unde r  t h e  F i f t h  Malays i a  P l a n  (1986-90), 
and t h e  1987 budget  p r e s e n t e d  i n  O c t o b e r  1986. 

I n  a d d i t i o n ,  measu res  were i n  t r a i n  ( a l t h o u g h  

To b e t t e r  u n d e r s t a n d  deve lopmen t s  i n  1985 and  1986,  i t  i s  
wor thwhi l e  t o  r e c a p i t u l a t e  M a l a y s i a ' s  r e c o r d  i n  a d j u s t i n g  i t s  
f i s c a l  and e x t e r n a l  i m b a l a n c e s ,  a s  summarized i n  t a b u l a r  form. 1/ 
The p r i n c i p a l  f e a t u r e s  i n c l u d e :  

- 

( i )  A r e d u c t i o n  i n  t h e  F e d e r a l  Government o v e r a l l  d e f i c i t  
by 11 p e r c e n t a g e  p o i n t s  of GNJ? from 1982 t o  1985,  
while t h e  p u b l i c  sector d e f i c i t  was reduced  by 
9.3 p e r c e n t a g e  p o i n t s  of GNP; 

( i i )  A r e d u c t i o n  i n  t h e  e x t e r n a l  c u r r e n t  a c c 0 i . t  d e f i c i t  by 
11 .6  p e r c e n t a g e  p o i n t s  of GNP--from 1 4 . 1  p e r c e n t  of GNF' 
5.n 1982 t o  2.5 p e r c e n t  of GNP i n  1985; and 

( i i i )  The ad jus tmen t  t o o k  p l a c e  w i t h  s t r o n g  growth  and r e l a -  
t i v e .  p r i c e  s t a b i l i t y ,  and i n  an  envi ronment  of progres--  
s i v e l y  l i b e r a l i z e d  t r a d e  and exchange  c o n t r o l  p o l i c i e s .  

Developments i n  1985-86: The Malays i an  P e r s p e c t i v e  

The ad jus tmen t  e f f o r t s  were undermined i n  t h e  second h a l f  o f  
1985 and i n  1986 by t h e  c o l l a p s e  i n  commodity and o i l  p r i c e s .  
D e s p i t e  t h e  c o n t i n u i n g  s t r o n g  i n c r e a s e s  i n  volume (1985:  4.7  per- 
c e n t  and 1986: 1 4  -5  p e r c e n t ) ,  merchand i se  e x p o r t s  d e c l i n e d  by 
7 .7  p e r c e n t  (-$1.3 b i l l i o n )  21 i n  1985,  and by 9 p e r c e n t  (-$1.4 
b i l l i o n )  i n  1986. My a u t h o r T t i e s  e s t i m a t e d  t h a t  t h e  n a t i o n  l o s t  
a t o t a l  of $4 b i l l i o n  i n  e x p o r t  e a r n i n g s  from t h e  d e c l i n e  i n  
commodity p r i c e s  i n  1985 and 1986--the e q u i v a l e n t  of 3 .1  p e r c e n t  
and 10.9 p e r c e n t  of GNP, r e s p e c t i v e l y ,  i n  t h e s e  y e a r s .  Given  t h e  
u i d e s p r e a d  d e f l a t i o n a r y  i m p a c t  of s u c h  a l o s s  on incame and 
l i q u i d i t y  i n  t h e  economy ( e x p o r t s  were e q u i v a l e n t  t o  60 p e r c e n t  
of G N P  i n  1985-86),  and t h e  consequen t  dampening of b u s i n e s s  and 
consumer c o n f i d e n c e ,  domes t i c  demand d e c l i n e d  i n  1985 and i n  
1986 t o  t h e  d e t r i m e n t  of  growth  i n  b o t t i . y e a r s .  

I n  t h e s e  c i r c u m s t a n c e s ,  I f e e l  c h e  s t a f f  h a s  o v e r  pla.yed t h e  
irnport,-nce of a n  " i n e f f i c i e n t  c e n i t a l  s t r u c t u r e "  by making i t  
a p p e a r  t o  be of e q u a l  impor t ance  t o  t h e  e r o s i o n , o f  b u s i n e s s  

- ---I-_ 
I 

m e p r c d u c e d  -. i n  Annex. 
2 /  U.S.  d o l l a r s  c o n v e r t e d  from Malays i an  r i n g g i t s  a t  Y j  2 .5  = LJSS'L. - 



c o n f i d e n c e  i n  t h e  slowdown of g rowth  (SM/87/154, pages  i and 
1 5 ) .  1/ The a u t h o r i t i e s  b e l i e v e  weak b u s i n e s s  c o n f i d e n c e  was by 
f a r  the more d o m i n a t i n g  f a c t o r ,  r e f l e c t i n g  t h e  s h a r p  downturn  i n  
commodity p r i c e s .  Although some of  t h e  i n c r e m e n t s  to  c a p i t a l  i n  
t h e  e a r l y  1980s might  be  less  e f f i c i e n t  i n  g e n e r a t i n g  growth  and 
e x p o r t s ,  t h e  e n t i r e  c a p i t a l  s t o c k  c a n n o t  be termed a s  such .  Other -  
w i s e ,  e x p o r t s  c o u l d  n o t  h a v e  i n c r e a s e d  i n  volume by 14.5 p e r c e n t  
i n  1906,  and by a n  a v e r a g e  of 12 .3  p e r c e n t  a y e a r  i n  1982-86, 
compared wi th  a growth  of 3 .7  p e r c e n t  i n  wor ld  t r a d e  volume i n  
t h e  same p e r i o d .  The terns of t r a d e  l o s s  was t h e  overwhelming 
f a c t o r  i n  t h e  slowdown, my a u t h o r i t i e s  b e l i e v e .  I n  a d d i t i o n  t o  
i t s  d i r e c t  impact  on income and demand, t h e  l o s s  of  e x p o r t s  
c o n t r i b u t e d  much t o  t h e  l o s s  o f  b u s i n e s s  c o n f i d e n c e ,  b u s i n e s s  
f a i l u r e s ,  d e p r e s s e d  s t o c k  and p r o p e r t y  marke t s ,  and  weakened 
l o a n  p o r t f o l i o s  of f i n a n c i a l  i n s t i t u t i o n s .  

Another  m a j o r  f a c t o r  i n  t h e  slowdown was t h e  c o n t i n u i n g  con- 
s o l i d a t i o n  of p u b l i c  s e c t o r  e x p e n d i t u r e  ( T a b l e  2 i n  Annex) t o  
r e d u c e  t h e  f i s c a l  imba lance  and t o  promote e x t e r n a l  a d j u s t m e n t .  
T h i s  was n o t  ment ioned i n  t h e  s t a f f  r e p o r t ,  a l t h o u g h  a more b a l -  
anced  p i c t u r e  i s  p r e s e n t e d  i n  t h e  background p a p e r .  C o n s o l i d a t e d  
p u b l i c  s e c t o r  e x p e n d i t u r e  ( e s p e c i a l l y  a f t e r  a d j u s t i n g  f o r  r i s i n g  
i n t e r e s t  payments) c o n t i n u e d  t o  d e c l i n e  even  i n  nominal  terms i n  
1985 and 1986.  T h i s  a l s o  i m p l i e s  t h a t  t h e  re-emergence of l a r g e r  
f i s c a l  d e f i c i t s  i n  1986-87 was due e n t i r e l y  t o  t h e  d e c l i n e  in 
revenue  ( e q u i v a l e n t  t o  10 p e r c e n t a g e  p o i n t s  of GNP between 1985 
and 1987)  r a t h e r  t h a n  an  I n c r e a s e  in e x p e n d i t u r e .  My a u c h o r i t i e s  
feel .  t h a t  t h e  s t a f f  may have  u n d e r r a t e d  t h e  s t r o n g  e f f o r r s  t o  
c u r t a i l  p u b l i c  e x p e n d i t u r e  i n  r e c e n t  y e a r s ,  a n  a d j u s t m e n t  which 
h a s  been masked by t h e  r i s e  i n  p u b l i c  d e b t  s e r v i c i n g  and t h e  
d e c l i n e  i n  revenue  due t o  low commodity and  o i l  p r i c e s .  However, 
t h e y  a g r e e  wi th  t h e  s t a f f  t h a t  € u r t h e r  f i s c a l  c o n s o l i d a t i o n  would 
be n e c e s s a r y  g i v e n  t h e  reduced  r e s o u r c e s  a v a i l a b l e .  A s  a matter 
of policy, r?e  a u t h o r i t i e s  aim t o  e l imina te  t h e  d e f i c i t  i n  t h e  
c u r r e n t  a c ' m a :  of t h e  F e d e r a l  Government by 1 9 8 9 ,  a s  w e l l  as t o  
r educe  t h e  ~ \ ~ +  a l l  d e f i c i t  t o  a more s u s t a i n a b l e  r a t i o  of GNP. 
My a u t i l o r i t i e s  f e e l  t h a t  t h e r e  s h o u l d  n o t  he undue d i f f i c u l t i e s  
i n  t h i s  t ask  w i t h  t h e  e x t e r n a l  c u r r e n t  a c c o u n t  r e t u r n i n g  t o  a 
s u r p l u s  b'y 1987 and s t r o n g e r  growth i n  t h e  res t  of the 1980s. 

S t a n c e  of  D o l i c i e s  

Viewed i n  r e t r o s p e c t ,  p e r h a p s  t h e  most  s i g n i f i c a n t  d e c i s i o n  
adopted  i n  t h e  two y e a r s  of recession was t h e  p o l i c y  of p e r s i s t i n g  

1 / 7 i i m i l a r l y ,  c a u t i o n  s h o u l d  be used i n  i n t e r p r e t i n g  t h e  e x  p o s t  
caiculations of I C O R .  In an  env i ronmen t  where d o m e s t i c  demand is  
depressed due t o  ex te rna l  d e f l a t  i n n a r y  f o r c e s ,  o u t p u t  growth  te t ids  
t o  s l a c k e n  w i t h  a consequen t  r i s e  i n  KCOR. I n  a t  l e a s t  two of t h e  
fotrr ye,Ir? i n  t he  p e r i o d  1982-85 c h o s e n  by t h e  s t a f f ,  ex t e rna l .  
i n f l u e n c e s  c o n t r a c t e d  oi.itput. 

-- ~ - -  - I _ ~  
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with f i s c a l  and e x t e r n a l  a d j u s t m e n t  d e s p i t e  t h e  v e r y  d i f f i c u l :  
c i r c u m s t a n c e s .  I n d e e d ,  t h e  r a t i o n a l e  f o r  a d j u s t m e n t  was made 
even  more c o g e n t  i n  t h e  c i r c u m s t a n c e s .  By n o t  r e s o r t i n g  t o  
i n c r e a s e d  p u b l i c  e x p e n d i t u r e  (as  i n  t h e  e a r l y  1 9 8 0 s )  t o  c o u n t e r  
t h e  e f fec ts  of t h e  d e c l i n e  i n  commodity p r i c e s ,  t h e  a u t h o r i t i e s  
s o u g h t  t o  promote a widesp read  and fundamen ta l  adjustmenr:  i n  t h e  
economy, w i t h  t h e  a i m  of c h a n n e l i n g  r e s o u r c e s  t o  e x p o r t s  and 
i n c r e a s i n g  e f f i c i e n c y .  P r o d u c e r s  were f o r c e d  to  l o o k  to e x t e r n a l  
markets t o  make up  fo r  t h e  slack i n  d o m e s t i c  demand. Many became 
“ f i r s t - t i m e ”  expor t e r s - -one  f a c t o r  beh ind  t h e  s t r o n g  volume growth  
i n  e x p o r t s .  Manufac tured  goods e x p o r t s  t u r n e d  around s t r o n g l y  t e  
r i se  by a l m o s t  20 p e r c e n t  i n  1986 (-5.6 p e r c e n t  i n  1985)  t o  
accoun t  f o r  42 p e r c e n t  of t o t a l  e x p o r t  r e c e i p t s ,  compared w i t h  a 
s h a r e  of 26 p e r c e n t  i n  1982 .  

Al though dampening s h o r t - t e r m  g rowth ,  t h e  d e c l i n e  i n  i n v e s t -  
ment i n  1985-86 would r a t i o n a l i z e  the r a t i o  of g r o s s  d o m e s t i c  
i n v e s t m e n t  t o  a more r e a s o n a b l e .  l e v e l  a t  28 p e r c e n t  of GNP, c m -  
pared  w i t h  39 percent of G N P  In 1982.  To t h e  e x t e n t  t h a t  such  
a n  a d j u s t m e n t  r e d u c e s  p a s t  o v e r i n v e s t m e n t  i n  real es ta te  develop-  
ment p r o j e c t s  and r e f l e c t s  c lo se r  s c r u t i n y  of l a r g e  p u b l i c  s e c t o r  
p r o j e c t  p r o p o s a l s ,  f u t l i r e  p r o d u c t i v e  c a p a c i t y  need n o t  he  under- 
mined.  I n d e e d ,  a s  p o i n t e d  o u t  by t h e  s t a f f ,  t h i s  a d j u s t m e n t  may 
well  improve growth  p r o s p e c t s  over  t h e  medium term. 

The a u t h o r i t i e s  were c e r t a i n l y  n o t  a c c e p t i n g  p a s s i v e l y  t h e  - 
d e f l a t i o n a r y  i n f l u e n c e s  from ex terna l  s o u r c e s .  They d i d  a l l  t h e y  
cou ld  t o  ease some of t h e  most a d v e r s e  e f f e c t s  w i t h o u t  undermin- 
i n g  t h e  b a l a n c e  of payments--by m a i n t a i n i n g  a d e q u a t e  l i q u i d i t y ;  
r e d u c i n g  i n t e r e s t  r a t e s ;  s t r e n g t h e n i n g  t h e  f i n a n c i a l  sys t em;  
u s i n g  more a c t i v e l y  t h e  exchange  r a t e ;  i n c r e a s i n g  j u d i c i o u s l y  

’ domes t i c  demand t h a t  h a s  minimal  impor t  l e a k a g e s  (ma in ly  th rough  
a s p e c i a l  l o w c o s t  housirig program,  l a n d  development  f o r  tree and 
c a s h  c r o p s ,  and c o n s t r u c t i o n  of highways and f e e d e r  r o a d s  u s i n g  
domes t i c  p r o d u c t i o n  of cement and e t e e l - - a l l  implemented by t h e  
p r i v a t e  s e c t o r ) ;  w idesp read  l i b e r a l i z a t i o n  of r u l e s  and  r e g u l a -  
t i o n s ;  and a c t i v e  promot ion  of p r i v a t e  s e c t o r  i n v e s t m e n t ,  e spe -  
c i a l l y  f o r e i g n  i n v e s t m e n t .  The wide- ranging  changes  i n  f i s c a l ,  
mone ta ry ,  i n d u s t r i a l ,  and e x t e r n a l  p o l i c i e s  a r e  a d e q u a t e l y  
d e s c r f b e d  i n  t h e  s t a f f  r e p o r t ,  and t h e  d e t a i l s  need n o t  be 
r e p e a t e d  h e r e .  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 e  remain ing  impedi-  
ments t o  b u s i n e s s  i n v e s t m e n t  h i g h l i g h t e d  by t h e  s t a f f ,  and 
i n t e n d  t o  a d d r e s s  them e f f e c t i v e l y .  

I n  t h e  a d j u s t m e n t  s t r a t e g y ,  t h e  a u t h o r i t i e s  b e l i e v e  t h a t  t h e  
k e y  t o  sustained long-term grGwth res ts  ma in ly  a n  t h e  p r i v a t e  
s e c t o r  t o  a c t i v e l y  i n v e s t  i n  product  i v c  p r o j e c t s  t h a t  a re  g e a r e d  
toward t h e  e x p o r t  of bo ih  manufac tu red  goods and p r imary  commod- 
i t i e s ,  as w e l l  as s e r v i c e s .  T h e  p o l i c y  framework has p u t  t h e  



economy i n  a b e t t e r  p o s i t i o n  f o r  a r e v i v a l  o f  g r o w t h ,  p r i v a t e  
i n v e s t m e n t ,  and employment c r e a t i o n  w i t h o u t  renewed p r e s s u r e  on 
t h e  b a l a n c e  of paymei t s .  

- L a t e s t  deve lopments  i n  1987 and medium-term p o l i c i e s  

I n  t h e  f i r s t  q u a r t e r  of 1987,  ecoriomic a c t i v i t y  p i c k e d  up t o  
ri.se a t  an a n n u a l  r a t e  of 1.8 p e r c e n t  ( 1 . 3  p e r c e n t  and 0 .7  per -  
c e n t  i n  t h e  t h i r d  and  f o u r t h  q u a r t e r s  o f  1 9 8 6 ,  r e s p e c t i v e l y ) .  The 
s t r o n g e r  growth was m a i n l y  due  t o  t h e  f a v o r a b l e  pe r fo rmance  of  
t h e  m a n u f a c t u r i n g  ( r e a l  a n n u a l  growth  of 7 .4  p e r c e n t ) ,  a g r i c u l -  
t u r a l  ( 2  p e r c e n t )  and services ( 1 . 6  p e r c e n t )  s e c t o r s .  The 
upward t r e n d  i n  m a n u f a c t u r i n g  a c t i v i t y  c o n t i n u e d  t o  be  b r j l s t e r e d  
by buoyan t  e x p o r t s  s a l e s  (+30 p e r c e n t ) ,  w h i l e  s u s t a i n e d  growth  
i n  a g r i c u l t u r a l  o u t p u t  r e f l e c t e d  t h e  i n c r e a s e d  p r o d u c t i o n  of saw 
l o g s  (+22 p e r c e n t )  and r u b b e r  (4-10 p e r c e n t ) .  The t o t a l  v a l u e  of 
checks  c l e a r e d  a t  t h e  C e n t r a l  Bank c l e a r i n g  h o u s e s ,  a good 
i n d i c a t o r  of economic a c t i v i t y ,  t u r n e d  a round  t o  r i s e  a t  a n  
a n n u a l  r a t e  of 1 p e r c e n t ,  a f t e r  f o u r  c o n s e r v a t i v e  q u a r t e r s  of  
n e g a t i v e  growth .  However, p r i v a t e  consumpt ion  and i n v e s t m e n t  
i n d i c a t o r s  c o n t i n u e d  t o  show t h a t  p r i v a t e  s e c t o r  demand w a s  n o t  
buoyan t ,  a l t h o u g h  a p p l i c a t i o n s  f o r  i n c e n t i v e s  f o r  new i n d u s t r i a l  
p r o j e c t s  i n c r e a s e d  markedly .  

On t h e  e x t e r n a l  f r o n t ,  t h e  t r a d e  a c c o u n t  r e g i s t e r e d  a s u r p l u s  
of $1.6 b i l l i o n  i n  t h e  f i r s t  f o u r  months of  1987 because  of h i g h e r  
growth  i n  g r o s s  e x p o r t s  (+13.2 p e r c e n t )  r e l a t i v e  t o  i m p o r t s  
(+6.5 p e r c e n t ) .  Expor t  e a r n i n g s  from m a n u f a c t u r e s ,  r u b b e r ,  saw 
l o g s ,  and saw t i m b e r  i n c r e a s e d  s u b s t a n t i a l l y ,  w h i l e  r e c e i p t s  from 
palm o i l ,  p e t r o l e u m ,  and t i n  c o n t i n u e d  t o  d e c l i n e .  The terms of 
t r a d e  tu rned  p o s i t i v e  a f t e r  t h e  d e c l i n e  i n  1985-86. I n  a d d i t i o n ,  
s t o c k  market  c a p i t a l i z a t i o n  ( a n  i n d i c a t o r  of p e r c e p t i o n  of w e a l t h )  
rose  by $ 1 2  b i l l i o n  (58 p e r c e n t )  i n  t h e  f i r s t  h a l f  y e a r .  The 
r i n g g i t  h a s  a l s o  r e v e r s e d  much of i t s  s t r e n g t h e n i n g  i n  e a r l y  1987 
mentioned by t h e  s t a f f .  On J u l y  2 2 ,  €o r  example ,  t h e  i n t e r b a n k  
middle  r a t e  was M$ 2 .5490 ,  a b o u t  3 p e r c e n t  weaker  than a t  t h e  
end of A p r i l .  

Based on t h o s e  t r e n d s  and h i g h e r  commodity p r i c e s  t h a n  fore- 
seen a t  t h e  time of t h e  A r t i c l e  I V  c o n s u l t a t i o n ,  p r e l i m i n a r y  
es t imates  i n d i c a t e  t h a t  r e a l  GDP g rowth  c o u l d  s t r e n g t h e n  to 
2 - 2 . 5  p e r c e n t  i n  1987 ( 1 . 5  p e r c e n t  i n  s t a f f  r e p o r t )  a n d  
3 . 5 - 4  p e r c e n t  i n  1988-90. Expor t  e a r n i n g s  would r i s e  by a b o u t  
10-11 p e r c e n t ,  wh i l e  i m p o r t s  i n c r e a s e  by a b o u t  6 p e r c e n t ,  S O  

t h a t  t h e  merchand i se  a c c o u n t  would s t r e n g t h e n  f u r t h e r .  The 
c u r r e n t  accoun t  i s  e x p e c t e d  t o  be i n  s u r p l u s  by abou t  $0.6 b i l -  
~ i . o n  ( 2 . 2  p e r c e n t  of GNY), f o l l o w i n g  a r e v i s e d  d e f i c i t  of 
$ 0 . 3  b i l l i o n  i n  1986 (0 .8  p e r c e n t  of GNF'), compared wi th  t h e  
s t a f f  e s t i m a t e s  of -$0 .3  b i l l i o n  and -$0 .5  b i l l i o n  r e s p e c t i v e l y .  
A m o d e r a t e ,  b u t  l o w e r ,  s u r p l u s  cou1.d be s u s t a i n e d  i n  t h e  medium 
c + c m ,  i f  cornmodicy  p r i c e s  d o  n o t  weaken from cur ren t  l e v e l s .  On 

7 .  
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tne  f i s c a l  s i d e ,  t h e  l a t e s t  1987 o u t l o o k  is n o t  much d i f f e r e n t  
fron! t h a t  of t h e  s t a f f ,  b u t  t h e  a u t h o r i t i e s  a n t i c i p a t e  t h a t  t h e  
F e d e r a l  Government d e E i c i t  would d e c l i n e  t o  9 p e r c e n t  of GNP i n  
1988. 
investment i s  now seen a s  l i k e l y  by t h e  a u t h o r i t i e s  (-1.8 p e r c e n t  
i n  s t a f f  r e p o r t ) ,  a s  r e f l e c t e d  i n  t h e  r i se  of 3 p e r c e n t  i.n 
impor t s  of c a p i t a l  goods i n  t h e  f i r s t  q u a r t e r  o f  1987 ( -20  per- 
c e n t  i n  1986) .  
i n v e s t m e n t  t h e  main impe tus  t o  growth  would emanate from p r i v a t e  
s e c t o r  demand and a s t r o n g e r  real  t r a d e  b a l a n c e .  

I n  t h e  case of demand, a c a u t i o u s  t u r n a r o u n d  i n  p r i v a t e  

W i t h  t h e  c o n t i n u i n g  c o n s o l i d a t i o n  of p u b l i c  

With a r e l a x a t i o n  of t h e  external c o n s t r a i n t s ,  t h e  a u t h o r i -  
t i e s  w i l l  be a b l e  now t o  f o c u s  on implement ing  a g rowth -o r i en ted  
s t r a t e g y  t o  create employment i n  a n  env i ronmen t  of p r i c e  and 
ex terpa l  s t a b i l i t y ,  a s  w e l l  as e q u i t y  i n  s h a r i n g  the  b e n e f i t s  of 
n a t i o n a l  deve lopment .  The a u t h o r i t i e s  f e e l  t h e r e  may be some 
room f o r  a c a u t i o u s ,  modera t e  r e f l a t i o n  i f  oil p r i c e s  s t r e n g t h e n  
f u r t h e r ,  e s p e c i a l l y  i n  p u b l i c  i n v e s t m e n t  t h a t  complements p r i v a t e  
i n v e s t m e n t  and i n c r e a s e s  p r i v a t e  s e c t o r  e f f i c i e n c y .  N e v e r t h e l e s s ,  
t h e  key medium-term p r i o r i t i e s  r ema in  t h e  f u r t h e r  r a t i o n a l i z a t i o n  
of t h e  r o l e  of t h e  p u b l i c  sector i n  t h e  economy, and  a r i s i n g  
l e v e l  o f  d o m e s t i c  and f o r e i g n  i n v e s t m e n t  i n  e x p o r t - o r i e n t e d  
a c t i v i t y .  The a u t h o r i t i e s  d o  no t  d i f f e r  very  much from t h e  
s t a f f  views w i t h  r e g a r d  t o  t h e  d e s i r a b l e  d i r e c t i o n  of p o l i c y .  

Mr. Khong ex tended  h i s  remarks  as f o l l o w s :  

I would l i k e  t o  emphas ize  t h a t  t h e  f i g u r e s  f?r 1987 c i t e d  
i n  my s t a t e m e n t  are  somewhat t e n t a t i v e  a t  t h i s  s t a g e ,  and c o u l d  
h e  r e v i s e d  by t h e  a u t h o r i t i e s  as t h e  macroeconomic o u t l o o k  i s  
s u b j e c t e d  t o  a more v i g o r o u s  p r o c e s s  of r ev iew b e f o r e  t h e  1988 
budget  i s  p r e s e n t e d  i n  O c t o b e r .  

D i r e c t o r s  may b e  i n t e r e s t e d  i n  t h e  f o l l o w i n g  a d d i t i o n a l  
i n  fo ma t i o n  : 

( i )  S u s i n e s s  conf idence--an i m p o r t a n t  f a c t o r  i n  t h e  1985-86 
slowdown--has begun t o  r e v i v e  wi th  t h e  r e c o v e r y  of commodity 
p r i c e s ,  a n  improving economy, t h e  i n c r e a s e  i n  l i q u i d i t y  and 
d e c l i n e  i n  i n t e r e s t  r a t e s ,  g r e a t e r  f o r e i g n  i n t e r e s t  i n  Malaysiail 
e q u i t y  ( e s p e c i a l l y  t h e  s u c c e s s f u l  l aunch  of t h e  Malays i a  Fund ir; 
May on t h e  N e w  York S t o c k  Exchange) ,  markedly  h i g h e r  s t o c k  pr ices ,  
and announcement of a ~ e s c u e  p l a n  f o r  t h 2  d e p o s i t - t a k i n g  coopera-  
tives ( D T C s ) ;  

( i i )  W i t h  r ega rd  t o  t h e  c o o p e r a t i v e  problem,  11 D T C s  had 
agreed  e a r l i e r ,  under  a r e s c u e  package proposed by t h e  C e n t r a l  
Rank of Malaysia, t o  t h e i r  a s s e t s  b e i n g  t a k e n  over  by o t h e r  
Financial i n s t i t u t i o n s  i n  r e t u r n  f o r  a s t a g g e r e d  r e f u n d  o f  t h e i r  
d c p o s i t c r s '  money o v e r  a inaximurn p e r i o d  of th ree  y e a r s .  K e c c r i t l y ,  
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the C e n t r a l  Bank has  approved  a n o t h e r  r e s c u e  package f o r  t h e  
r ema in ing  13 D T C s ,  which has proved  t o  be w i d e l y  a c c e p t a b l e .  
With t h e  l a t e s t  package ,  t h e  DTC i s s u e  c o u l d  be r e g a r d e d  as 
hav ing  been  re  s o l v e d  s a t  i s f a c  t o r  il y ; 

(iii) O u t s t a n d i n g  f o r e i g n  exchange  swaps had d e c l i n e d  f u r t h e r  
t o  o n l y  q 7 3  m i l l i o n  by July 23, from M$600 m i l l i o n  a t  the end 
o f  A p r i l  r e p o r t e d  i n  t h e  background pape r  on r e c e n t  e c m o m i c  
deve lopmen t s  (peak  of  MS2.6 b i l l i o n  i n  August  1 9 8 6 ) ;  and 

( i v )  The Government h a s  r e c e n t l y  approved  a d d i t i o n a l  mea- 
sures t o  a c c e l e r a t e  g rowth  w i t h  h i g h e r  employment, and  t o  improve 
f u r t h e r  c o m p e t i t i v e n e s s  i n  t h e  economy. These  measures  aim t o  
d o  more t o  improve t h e  env i ronmen t  f o r  p r i v a t e  i n v e s t m e n t ,  pro- 
mote small and medium-sized b u s i n e s s e s ,  r educe  b u s i n e s s  c o s t s ,  
r e fo rm t h e  t a r i f f  and i n c e n t i v e  s y s t e m ,  and m a i n t a i n  p u b l i c  
i n f r a s t r u c t u r e  i n v e s t m e n t  . 

The p o i n t  I would l i k e  t o  emphas ize  i s  t h a t  t h e r e  i s  g r e a t  
conce rn  t o  c o n s o l i d a t e  t h e  g a i n s  b e i n g  o b t a i n e d  from t h e  b e t t e r  
e x p o r t  e a r n i n g s  t o  improve economic pe r fo rmance  and b u s i n e s s  
c o n f i d e n c e  , . espec ia l ly  t o  g e n e r a t e  employment o p p o r t u n i t i e s .  

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

We c o n t i n u e  t o  s u p p o r t  t h e  Malays i an  a u t h o r i t i e s '  ad ju s t inen t  
e f f o r t s .  We n o t e  t h a t  n o t w i t h s t a n d i n g  t h e  s u b s t a n t i a l  worsen ing  
of t h e  terns of t r a d e ,  t h e  co t i t i nued  weak demand f o r  M a l a y s i a ' s  
p e t r o l e u m  e x p o r t s ,  and even  t h e  low p r o d u c t i v i t y  of ear l ie r  i n v e s t -  
ments  i n  heavy i n d u s t r i e s ,  ti,he a u t h o r i t i e s  managed t o  r e v e r s e  t h e  
d e c l i n e  i n  real GDP i n  1985, s t a b i l i z e  consumer p r i c e s ,  and con- 
t i n u e  t o  g e n e r a t e  t r a d e  and o v e r a l l  b a l a n c e  of payments  s u r p l u s e s  
and i n c r e a s e  r e s e r v e s  i n  1986. 

T h e r e  a p p e a r  t o  be s i g n s ,  however ,  t o  remind t h e  a u t h o r i t i e s  
t h a t  more e f f o r t  i s  needed .  Fo r  example ,  t h e  r a t i o  to GNP o€ t h e  
f e d e r a l  goverrmient d e f i c i t  seems t o  be d r i f t i n g  back t o  h igh  
l e v e l s  i n  s p i t e  of e f f o r t s  t o  c u t  back  on e x p e n d i t u r e s  i n  r e s p o n s e  
t o  revenue  s h o r t f a l l s .  T h e  r a t e  of unemployment a l s o  c o n t i n u e s  
t o  r i s e ,  which may i n d i c a t e  t h a t  b u s i n e s s  c o n f i d e n c e  i s  n o t  be ing  
r e s t o r e d  as r a p i d l y  a s  d e s i r a b l e .  I n d e e d ,  t h e  s t a f f  p o i n t e d  t o  
s e v e r a l  impediments  t o  more v i g o r o u s  p r i v a t e  s e c t o r  i n v e s t m e n t s  
on  pages 10 and 11 o f  SM/87/154 t h a t  need not  be ment ioned  h e r e .  
We need o n l y  s a y  t h a t  we are  encouraged  by t h e  f a c t  t h a t  MK. Khong 
i n d i c a t e d  i n  h i s  s t a t e m e n t  t h a t  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 r i v a t e  i n v e s t m e n t s  remain  a key  e l emen t  i n  t h e i r  a d j u s t m e n t  
s t r a t e g y  f o r  long-run  g r o w t h .  
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We f u l l y  a g r e e  w i t h  Mr. Khong on  t h e  s i g n i f i c a n c e  of t h e  
a u t h o r i t i e s '  d e c i s i o n  t o  pe r s i s t  w i t h  t h e i r  f i s c a l  and e x t e r n a l  
a d j u s t m e n t  p o l i c i e s  i n  t h e  f a c e  of g r e a t  t e m p t a t i o n  t o  s t i m u l a t e  
the economy th rough  f i s c a l  means t o  r e s t o r e  t h e  economy t o  i t s  
h i g h  growth p a t h  b e f o r e  1985.  We c a n  even  v e n t u r e  t o  s a y  t h a t  
the much more f a v o r a b l e  medium-tenn o u t l o o k  a t  t h i s  s t a g e  owes 
much t o  t h i s  p e r s i s t e n c e .  Should t h e  terms of t r a d e  i n  t h e  
medium term t u r n  o u t  more f a v o r a b l y  t h a n  assumed i n  t h e  medium- 
term s c e n a r i o ,  and a s  t h e  p r e v i o u s  a d j u s t m e n t  e f f o r t s  a l l o w  a 
s h i f t  i n  t h e  compos i t ion  of t r a d e  t o  m a n u f a c t u r e s ,  t h e  ach ieve -  
ment of h i g h e r  growth may come e a r l i e r  t h a n  e x p e c t e d .  I n d e e d ,  
Mr. Khong made a p o i n t  i n  h i s  s t a t e m e n t  of t h e  s t a f f ' s  t endency  
t o  be less o p t i m i s t i c  i n  i t s  p r o j e c t i o n s .  

On exchange r a t e  p o l i c y ,  w e  n o t e  t h a t  i n  1986 t h e  p o l i c y  
s t a n c e  of t h e  C e n t r a l  Bank was t o  allow t h e  exchange  r a t e  t o  
r e f l e c t  t h e  economic fundamen ta l s  of  t h e  m a r k e t ,  i n t e r v e n i n g  
p r i m a r i l y  t o  m a i n t a i n  marke t  o r d e r l i n e s s .  We would o n l y  l i k e  t o  
p o i n t  o u t  t h a t  t h e  d e b t  service burden  h a s  a l r e a d y  r i s e n  c o n s i d -  
e r a b l y  owing t o  t h e  a p p r e c i a t i o n  of o t h e r  ma jo r  c u r r e n c i e s  
v i s - a - v i s  t h e  U.S. d o l l a r .  I n  f a c t ,  t h e  s t a f f  has  s t a t e d  t h a t  
7 2  p e r c e n t  of t h e  i n c r e a s e  i n  M a l a y s i a ' s  e x t e r n a l  d e b t  i n  1986 
was due t o  t h i s  deve lopment .  The re  i s  t h u s  c o n c e r n  t h a t  f u r t h e r  
d e p r e c i a t i o n  a g a i n s t  t h e  U.S. d o l l a r  t o  m a i n t a i n  e x p o r t  compet i -  
t i v e n e s s  i n  t h e  medium term might  worsen t h e  a l r e a d y  weakened 
f i n a n c i a l  p o s i t i o n  of p u b l i c  e n t e r p r i s e s  wi th  h i g h  f o r e i g n  d e b t  
burdens  and f u r t h e r  undermine b u s i n e s s  c o n f i d e n c e .  T h i s  dilemma, 
which i s  faced  by many middle-income d e v e l o p i n g  c o u n t r i e s  w i th  
h igh  e x t e r n a l  d e b t  p o s i t i o n s ,  h i g h l i g h t s  t h e  unequa l  impact  of 
c u r r e n c y  r e a l i g n m e n t s  o n  i n d u s t r i a l  and d e v e l o p i n g  economies .  
We would a p p r e c i a t e  t h e  s t a f f ' s  v i ews  w i t h  respect t o  M a l a y s i a ' s  
e x p e r i e n c e .  

Mr. Foot remarked t h a t  t h e  a u t h o r i t i e s  were t o  be commended f o r  t h e i r  
c o n t i n u i n g  ad jus tmen t  e f f o r t s  i n  a number of key a r e a s .  T o g e t h e r  w i th  
some improvement i n  t h e  e x t e r n a l  env i ronmen t ,  t h o s e  e f f o r t s  had v e r y  con- 
s i d e r a b l y  improved t h e  e x t e r n a l  p o s i t i o n  and i t s  o u t l o o k .  Fo r  t h e  f u t u r e ,  
i t  was cominon ground t h a t  f u r t h e r  r e t r e n c h m e n t  i n  t h e  c o n s o l i d a t e d  p u b l i c  
s e c t o r  d e f i c i t  was c a l l e d  f o r ,  p a r t i c u l a r l y  s h o u l d  t h e r e  be a n y  s i g n  of a 
r e d u c t i o n  i n  the w i l l i n g n e s s  of t h e  nonbank d o m e s t i c  s e c t o r  t o  f i n a n c e  
th .a t  d e f i c i t  a s  r e a d i l y  as  i n  t h e  p a s t .  

R i l e  u s e f u l  p r o g r e s s  had been made In l i b e r a l i z i n g  t h e  f i n a n c i a l  
s e c t o r ,  Elr. Foot added ,  i t  seemed c l e a r  t h a t  t h e  u n d e r l y i n g  c o n d i t i o n  o f  
inany b a n k s  remaj.ned f r a g i l e ,  and t h a t  monetary  p o l i c y  w i l l  have t o  be 
c o n t i n u e d  w i t h  one eye on f u r t h e r  remedying t h a t  problem. 

Al thoug i ,  i t  was t r u e  thaL t h e  a u t h o r i t i e s  had o p e n e d  the way f o r  
a t ldi . t . ionai .  f o r e  ip i n v e : ; c , m e n t ,  i t  seemed u n w i s e  to expect t o o  much roo 
qiiickJ.1; f r o m  t h e  changes t h a t  had b e e n  made,  Mr. F'ooK c o n s i d e r e d .  Anything 



t h a t  the Government c o u l d  do  t o  d e m o n s t r a t e  t h a t  i t  was t h r o w i n g  t h e  d o o r s  
open  w i d e r  f o r  f o r e i g n  i n v e s t m e n t  on a long- te rm b a s i s  would be h e l p f u l .  

Y 
F i n a l l y ,  v h i l e  i t  was p o s s i b l e  t o  hope t h a t  t h e  t r e n d  o f  t h e  d e b t  

service r a t i o  and of t h e  r a t i o  of e x t e r n a l  d e b t  t o  GNP would be downward 
i n  f u t u r e ,  i t  c o u l d  a l s o  b e  g e n e r a l l y  a g r e e d  t h a t  t h e  c u r r e n t  f i g u r e s  
were as h igh  as w a s  c o m f o r t a b l e  and t h a t  t h e  a u t h o r i t i e s  s h o u l d  t h e r e f o r e  
remain  c o n s e r v a t i v e  i n  t h e i r  a t t i t u d e  t o  t a k i n g  on new e x t e r n a l  d e b t .  

Mr . Yamazaki made t h e  f o l l o w i n g  statement: 

The c l e a r - c u t  e x p o s i t i o n  of h i s  a u t h o r i t i e s '  v iew by 
Mr. Khong, s t a t i n g  a g r e e m e n t s  w i t h  and d i s t i n c t i o n s  from t h e  
s t a f f  a p p r a i s a l ,  i s  h e l p f u l .  

Al though t h e  economic development  of M a l a y s i a  c o n t i n u e d  t o  
s t a g n a t e  somewhat,  t h e  medium-term o u t l o o k  h a s  t u r n e d  o u t  t o  be  
more f a v o r a b l e ,  e s p e c i a l l y  i n  t h e  e x t e r n a l  aree. T h i s  f a v o r a b l e  
o u t l o o k  must  b e ,  i n  l a r g e  p a r t ,  t h e  r e s u l t  of t h e  a u t h o r i t i e s '  
comprehens ive  and c o n t i n u o u s  a d j u s t m e n t  e f f o r t  s i n c e  1982 ,  f o r  
which t h e y  s h o u l d  be  h i g h l y  commended. 

Having s a i d  t h a t ,  however ,  d e s p i t e  t h e  p r o g r e s s  a c h i e v e d  t h u s  
f a r ,  much r ema ins  t o  b e  d o n e ,  p a r t i c u l a r l y  on  t h e  d o m e s t i c  f r o n t ,  
d e s p i t e  t h e  p r o g r e s s  a c h i e v e d  t h u s  f a r .  The p u b l i c  s e c t o r  d e f i c i t  

- -has  more t h a n  doub led  t o  16.6 p e r c e n t  of GNF i n  1 9 8 6 ,  and p r i v a t e  
s e c t o r  a c t i v i t y  h a s  remained s t a g n a n t  owing t o  t h e  weak b u s i n e s s  
c o n f i d e n c e .  I n  t h i s  r e s p e c t ,  I was encouraged  t o  hear Mr. Khong's 
open ing  remarks .  I n  t h e  c i r c u m s t a n c e s ,  t h e  a u t h o r i t i e s '  s t r a t e g y  
i s  now r i g h t l y  d i r e c t e d  toward t h e  r e c o v e r y  of a c t i v i t i e s  i n  t h e  
' p r i v a t e  s e c t o r  t h rough  f u r t h e r  c l o s e  s c r u t i n y  o f  t h e  s i z e  and t h e  
r o l e  of t h e  p u b l i c  s e c t o r .  S i n c e  I am a l s o  of  t h e  view t h a t  t h e  
f i s c a l  imba lance  i s  t h e  ma in  problem t o  be t a c k l e d  f i r s t ,  I c a n  
g e n e r a l l y  s u p p o r t  t h e  t h r u s t  of t h e  a u t h o r i t i e s '  s t r a t e g y .  
S p e c i f i c a l l y ,  i t  i s  e n c o u r a g i n g  t o  know t h a t  e f f o r t s  w i l l  c o n t i n u e  
t o  b e  made t o  r e v i e w  c l o s e l y  and  f u r t h e r  r a t i o n a l i z e  t h e  p u b l i c  
e n t e r p r i s e s .  Fu r the rmore  , p u b l i c  i n v e s t m e n t  w i l l  be s c a l e d  back  
t o  a v o i d  f u r t h e r  i n e f f i c i e n c y  as w e l l  as t h e  c rowding-out  o f  
p r i v a t e '  i n v e s t m e n t .  The e f f o r t s  t o  c o n s o l i d a t e  t h e  budget  
d e f i c i t  w i l l  be c o n t i n u e d  t h r o u g h  b o t h  e x p e n d i t u r e  r e s t r a i n t  and  
r e v e n u e - r a i s i n g  measu res ,  i n c l u d i n g  t h e  tax re fo rms .  

A s  r e g a r d s  t h e  f i n a n c i a l  l i b e r a l i z a t i o n ,  some welcome prog- 
r e s s  has  been  a c h i e v e d  i n  1986 i n  removing c e r t a i n  rules and 
r e g u l a t i o n s ,  t o g e t h e r  w i t h  t h e  s t r o n g e r  m o n i t o r i n g  scheme by t h e  
c e n t r a l  b a n k ,  which w a s  i n t r o d u c e d  t o  s t a b i l i z e  the f i n a n c i a l  
system. F u r t h e r  measures  are  t o  be c a r r i e d  o u t  in 1987.  

Even w i t h  o n l y  l i m i t e d  e x p e r i e n c e  in c o n v e r s a t i o n s  w i t h  some 
of t h e  f o r e i g n  b u s i n e s s  communi t i e s  i n  M a l a y s i a ,  I c o u l d  n o t  b u t  
p e r c e i v e  their q p p r e c i a t i o n  of some e n c o u r a g i n g  signs of f a v o r a b l e  



ciiarige i n  t h e  f o r e i g n  i n v e s t m e n t  env i ronmen t  under  t h e  c a u t i o u s ,  
w e l l  thought -out  g u i d a n c e  o f '  t h e  Government.  S i n c e  I ani a s t r o n g  
b e l i e v e r  i n  t h e  u tmost  impor t ance  of ' f o r e i g n  d i r e c t  i n v e s t m e n t  i n  
t h e  economic development  of any  d e v e l o p i n g  c o u n t r y ,  I v e r y  much 
wish t h a t  such  commendable e f f o r t s  s h o u l d  be f u r t h e r  advanced .  
In s h o r t ,  a l l  t h e  i n t e n d e d  measu res  I have ment ioned  are c o n s i s -  
t e n t  w i th  t h e  a u t h o r i t i e s '  b a s i c  s t r a t e g y  and shou ld  be f i r m l y  
pursued  

L e t  m e  comment b r i e f l y  o n  t h e  s p e c i f i c  i s s u e s ,  and  r e f e r r i n g  
f i r s t  t o  f i s c a l  p o l i c y ,  t h e  r evenue  s t r u c t u r e  s h o u l d  b e  more 
e l a s t i c ;  t h e  p r e s e n t  s t r u c t u r e  i s  n o t  e l a s t i c  enough,  a s  i t  
r e l i e s  l a r g e l y  on  o i l  r evenue  and  impor t - expor t  d u t i e s .  These  
s o u r c e s  are t h e  ma jo r  c a u s e s  of r e v e n u e  v o l a t i l i t y .  I ,  t h e r e f o r e ,  
v e r y  much hope c h a t  t h e  value-added t a x  w i l l  be  i n t r o d u c e d  i n  
t h e  n e a r  f u t u r e .  

With r e s p e c t  t o  e x p e n d i t u r e s ,  I u n d e r s t a n d  M r .  Khong's view 
to  t h e  e f f e c t  t h a t  t h e  a u t h o r i t i e s '  e f f o r t s  t o  c u r t a i l  p u b l i c  
e x p e n d i t u r e  have been masked i n  p a r t  by t h e  r i s e  i n  p u b l i c  d e b t  
s e r v i c e .  N o n e t h e l e s s ,  I wonder whe the r  s t r o n g e r  e f f o r t s  t o  c u t  
c u r r e n t  e x p e n d i t u r e  would n o t  be j u s t i f i e d ,  s i n c e  c u r r e n t  expen- 
d i t u r e - i s  on a n  i n c r e a s i n g  t r e n d  i n  terms of GNP w h i l e  deve lop-  
ment e x p e n d i t u r e  is d e c l i n i n g  s h a r p l y .  In o r d e r  t o  ease t h e  
undue p r e s s u r e  on  t h e  monetary marke t  from t h e  l a r g e  p u b l i c  
sector bor rowing  need ,  t h e  a u t h o - r i t i e s '  t a r g e t  of achiev i .ng  
f i s c a l  b a l a n c e  by 1989 needs  t o  be  r e a l i z e d .  

Second,  measures  t o  remove r i g i d i t i e s  i n  t h e  l a b o r  marke t  
must be s e r i o u s l y  c o n s i d e r e d  now t h a t  t h e  p r o d u c t i o n  s t r u c t u r e  i s  
chang ing  i t s  d i r e c t i o n  toward t h e  m a r k e t - o r i e n t e d  m a n u f a c t u r i n g .  

T h i r d ,  on e x t e r n a l  p o l i c y ,  t h e  c l o s e  m o n i t o r i n g  of e x t e r n a l  
d e b t  shou ld  be c o n t i n u e d .  E x t e r n a l  d e b t  o u t s t a n d i n g  h a s  jumped 
upward i n  1986 m a i n l y  owing t o  t h e  v a l u a t i o n  l o s s  from t h e  
exchange r a t e  changes .  The r e s u l t  r e q u i r e s  g r e a t e r  a t t e n t i o n .  
I n  t h l s  c o n t e x t ,  t h e  r e c e n t  e a r l y  repayment  of d e b t  i s  welcome. 

, Exchange r a t e  p o l i c y  s h o u l d  be conducted  i n  a f l e x i b l e  manner 
so  a5 n o t  t o  undermine c o m p e t i t i v e n e s s ,  e s p e c i a l l y  i n  the r e c e n t l y  
growing e x p o r t - o r i e n t e d  m a n u f a c t u r i n g  s e c t o r .  I j o i n  t h e  s t a f f  
i n  emphas iz ing  such  a p o l i c y  as one  of t h e  key c o n d i t i o n s  f o r  
t h e  f u t u r e  soundness  of t h e  b a l a n c e  of paymenrs .  

Finally, t h e  monetary p o l i c y  s t a n c e  is c o n s i d e r e d  t o  be 
a c c o m w d a t i v e  of t h e  p r i v a t e  s e c t o r  need f o r  c r e d i t .  Al though 
p a s t  e x p e r i e n c e  shows t h a t  h i g h  r a t e s  of c r e d i t  e x p a n s i o n  d i d  no t  
n e c e s s a r i l y  l e a d  t o  t h e  h igh  i n f l a t i o n a r y  p r e s s u r e  i n  M.a iays ia ,  T 
wonder  whether  g r e a t e r  c a u t i o n  s h o u l d  n o t  be e x e r c i s e d ,  e s p e c i a l l y  
w h e r :  t h e r e  is a l a r g e  p u b l i c  b o r r o w i n g  n e e d .  



- 5 k  - 

Mr. A l - A s s a f  made t h e  fo l lowi .ng  s t a t e m e n t :  

Con t inued  a d v e r s e  e x t e r n a l  d e v e l o p m e n t s ,  i nc l . ud ing  a s teep 
d e c l i n e  i n  c m m o d i t y  and o i l  p r i c e s  i n  1 9 8 6 ,  h a v e  undermined t .he 
Malays i an  a u t h o r i t i e s '  a d j u s t m e n t  e f f o r t s  and have dampened 
b u s i n e s s  and consumer c o n f i d e n c e .  

The 2 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  how t o  r e a c t i v a t e  
t h e  economy and r e s t o r e  g rowth  i n  a n  env i ronmen t  of c o n t i n u e d  
f i s c a l  c o n s o l i d a t i o n ,  w i t h o u t  compromising t h e  e x t e r n a l  a d j u s t -  
ment.  Given t h e  magn i tude  of  t h e  l o s s  i n  t h e  growth  impu l se ,  
which i s  e s t i m a t e d  t o  have been  e q u i v a l e n t  t o  c l o s e  t o  11 p e r c e n t  
of GIW i n  1986 a l o n e ,  t h e  t a s k  of r e a c t i v a t i n g  t h e  economy w i l l  
be a d i f f i c u l t  one  i n d e e d .  The  a u t h o r i t i e s  ough t  t o  be commended 
fo: n o t  c o u n t e r i n g  t h e  d e f l a t i o n a r y  impact  from e x t e r n a l  s o u r c e s  
by  f i s c a l  means.  I n s t e a d  t h e y  have w i s e l y  s o u g h t  t o  promote a 
fundamen ta l  a d j u s t m e n t  i n  t h e  economy aimed a t  s t i m u l a t i n g  p r i v a t e  
s e c t o r  growth and i n v e s t m e n t  and c h a n n e l i n g  r e s o u r c e s  t o  t h e  
e x p o r t  s e c t o r .  Such a s t r a t e g y  a p p e a r s  t o  b e  w o r k i n g ,  a s  j u s t  
r e p o r t e d  by Mr. Khong. Manufac tured  e x p o r t s  t u r n e d  around 
s t r o n g l y  t o  r i se  by a l m o s t  20 p e r c e n t  i n  1986,  t o  a l a r g e  e x t e n t  
r e s u l t i n g  from t h e  p r i v a t e  s e c t o r ' s  a g g r e s s i v e  p e n e t r a t i o n  of 
e x t e r n a l  markets. 

Looking a h e a d ,  I a m  p l e a s e d  t o  n o t e  t h e  improvement i n  t h e  
medium-term p r o s p e c t s  of t h e  Malays i an  economy. P r e l i m i n a r y  
e s t i m a t e s  i n d i c a t e  an  a c c e l e r a t i o n  i n  economic growth  and t h e  
emergence i n  1987 of a c u r r e n t  a c c o u n t  s u r p l u s .  The improvement 
i n  t h e  c u r r e n t  a c c o u n t  i s  welcome a s  i t  w i l l  f a c i l i t a t e  t h e  t a s k  
of t h e  a u t h o r i t i e s  i n  s t i m u l a t i n g  d o m e s t i c  demand, and  i n  Fmple- 
.meriting t h e  g rowth -o r i en ted  s t r a t e g y  needed  i n  o r d e r  t o  r e v e r s e  
r e c e n t  t r e n d s  i n  unemployment. I t  i s  i m p o r t a n t ,  however ,  t h a t  
t h e  a u t h o r i t i e s  p e r s i s t  i n  t h e i r  e f f o r t s  i n  t h e  f i s c a l  a r e a  and 
r a t i o n a l i z e  t h e  r o l e  of t h e  p u b l i c  s e c t o r .  S i g n i f i c a n t  p r o g r e s s  
i n  t h i s  r e s p e c t  w i l l  f u r t h e r  s t r e n g t h e n  b u s i n e s s  c o n f i d e n c e  and 
p r o v i d e  a b e t t e r  env i ronmen t  fo r  p r i v a t e  s e c t o r  growth .  I was 
e s p e c i a l l y  impressed  by t h e  a u t h o r i t i e s '  e f f o r t s  and comprehen- 
s i v e  approach  i n  e n c o u r a g i n g  p r i v a t e  s e c t o r  i n v e s t m e n t s ,  bo th  
d o m e s t i c  and f o r e i g n .  T h e  r e c e n t  l i b e r a l i z a t i o n  of t h e  I n d u s t r i a l  
C o o r d i n a t i o n  Act, t h e  r e l a x a t i o n  of t h e  g u i d e l i n e s  f o r  f o r e i g n  
e q u i t y  o w n e r s h i p ,  and  t h e  s t r e a m l i n i n g  of  t h e  Promot ion  of 
Inves tmen t  Act a r e  welcome, and s h o u l d  p r o v i d e  t h e  needed incen-  
t i v e s  t o  enhance  p r i v a t e  investment . ,  i n c l u d i n g  f o r e i g n  d i r e c t  
4 nves tmen t .  

To c o n c l u d e ,  t h e  M a l a y s i a n  a u t h o r i t i e s  have been moving 
t h e i r  economic p o l i c i e s  i n  t h e  r i g h t  d i r e c t i o n .  I commend them 
for  t h e i r  d e t e r m i n a t i o n  t o  p e r s i s t  w i t h  t h e  ad j u s t m e n t  process 
i n  the  face  of  a h a r s h  e x t e r n a l  env i ronmen t .  
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?Ira bai. rioted t h a t  t h e  E f a l a y s i a n  economy c o n t i n u e d  t o  be a f f e c t e d  by 
t h e  198.5 r e c e s s i o n .  
remained h i g h .  Lzrge imba lances  i n  t h e  p u b l i c  s e c t o r  had r e s u l t e d  i n  a 
s - l zab le  and c o n t i n u o u s  f i s c a l  d e E i c i t .  
MaI.aysi.ari economy were m a i n l y  due t o  t h e  adverse e x t e r n a l  e n v i r o n m e n t ,  
marked by a s h a r p  d e c l i n e  i n  commodity p r i c e s .  
ments  however s t h e  b a l a n c e  of payments k e p t  improv ing ,  and i n f l a t i o n  was 
under  c o n t r o l .  
t i e s  were r e a c t i n g  p r o a p t l y  by a d o p t i n g  a package o f  measures  which 
i n c l u d e d  r e d w i n g  government  spend ing  r e s t r u c t u r i n g  t h e  p u b l i c  s e c t o r  
promoting e x p o r t s ,  and e n c o u r a g i n g  p r i v a t e  i n v e s t m e n t .  I n  h i s  view, t h e  
a u t h o r i t i e s '  a d j u s t m e n t  e f f o r t s  were moving i n  t h e  r i g h t  d i r e c t i o n ,  and 
t h e  e f f e c t i v e  imp lemen ta t ion  of  t h e  a d j u s t i u e n t  measures  had a l r e a d y  
b r o u g h t  a b o u t  a n  u p t u r n  i n  t h e  economy. 

Although ~ ~ t p i ~ t  had s t a r t e d  t o  r i s e ,  unemployment 

The d i f f i c u l t i e s  f a c i n g  t h e  

Thanks t o  t i m e l y  a d j u s t -  

I t  was p a r t i c u l a r l y  h e a r t e n i n g  t o  n o t e  t h a t  t h e  a u t h o r i -  

I n  a d d i t i o n  t o  t h o s e  g e n e r a l  o b s e r v a t i o n s ,  M r .  Dai made t h r e e  s p e c i f i c  
comments. F i r s t ,  t h e  msasu res  b e i n g  t a k e n  i n  1937 t o  reform t h e  p u b l i c  
s e c t o r  appea red  t o  f o c u s  m o s t l y  on r e s t r a i n i n g  e x p e n d i t u r e s ,  a l t h o u g h  i t  
seemed t h a t  g r e a t e r  a t t e n t i o n  may need  t o  be p a i d  t o  d e a l i n g  wi th  t h e  
l a r g e  loss-making heavy i a d u s t r i e s  i n  t h e  p u b l i c  s e c t o r .  

Second,  while a s h a r p  c u t b a c k  i n  p u b l i c  s e c t o r  i n v e s t m e n t  had been  
u n d e r  way, p r i v a t e  i n v e s t m e n t  had n o t  y e t  i n c r e a s e d  s i g n i f i c a n t l y ,  Mr. D a i  
n o t e d ,  r e s u l t i n g  i n  weak g r o s s  i n v e s t m e n t .  That  w a s  a matter c a l l i n g  f o r  
a t t e n t i o n ,  noc  o n l y  b e c a u s e  of i t s  a d v e r s e  e f f e c t s  on s h o r t - t e r m  growth  
and employment but  a l s o  f o r  t h e  long- te rm impact  o n  M a l a y s i a ' s  economic 
development .  C o n s e q u e n t l y ,  t h e  f o r c e f u l  i m p l e m e n t a t i o n  of t h e  comprehen- 
s i v e  i n d u s t r i a l  p o l i c y  ought  t o  be g i v e n  p r i o r i t y .  

T h i r d ,  i n  t h e  base  s c e n a r i o  f o r  t h e  medium-term o u t l o o k ,  manufac tu red  
e x p o r t s  were p r o j e c t e d  t o  grow a t  7 p e r c e n t  a n n u a l l y ,  Mr. Dai o b s e r v e d .  
I n  view o f  t h e  u n c e r t a i n t i e s  i n  t h e  wor ld  economy, p a r t i c u l a r l y  w i t h  
r e spec .& '  t o  commodity p r i c e s ,  i t  ini.ght be a d v i s a b l e  f o r  t h e  a u t h o r i t i e s  t o  
be  p repa red  f o r  less f a v o r a b l e  e v e n t u a l i t i e s ,  e v e n  though t h e  per formance  
of t h e  m a n u f a c t u r i n g  s e c t o r  might  w e l l  c o n t i n u e  on i t s  c u r r e n t  buoyan. 
c o u r s e .  

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

M a l a y s i a ' s  r e c e n t  economic d i f f i c u l t i e s  have  s e r v e d  to  h igh -  
l i g h t  p re -ex i s t i i l g  s t r u c t u r a l  weaknesses  i n  t h e  economy. These 
i n c l u d e  Lack of a b r o a d l y  based  i n d u s t r i a l  s t r u c t u r e ,  e x c e s s i v e  
dependence  on g o v e r r n e n t  in .vestment  i n i t i a t i v e s ,  and t h e  uneco- 
nomic n a t u r e  of e l emen t s  o f  p a s t  p r i v a t e .  a n d  p u b l i c  s e c t o r  
i . n v e s t n e n t  I t h e  weakness of t h e  f i n a n c i a l  s e c t o r ,  and  i n a d e q u a t e  
f l .nanc . ia l  r e g u l a t i o n .  

The H a l a y s i a n  a u t i i o r i  t i e s  nave responded v i g o r o u s l y  by d e v e l -  
o p i n g  a n  ad jus tmen t  strategy bhich  emphas izes  t h e  need t o  r educe  
n h e  ro1.e of t h e  s t a t e  ir ,  econani.c a c t i v i t y  a;':3 t o  promote a s  
? f < i c i . e n t  p r i v a t e  s e c t o r ,  geared pri.inar:iijr tr; e ; - p o r t - o r i e n t e d  
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a c t i v i t y .  I n  o r d e r  t o  a c h i e v e  t h i s  o b j e c t i v e ,  a c r i t i c a l  element 
w i l l  be t h e  r e d u c t i o n  i n  t h e  number of n o n f i n a n c i a l  p u b l i c  e n t e r -  
pr ises ,  e n s u r i n g  a t  t h e  same time t h a t  t h o s e  t h a t  remain  i n  t h e  
pub l i  c s e c t o r  o p e r a t e  e f f i c i e n t l y  and s u b j e c t  to  t h e  d i s c i p l i n e  
of t h e  marke t .  It is n o t a b l e  t h a t  t h e r e  h a s  been  a p r o l i f e r a i i o n  
of e n t e r p r i s e s  w i t h  v a r y i n g  d e g r e e s  of s t a t e  e q u i t y  invo lvemen t  
i n  M a l a y s i a ;  t h e  background pape r  re fe rs  t o  some 900 s u c h  e n t i t i e s  
as b e i n g  mon i to red  by t h e  C e n t r a l  I n f o r m a t i o n  C o l l e c t i o n  U n i t .  
The s t a f l  r e p o r t  p o i n t s  o u t ,  i n  a t e l l i n g  f o o m o t e ,  t h a t  between 
1973-75 and 1982-85, t h e  i n c r e m e n t a l  c a p i t a l  o u t p u t  r a t i o - - w i t h  
a l l  i t s  d e f e c t s  as a n  i n d i c a t o r  of a g g r e g a t e  i n v e s t m e n t  
p r o d u c t i v i  ty--doubled f r a n  t h r e e  t o  s i x .  The a s s o c i a t i o n  ke tween 
t h i s  i n c r e s s e  and t h e  p r o l i f e r a t i o n  of s t a t e  e p t i t i e s  is  s u r e l y  
no t  c o i n c i d e n t a l .  As t h e  s t a f f  c o n c l u d e s ,  and  as i s  r e c o g n i z e d  
by t h e  Malays ian  a u t h o r i t i e s ,  t h e r e  i s  a c o m p e l l i n g  need f o r  t h e  
development  of a s y s t e m a t i c  s t r a t e g y  f o r  p r i v a t i z a t i o n .  D e c i s i o n s  
on a n  ad hoc b a s i s ,  e n t e r p r i s e  by e n t e r p r i s e ,  would n o t  be  an 
e f f i c i e n t  way t o  proceed  o v e r  t h e  medium term. 

Regard ing  f i s c a l  p o l i c y ,  t h e  a u t h o r i : ! . ~ ~  r e c o g n i z e  t h e  need 
to g e n e r a t e  i n c r e a s e d  l e v e l s  of p t b l i c  s a v i n g s .  To t h i s  e n d ,  
t h e y  have  u n d e r t a k e n  a number of welcome measures  t o  r e s t r a i n  
e x p e n d i t u r e .  These  i n c l u d e  what i s  d e s c r i b e d  as a " v o l u n t a r y  
morator ium" on wage i n c r e a s e s .  I u n d e r s t a n d  t h a t  t h i s  m y  be 
somewhat of a misnomer,  i n s o f a r  a s  i n  M a l a y s i a  mora l  s u a s i o n  may 
be a more e f f e c t i v e  i n s t r u m e n t  t h a n  i t  i s  i n  o t h e r  c o u n t r i e s .  
We would a l so  emphas ize  t h e  i m p o r t a n c e  of t h e  Malays i an  a u t h o r -  
i t i e s  p e r s e v e r i n g  i n  t h e i r  e f f o r t s  t o  r e d u c e  dependence  on 
pe t ro l eum rece ip t s  as a s o u r c e  of r e v e n u e  and t o  i n c r e a s e  t h e  
o v e r a l l  buoyancy of t h e  tcix s y s t e m .  The estimates of t a x  buoy- 
a n c i e s  r e p o r t e d  i n  Tab le  9 o f  t h e  background p a p e r  a r e  encour sg -  
i n g .  However, s t i l l  g r e a t e r  e f f o r t s  seem t o  be c a l l e d  f o r .  
T a b l e  2 5  of t h e  same p a p e r  shows  t h a t  between 1983 and 1986 ,  t h e  
s h a r e  of nonpe t ro l eum revenue  i n  t o t a l  f e d e r a l  government  r e v e n u e  
a c t u a l l y  d e c l i n e d  from 7 2  p e r c e n t  i n  1983 t o  6 4  p e r c e n t .  H a p p i l y ,  
an i n c r e a s e  i s  budgeted  f o r  1987 .  S i m i l a r l y ,  nor , -oi l  r e v e n u e  as 
a p e r c e n t a g e  of G N P ,  a s  shown i n  T a b l e  2 of t h e  s t a f f  r e p o r t ,  h a s  
shown no  cendency t o  i n c r e a s e  i n  r e c e n t  y e a r s .  We a l s o  n o t e  t h a t  
s u b s t a n t i a l  u s e  of t a x  c o n c e s s i o n s  t o  promote i n v e s t m e n t  and 
e x p o r t s ,  o f t e n  i n  t h e  most dynamic a r e a s  of t h e  economy, t e n d s  
t o  e rode  t h e  t a x  base and m y  have n e g a t t v e  consequences  f o r  
a c h i e v i n g  f i s c a l  b a l a n c e .  F u r t h e r  e x t e n s i o n s  of t h e s e  c o n c e s s i o n s  
s h o u l d  r e c e i v e  c l o s e  s c r u t i n y .  

-. 

The o p e r a t i o n  of monetary  p o l i c y  l a s t  y e a r  was complicat .ed 
by i2xchange r a t e  c :ons ide ra t iDns .  While t h e  a u t h o r i t i e s '  aim was 
: o  be broaclly accommodat ing,  i n  t h e  ever , t  monetary  p o l i c y  Gas 
somewhat inore r e s t r l c t  i v e  t h a n  had been in tendc?d .  Given t h e  need.  
to  encourage  p r i v a t e  s e c t o r  i n v e s t m e n t ,  an  accommodat I n g  s t a x e  
th i s  yea r  w o u l d  a l s o  seem t o  b e  a p p r o p r i a t e .  However, i t  is  
iinportari i :  cha t  t h e  demands  o f  t h e  p r i v a t e  s ec to r  s h o u l d  be 



acc lm i~oda ted ,  but no more, and i t  i s  e s s e n t i a l  t o  a v o i d  any  
t e n d e n c y  € o r  c r e d i t  e x p a n s i o n  t o  re :z indle  t h e  s p e c c l a t i v e  a c t i v -  
i t i e s  o f  recent y e a r s .  The measures  t o  l i b e r a l i z e  t h e  f i n a n c i a l  
sys tem a r e  t o  be welcomed, a s  are  t h e  s t e p s  t a k e n  LO improve t h e  
framLwork of f i n a q c i a l  s u p e r v i s i o n  i n  M a l a y s i a .  T h e s e  were 
c l e a r l y  e s s e n t i a l  i n  o r d e r  t o  r e s t o r e  t h e  dainage t o  c o n f i d e n c e  
i n  t h e  €inancic;J.  s ec to r .  We welcome i n  triis r e g a r d  t h e  f a c t  
t i m t  t h e  Fund was a b l e  t o  p r o v i d e  t e c h n i c a l  a s s i s t z n c e  t o  h e l p  
t h e  Rank Negnra i n  i t s  e f f o r t s .  

Or, exchange  r a t e  p o l i c y ,  we a r e  i n c l i n e d  t o  a g r e e  w i t h  t h e  
s t a f f  t h a t  a n  a c t i v e  use of exchange ra te  p o l i c y  would t e n d  t o  
prcimote a more c o m p e t i t i v e  i n d u s t r i a l  sector .  I s y m p a t h i z e ,  
however,  w i t h  t h e  Malays i an  a u t h o r i t i e s  i n  t h e i r  b e l i e f  t h a t  i t  
was e s s e n t i a l .  t o  remain  s e n s i t i v e  t o  t h e  s t a t e  of m a r k e t  c o n f i -  
dence .  By t h i s ,  I t a k e  i t  t o  mean t h a t  i t  i s  i m p o r t a n t  t o  a v o i d  
d i s o r d e r l y ,  p r e c i p i t a t e  movements i n  t h e  exchange  r a t e ,  which 
c.ould have damaging e f f e c t s  on c o n f i d e n c e  i n  t h e  M.alaysian 
f i n a n c i d l  and economic s y s t e m .  One o t h e r  p o i n t  c o n c e r n i n g  t h e  
exchange r a t e  i s  t h a t  f a c t  t h a t ,  i n  e f f e c t i v e  exchange  r a t e  terms, 
t h e  r i n g g i t  has d e p r e c i a t e d  markedly  o v e r  t h e  l a s t  two y e a r s .  A t  
t h e  same time, p r i c e s  i n  M a l a y s i a  have  been q u i t e  s t a b l e  and 
i m p o r t  p r i c e s  i n  domest ic  c u r r e n c y  have a c t u a l l y  a p p e a r e d  t o  f a l l ,  
c o n t r a r y  t o  e x p e c t a t i o n s .  I wonder whether  t h e  s t a f f  c o u l d  g i v e  
some e x p l a n a t i o n  of t h i s  b e h a v i o r ,  and comment on what i t  i m p l i e s  
f o r  t h e  u s e  of t h e  e x c h a n g e - r a t e  as  a n  i n s t r u m e n t  o f  b a l a n c e  of 
payments a d j u s t m e n t  i n  a n  economy such  as M a l a y s i a ' s .  

F i n a l l y ,  w e  would e n c o u r a g e  t h e  a u t h o r i t i e s  t o  p e r s e v e r e  i n  
t h e i r  ad jvstrnent  e f f o r t s .  There a r e  c l e a r l y  i m p o r t a n t  g a i n s  t o  
tie a c h i e v e d  by t h e  r e s o l u t e  p u r s u i t  0 ;  t h e  p 3 l i c i e s  + icLi  a r e  
al-ready i n  p l a c e  o r  i n  p r o s p e c t .  A d m i t t e d l y ,  t h e r e  i s  a wor ry ing  
i n c r e a s e  i n  t h e  r a t e  of unemployment i n  M a l a y s i a ,  h u t  i t  would b e  
i i n€or t . una te  i f  t h i s  were t o  l e a d  t o  a n y  weakening of t h e  a d j u s t -  
ment e f f o r t  a t  t h i s  t i m e .  T h e r e  i s  a b u n d a n t  e v i d e n c e  c f  how 
q u i c k l y  hard-won g a i n s  can be l o s t  through p r e m a t u r e  r e l a x a t i o i :  
oE p o l i c i e s .  I found Mr. Khong's s t a t e m e n t  v e r y  e n c o u r a g i n g  1.n 
t h i s  r e s p e c t .  

?lr. Fernando made t h e  f o l l o w i n g  s t a t e m e n t :  

T h e  s t r u c t u r a l  t r a r > s f o r m a t i o n  of t h e  Elalaysian economy 
s i n c e  t h e  e a r l y  1970s i s  s t r i k l . n g .  C o n s i d e r a b l e  d i \ e r s i f i c a t j . o n  
of : r a d i . t i o n a l  a g r i c u l t u r e  h a s  o c c u r r e d .  W i t h  t h e  impetus  of  
domesti.c output -  of pe t ro leum and gas, t h e  rnini.ng s e c t o r  h a s  
s t r s n g t h e n e d .  Most welcome i s  i h e  s t e a d y  groiltil  o f  t h e  m e n u f a c -  
Luring i n d u s t r y ,  which i n c r e a s e d  i t s  share  of GT!P from 12 percent 
i.ri 1.971 t o  2 1  p e r c e n t  l a s t  y e a r .  T h c s e  d e v e l o p m e n t s  h a v e  p r o v i d e d  
t h f ?  basis  f o r  a s t r o f i g  growt\ i  c7f e X p O - t S  a n d ,  eqtJdl.!y impc?rt.nnt, 
j v ; i r i e t v  ,2nd a r e s i l i e n c y  :d c h c .  p r o d u c c  cornposi t!:.o:: c;f e?:pCJrts .  



T h e  s t r o n g  e x p o r t  b i a s  o f  m a n u f a c t u r e d  prcducts--44 p e r c e n t  of 
t o t a l .  e x p o r t s - - i s  commendable. M r .  Khong h a s  commented a n  the 
s e t b a c k  t o  growth  i n  th.e l a s t  two y e a r s .  But over t h e  b r o a d e r  
s p a n  of time M a l a y s i a  h a s  s u c c e s s f u l l y  combined s t r u c t u r a l  c h a n g e s  
wi th  a s t r o n g  growth r e c o r d .  Judgments  a b o u t  t h e  yea r - to -yea r  
per forn iance  of economic p o l i c i e s  and economic management must  
a t t a c h  s u f f i c i e n t  weight  t o  M a l a y s i a ' s  good r e c o r d ,  which i s  
s u f f i c i e n t l y  s a t i s f a c t o r y  t o  a l l o w  t h e  M a l a y s i a n  a u t h o r i t i e s  t o  
he  t h e  best judge  of t h e  t i m e t a b l e  for a c t i o n .  

On t h e  s u b j e c t  of t h e  volume of e x p o r t s  of m a n u f a c t u r e s ,  t h e  
s e n s i t i v i t y  a n a l y s i s  f o r  t h e  medium term p o i n t s  t o  a more a d v e r s e  
e f f e c t  on t h e  c u r r e n t  a c c o u n t  of t h e  b a l a n c e  of payments of a 
r e d u c t i o n  i n  e x p o r t  volume t h a n  of a s t o c k b u i l d i n g  e x e r c i s e .  The 
s t a f f  r e p o r t  q u i t e  r i g h t l y  a t t a c h e s  i m p o r t a n c e ,  f o r  r e a c h i n g  t h e  
medium-term t a r g e t s ,  o f  c o m p e t i t i v e  s t r e n g t h  and t h e  s t r e n g t h e n i n g  
of bus ine . s s  c o n f i d e n c e .  P o l i c i e s  i n  t h i s  area l i e  w i t h i n  t h e  
c o n t r o l  of t h e  Malays ian  a u t h o r i t i e s ,  and  g i v e n  t h e  r e c e n t  t r e n d s  
and proposed  p o l i c i e s ,  we are  c o n f i d e n t  t h a t  p r o g r e s s  toward t h e  
o b j e c t j v e s  w i l l  be a c h i e v e d .  A t  t h e  same t ime,  a n  e q u a l l y  
i m p o r t a n t  r o l e  can  be p l a y e d  by t h e  commitment of i n d u s t r i a l  
c o u n t r i e s  t o  keep  t h e i r  m a r k e t s  open t o  Malays i an  e x p o r t s ,  a 
f a c t o r  which i s  beyond M a l a y s i a ' s  c o n t r o l  b u t  which presumably  
ha5  n o t  been  a n  i s s u e .  N e v e r t h e l e s s ,  t h e  i n c r e a s e d  r e l o c a t i o n  of 
p r o d u c t i o n  f a c i l i t i e s  f i n a n c e d  by f o r e i g n  c a p i t a l ,  on  t h e  b a s i s  
o f  Ma lays i a  be ing  a low-cos t  c o u n t r y ,  ra ises  t h e  p o s s i b i , l j . t y  of 
such  a rCsk f o r  long-range  p l a n n i n g .  

WiLh a v iew t o  e a i n t a i n i n g  and improv ing  t h e  i n c e n t i v e  s t r u c -  
t u r e  t o  keep up t h e  momentum f o r  e x p a r t s ,  t h e  a u t h o r i t i e s ,  w h i l e  
g i v i n g  an  i m p o r t a n t  p l a c e  t o  a f l e x i b l e  exchange  ra te  p o l i c y ,  
a l s o  p o i n t  t o  t h e  need f o r .  o t h e r  i n c e n t i v e s ,  e s p e c i a l l y  o f  a 
f i s c a l  n a t u r e .  The s t a f f  h a s  c o r r e c t l y  p o i n t e d  t o  t h e  d i s t o r -  
t i o n s  t h a i  such i n c e n t i v e s  c a n  c a u s e ,  i n  p a r t i c u l a r  by weakening 
>he t a x  s t r u c t u r e .  However, we  h a v e  much sympathy w i t h  t h e  
a u t h o r i t i e s '  v i e w p o i n t .  N e w  e x p o r t s ,  p r o d u c t  deve lopmen t ,  and 
e n t r y  i n t o  new marke t s  a r e  f r a u g h t  w i t h  u n c e r t a i n t i e s  and r i s k s  
t h a t  may n o t  be a d e q u a t e l y  t a k e n  care of by t h e  exchange r a t e  
i n s t r u m e n t .  The a u t h o r i t i e s  s h o u l d  a l s o  h a v e  t h e  f l e x i b i l i t y  t o  
judge  t h e  a p p r o p r i a t e n e s s  of exchange  r a t e  movements.  I n  an open 
economy l i k e  Na l . ays i a ' s ,  t h e  a d v a n t a g e s  a t t a c h i n g  t o  a s t a b l e  
exchange  r a t e  shou ld  be c a r e f u l  l v  weighed .  A fr7st d e p r e c i a t i n g  
r a t e  w i l l  a l s o  f e e d  back i n t o  c o s t s ,  and t h e  a u t h o r i t i e s  a r e  
r n i n d f i i i  of t h e  impor t  concen t  of t h e  m a n u f a c t u r e s .  T h e  exchange  
r a t e  i n c e n t i v e  f o r  e x p o r t s  s h o u l d  a l s o  be p l aced  i n  t h e  pe r spec -  
t i v e  ot the t o t a l  i n c e n t i v e  s t r u c t u r e  f o r  a l l  p r o d u c t i o n ,  i n c l u d -  
i n g  p r o d u c t i o n  for  the d o m e s t i c  m a r k e t .  Higher  i n c e n t i v e s  € o r  
d o m e s t i c  m a r k ?  p r o d u c t i o n  s h o u l d  not a c t  as  an  impediment f o r  
e x p o r t  m a n u f a c t u r e .  I n  t h e  c o n t e x t  of the  i n c r e a s i n g  impor t ance  



of f(.>reiKi> c a p i t a l  invescmenc. i r :  ?. '!alaysian e x p o r t s ,  w e  wonder 
a b o u t  t h e  r e l a r i v e  merits f o r  i n v e s t m e n t  d e c i s i o n s  of f i s c a l  
i n c e n t  i v e s  v e r s u s  a rea1isti.c exchange  r a t e  p o l i c y .  

We hsve viewed w i t h  some c o n c e r n  t h e  d e c l i n e  of i n v e s t m e n t ,  
i n  p a r t i c u l a r  p r i v a t e  i n v e s t x z t ,  whf ch i s  u n f o r t u n a t e  n o t  mere ly  
because  I t  is  a c o n s t r a i n t  t o  f u t u r e  g r c w t h ,  b u t  because  i t  would 
a l s o  r educe  t h e  e a r l y  p o s s i b i l i t i e s  of improving  t h e  i n c r e m e n t a l  
c a p i t a l  o u t p u t  r a t i o .  We wel.corne t h e  s t e p s  a l r e a d y  t a k e n  and 
t h o s e  con templa t ed  t o  f a c i l i t a t e  p r o c e d u r e s  f o r  i n v e s t m e n t  , t h e  
s p e c i f i c  i n c e n t i v e s  be ing  d e v e l o p e d ,  and  t h e  p r o g r e s s  made i n  
removing t h e  r e m a i n i n g  impediments .  In t h e  c o n t e x t  of t h e  f o c u s  
o n  expandi.ng f o r e i g n  i n v e s t m e n t  w e  bsve no ted  t h e  case-by-case 
approach  u n d e r  wt i ich  t h e  d e t e r m i n a t i o n  of owner sh ip  i s  i n f l u e n c e d  
by such  f a c t o r s  a s  e x p o r t  o r i e n t a t i o n ,  and t h e  number of workers  
employed. It would be h e l p f u l  i f  t h e  s t a f f  or Mr. Khong would 
i n d i c a t e  whe the r  b r o a d e r  parameters fer 2cji;eign i n v e s t m e n t  

t h e  economy o r  s p e c i f i c  p - o d u c t  l i n e s  t h a t  are n o t  open f o r  f o r e i g n  
i n v e s t m e n t ?  Another  q u e s t i o n  i s  whether  f o r e i g n  i n v e s t m e n t s  are 
p e r m i t t e d  i n  c o m p e t i t i o n  w i t h  t h e  n o n f i n a n c i a l  p u b l i c  e n t e r p r i s e s ?  
Pe rhaps  :he s t a f f  c o u l d  a l s o  g i v e  some i n d i c a t i o n  of any  s p e c i a l  
f e a t u r e  of f o r e i g n  i n v e s t m e n t  i n  m a n u f a c t u r i n g  i n d u s t r y ,  f o r  
i n s t a n c e ,  t h e  p o s s i b l e  c o n c e n t r a t i o n  of investmF;nt i n  c e r t a i n  pro- 
d u c t  l i n e s .  These a r e  q u e s t i o n s  t h a t  would h e l p  u s  t o  gauge t h e  

- impor tance  of f o r e i g n  e n t e r p r i s e  i n  t o t a l  manufac tu r ing  . e x p o r t s .  

appr ,bvals  e x i s t ,  in part-cu;d;, a r c  r - n - 4 6 4 -  -.-&-e-+--- 4 -  
C L . I L L  ' p . - C I L * C  U C L " U I - C C " L 4  * L .  

I t  h a s  been  observed  t h a t  p r i c e s  were remarkably  s t a b l e  
d u r i n g  1986, w i th  t h e  consumer p r i c e  i n d e x  showing o n l y  a 0.7 per-  
c e n t  i n c r e a s e ,  d e s p i t e  t h e  e x p a n s i o n a r y  s t i m u l u s  of t h e  f i s c a l  
d e f i c i t ,  t h e  a c o m m d a t i v e  monetary p o l i c y ,  which r e s u l t e d  i n  t h e  
i n f u s i o n  of l i q u i d i t y  i n t ?  t h e  f i n a n c i a l  s y s  tem , and t h e  exchange 
r a t e  d e p r e c i a t i o n  i n  n o m i n a l  3s w e l l  a s  real  terms. I n  such '1 
s i t u a t i o n ,  i t  is  most  i n t e r e s t i n g  t o  e n c o u n t e r  p r i c e  s r r a b i l i t y .  
The re  i s  a reference t o  A d e c l i n e  i n  impor t  p r i c e s  and i t  would 
be h e l p f u l  t o  know how t h i s  o c c u r r e d ,  g i v e n  t h e  downward movement 
of  t h e  exchange r a t e .  We have n o t i c e d  a r e f e r e n c e  t o  a p r i c e  
s u p e r v i s i o n  scheme  under  which t h e  p r i c e s  of a number oi i t e m s  
were lowered .  What was t h e  r a t i o n a l e  u n d e r l y i n g  t h i s  a c t i o n ?  
Was the re  any a d v e r s e  e f f e c t  o n  t h e  o p e r a t i o n s  of n o n f i n a n c i a l  
p u b l i c  e n t e r p r i s e s  as a r e s u l t  of  d e c i s i o n s  on p r i c i n g  b e i n g  
t a k e n  by a n o t h e r  a u e h o r i t y ?  

F i n a l .  Ly, w e  welcome t h e  i n p o r t a n t  s t e p s  t a k e n  t o  reform t h e  
f i n a n c i a l .  s t . r u c t u r e .  IC w o u l d  a p p e a r  t h a t  i n  compar ison  t o  t h e  
r a p i d  and s u b s t a n t i a l  changes i .n o rher  a r e a s  of s t r u c t u r a l  ad just- 
merit I t he  f i n a n c i a l .  s e c t o r  h a s  l a g g e d  b e h i n d .  T h e  r e q u i r e d  
improvement i!; b i is iness  c o n f i d e n c e  to a c h i e v e  a s u s t a i n e d  Level  
cf p r o d u c t i v e  inve .5  trncnt: w o u l d  be greatiy f a c i l i t a t e d  by Fmprove- 
merits LO t h e  f i n a n c i a l  s y s t e n .  We urge t h e  a u t h o r i . t t e s  t o  press  
a h e a d  W l C h  ? h e i r  p r ~ g r a m .  



Plrs. F i l a r d o  made t h e  f o l l o w i n g  s t a t  emen t :  

T h e  M a l a y s i a n  a u t h o r i t i e s  merit commendation f o r  t h e i r  
impressi .ve e f f o r t  and dynamism i n  d e s i g n i n g  and  implemen t ing  a 
sourid economic medium-term s t r a t e g y  I n i t i a t e d  i n  1986 t h a t  
e n v i s a g e s  a s i g n i f i c a n t  improvement i n  t h e  c u r r e n t  a c c o u n t  of 
t h e  b a l a n c e  of payments  and e x t e r n a l  d e b t  p o s i t i o n ,  n o t w i t h s t a n d -  
t n g  t h e  weakening o f  p r i c e s  i n  t h e  country's k e y  p r i m a r y  e x p o r t  
ccnnmodit ies ,  which was r c f l e c t e d  i n  a US$4 b i1 . l ion  d r o p  i n  
e x p o r t  e a r n i n g s .  E s p e c i a l l y  r e m a r k a b l e  h a v e  been t h e  measu res  
u n d e r t a k e n  i n  c u t t i n g  government e x p e n d i t u r e s  and i n  p r i v a t i z i n g  
t h e  s ta te -owned c o m p a n i e s ,  a imed a t  r e d u c i n g  t h e  f i s c a l  d e f i c i t .  

As M r .  Khong s t r e s s e d  i n  h i s  s t a t e m e n t ,  t h e  a u t h o r i t i e s  
have  made a g r e a t  e f f o r t  t o  c o n s o l i d a t e  t h e  p u b l i c  s e c t o r  s i n c e  
1 9 8 2 ,  and  t h e  renewed l a rge  d e f i c i t  i n  1986-1987 was m a i n l y  d u e  
t o  t h e  dec  1.ine i n  r e v e n u e s ,  s i n c e  c o n s o l i d a t e d  government expen- 
d i t u r e s  have f a l l e n  i r ?  r ~ z i l  icrrns s i n c e  1984. We a l s o  welcorne 
t h e  a u t h o r i t i e s '  i n t e n t i o n  t o  keep external .  d e b t  unde r  c o n t r o l ,  
and  t h e i r  f i r m  commitment t o  p e r s e v e r e  w i t h  t h e  improvement o€ 
F i n a n c i a l  imba lances  a s  well as t h e  i m p l e m e n t a t i o n  of mone ta ry ,  
exchange ,  and  t r a d e  p o l i c i e s  w i t h  8 view t o  s t i m u l a t i n g  b u s i n e s s  
conf idenc.e and i n c r e a s i n g  . p r i v a t e  i n v e s t m e n t .  N o t w i t h s t a n d i n g  
the f a c t  t h a t  t h e  1987 budge t  and t h e  medium-term s t r a t e g y  
a p p e a r  t o  i n c l u d e  economic  measu res  i n  t h e  r i g h t  d i r e c t i o n ,  i n  
what  f o l l o w s  w e  would l i k e  t o  s t r e s s  some p o i n t s  r e l a t e d  t o  
p u b l i c  f i n a n c e  and  monetary  r e f o r m s .  

Given  t h e  i m p o r t a n c e  of t h e  p u b l i c  s e c t o r  i n  t h e  economy and 
tile e x t e n s i o n  of e n t . r e p r e n e u r a 1  a c t i v i t y  by t h e  Government a t  a l l  
l e v e l s ,  t h e  t h r u s t  of t h e .  problem r e m a i n s  t h e  d e f i c i t  of  t h e  non- 
financial p u b l i c  e n t e r p r i s e s  t h a t  w i l l  c o n t i n u e  t o  d e t e r i o r a t e  as 
3 r e s u l t  of t h e  e x p e c t e d  r evenue  d e c l i n e  and o p e r a t i n g  e x p e n d i t u r e  
i n c r e a s e .  T h u s ,  e v e n  though t h e  a u t h o r i t i e s '  budget  s t r a t e g y  
e n v i s a g e s  a r e d u c t i o n  of t h e  p u b l i c  s e c t o r ,  ;ne i1;provement of 
t h e  c o u n t r y ' s  e f f i c i e n c y  and t h e  p romot ion  of p r i v a t e  i n v e s t m e n t ,  
t h e r e  seems t o  be a need f o r  s t r u c t u r a l  r e fo rm i n  t h i s  a r e a ,  w i t h  
a c l e a r - c u t  definition G €  t h e  r o l e  of t h e  Government i n  t h e  
economy. I n  t h i s  r e g a r d ,  i t  i s  u s e f u l  t o  l e a r n  t h a t  " t h e  a u t h o r -  
i t i e s  b e l i e v e  t h a t  t h e  key t o  s u s t a i n e d  long- t e rm growth  rests 
r r i c i i n l y  o n  r h e  p r i v a t e  s e c t o r "  and t h a t  t h e y  a r c  cornmitt-ed to 
i m p I erne n t i 11. g t tie 1: e.q ui r cd meds i i  r e s . 

W i t h  respec t  t i 3  monetary  p n l i c y ,  t he  move bv t h e  a u t h o r i t i e s  
t.i> i iyiiamic a n d  f lc : i . ib le  i n t e r e s t  r a t e  managemen t ,  t o  r e d u c e  t h e  
: ~ ~ ; : n i c n t n t i o n  of t h e  f i , n n r i c i ; l l  m-irket ,  and t s  s t r e : ig the ,n  t h e  
s t a n d i  i t &  of t he  t i r i a n c i a !  s y s t e m  have  been ussful changes  i n  the  
ri.gli t :ii rc;r. i o n .  Nevertheless, w e  h a v e  ncjred t h a t  e v e n  though 
I ie;.rnsit r a t e s  wrc? a t  il s u f € i c j f . ? i ~ t  i c ? v e l  tc! vromote t h e  mobi.1.iza- 
t i o , ?  I.;< f l r i a n c i a :  Si:i\ril>gs and discourage c a p i t a l  o u t f l o w ,  t h e  
iiit:e?res:: !.encfin)r, r:ite h a s  been m s l n t a i n e d  a t  ; ~ b ~ i t ~ t  i 2 . 3  p e r c e n t  



s i n c e  1982,  w h i l e  t h e  d e p o s i t  r a t e  d e c l i n e d  from 10 p e r c e n t  i.n 
1.982 t o  4 . 5  p e r c e n t  i n  1987. 
t h o s e  r a t e s  f o r  such  a l o n g  t i i n 2  i s  a n  i n d i c a t i o n  of s t r u c t u r a l  
weaknesses  o r  t h e  l a c k  of  c o m p e t i t i v e n e s s  of t h e  banking s y s t e m ,  
i n  which case t h e r e  e x . s t  r i g i d i t i e s  i n  t h e  management o f  mone- 
t a r y  p o l i c y .  Although t h e  Bank Negara h a s  implemented s e v e r a l  
measures  t o  t a c k l e  t h e  problem,  t h e  l e n d i n g  r a t e  r ema ins  a t  
1 1 . 2  p e r c e n t ;  aaybe  t h e  s t a f f  o r  M r .  Khong would l i k e  t o  e l a b o r a t e  
on t h i s  p o i n t .  

T h i s  s i g n i f i c a n t  s p r e a d  between 

F i n a l l y ,  w e  a g r e e  w i t h  t h e  s t a f f  and w i t h  Mr. Khong t h a t  
t h e  medium-term p r o s p e c t s  f o r  t h e  Malays i an  economy a p p e a r  t o  be 
more f a v o r a b l e  and t h a t  t h e  set  of macroeconomic p o l i c i e s  and 
s t r u c t u r a l  r e fo rms  t h a t  t h e  a u t h o r i t i e s  have  been  implement ing  
a r e  s teps  i n  t h e  r i g h t  d i r e c t i o n .  We encourage  them t o  c o n t i n u e  
on t h e  same p a t h .  

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

S f n c e  1983, t h e  Malays i an  economy has e x p e r i e n c e d  a r e l a -  
t i v e l y  s u c c e s s f u l  a d j u s t m e n t .  Dur icg  1983-85, a d j u s t m e n t s  i n  
t h e  p u b l i c  and e x t e r n a l  s e c t o r s  were f a v o r e d  by t h e  p o s i t i v e  
evol .u t ion  of b o t h  e x t e r n a l  demand and t h e  terms of t r a d e .  Under 
t h o s e  c i r c u m s t a n c e s ,  i t  was p o s s i b l e  t o  r educe  t h e  p u b l i c - s e c t o r  
and c u r r e n t  accoun t  d e f i c i t s ,  and  s i m u l t a n e o u s l y  t o  keep  t h e  
economy growing w h i l e  d o m e s t i c  i n f l a t i o n  remained modera te .  

S i n c e  1.985, however ,  t h e  e x t e r n a l  env i ronmen t ,  main ly  t h e  
' t e r n s  of t r a d e ,  has  shown a r e m a r k a b l e  d e t e r i o r a t i o n ,  i n c r e a s i n g  
M a l a y s i a ' s  economic v u l n , e r a b i l i t y .  C o n s e q u e n t l y ,  t h e  Malays i an  
economy i s  s u f f e r i n g  t h e  e f f e c t s  of a recession--GDP s t a g n a t e d  
a n d  n a t i o n a l  income d e c l i n e d  a l m o s t  12 p e r c e n t  d u r i n g  1985-86 
i n  l i n e  w i t h  t h e  d e t e r i o r a t i o n  i n  t h e  terms of t r a d e .  Lower 
e c o n m i c  activity and weak private demand, p a r t i c u l a r l y  i n  
p u b l i c  and p r i v a t e  i n v e s t m e n t ,  r e s u l t e d  i n  a nar rowing  of t h e  
e x t e r n a l  c L r r e n t  accoun t  d e f i c i t  and i n  a poore r  p u b l i c  f i n a n c i . a l  
s i t u a t i ' o n ,  as t h e  o v e r a l l  d e f i c i t  c l i m b e d  up a g a i n  t o  v a l u e s  
a l m o s t  s iml . la  : t o  t h o s e  p r e v a i l i n g  b e f o r e  t h e  ad jus tmen t  e f f o r t ,  

P u b l i c  f i n a n c e s  have  d e t e r i o r a t e d ,  i n  p a r t i c u l a r  because  
r e v e n u e s  d e c r e a s e d  owing t o  t h e  lower l e v e l  of a c t i v i t y ,  and t h e  
Larger  d e f i c i t  was f i n a n c e d  by i n c r e a s i n g  the p u b l i c  d e b t ,  bo th  
e x t e r n a l  and domes t i c .  On t h e  o t h e r  hand ,  t h e  c u r r e n t  accoun t  
and t h e  o v e r a l l  b a l a n c e  of payments have  improved,  main ly  becai ise  
i m p o r t  dnd  s e r v i c e  p a y m e n t s  hdve d e c r e a s e d ,  and there  was a 
p o s i t i v e  s h o r t - t e r m  c a p i t a l  i n f l o w .  

'The need to r e s t r a i n  imports.,  h i g h  r ea l  i n t e r e s r .  r a t e s ,  a n d ,  
; i ccorc i i .ng  t o  t h e  s t a f f  r z p o r t ,  t h e  " g e n e r 3 j  env i ronmen t"  nave had 
;I : i e g a t i v e  i.nipac.t on i n v e s t m e n t  d e c . l s i o n s .  Uomest.'Lc i n v e s ; m e n C ,  
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p a r t i c u l a r l y  p r i v a t e  i n v e s t m e n t ,  h a s  f a l l e n  d r a m a t i c a l l y ,  and 
t h e  unemployment r a t e  h a s  i n c r e a s e d  subs c a n t i a l l y ,  r e a c h i n g  a 
c r i t i c a l l y  h i g h  l e v e l .  

We b a s i c a l l y  a g r e e  w i t h  t h e  a n a l y s i s  p r o v i d e d  by t h e  s t a f f  
and  we have found M r .  Khong's  s t a t e m e n t  q u i t e  h e l p f u l  i n  provid-  
i n g  a n  e x p l a n a t i o n  of what h a s  been  going on i n  M a l a y s i a .  

On Malays ian  economic p e r f o r m a n c e ,  I h a v e  t h r e e  r emarks  t o  
make--on t h e  ro le  of p u b l i c  and p r i v a t e  i n v e s t m e n t  i n  economic 
s t r a t e g y ,  t h e  f u n c t i o n i n g  of t h e  l a b o r  market, a n d ,  f i n a l l y ,  t h e  
f i s c a l  p o l i c y  o u t l o o k  f o r  1987. 

To b e g i n  w i t h  t h e  role of p u b l i c  and p r i v a t e  i n v e s t m e n t ,  
d e s p i t e  t h e  a l l e g e d  i n e f f i c i e n c i e s  of t h e  p u b l i c  s e c t o r  I n  
M a l a y s i a ,  i t  i s  a p p a r e n t  t h a t  p u b l i c  i n v e s t m e n t  h a s  p l ayed  a 
c e n t r a l  r o l e  i n  t h e  i n d u s t r i a l  deve lopment  s t r a t e g y  i n i t i a t e d  i n  
t h e  1970s. T h i s  s t r a t e g y  w a s  i n  t u r n  c r u c i a l  t o  the  ach ievemen t  
of a s u c c e s s f u l  r e c o r d  of f i s c a l  a d j u s t m e n t  combined w i t h  growth  
d u r i n g  t h e  p e r i o d  1983-85. We a g r e e  w i t h  t h e  o b j e c t i v e  of 
e n h a n c i n g  t h e  r o l e  of p r i v a t e  i n v e s t m e n t  b u t  w e  h a v e  some d o u b t s  
a b o u t  t h e  economic f a c t o r s  t h a t  w i l l  g e n e r a t e  t h e  r e s u m p t i o n  o€ 
t h a t  i n v e s t m e n t .  I t  seems c l e a r  t h a t  t h e  a d j u s t m e n t  a c h i e v e d  
d u r i n g  1983-84 i n  t h e  f i s c a l  s e c t o r  was n o t  o f f s e t  by a n  expan- 
s i o n  i n  p r i v a t e  i n v e s t m e n t .  I n  f a c t ,  owing t o  t h e  s l a c k e n i n g  i n  
e x t e r n a l  demand and t o  t h e  o v e r e x p a n s i o n  of some l a b o r - i r i t e n s i v e  
sec t o  rs re l a  t ed t o  d o m e s t i c  d emand--not a b l y  i n  c o n s t r u c t  ion-- 
p r i v a t e  i n v e s t m e n t  i s  e x p e c t e d  t o  d e c l i n e  a round  36 p e r c e n t  
d u r i n g  t h e  t r i e n n i u m  1.985-1987. 

- 

On wage p o l i c y  and p r p d u c t i v i t y ,  t h e  s t a f f  c o n s i d e r s  t h a t  
t h e  s t r u c t u r e  of  l a b o r  c o s t s  h a s  become r i g i d ,  r e s u l t i n g  i n  
i n c r e a s i n g l y  h igh  costs t h a t  are d i f f i c u l t  t o  r e d u c e  w i t h o u t  
r e c o u r s e  t o  c u t s  i n  employment i n  r e c e s s i o n a r y  p e r i o d s .  I n  t h i s  
r e s p e c t ,  we would emphas ize  t h a t  unemployment has grown system- 
a t i c a l l y  i n  Malays i a  s i n c e  1982, d u r i n g  y e a r s  b o t h  of r e c e s s i o n  
and of e x p a n s i o n ,  t o  a c u r r e n t  d r a m a t i c a l l y  h igh  l e v e l .  T h i s  
f e a t u r e  i s  p a r t i c u l a r l y  c r i t i c a l  when a c c o u n t  i s  t a k e n  of t h e  
d e f i n i t i o n  of unemployment a d o p t e d ,  namely ,  working  f o r  l e s s  
t h a n  one  hour  a week. 

According  t o  f i g u r e s  i n c l u d e d  i n  t h e  s t a f f  r e p o r t ,  l a b o r  
p r o d u c t i v i t y  i n  t h e  Malays ian  i n d u s t r i a l  s e c t o r  grew 11 p e r c e n t  
from 1983 t o  1986, b u t  r e a l  wages seem t o  have r i s e n  by l e s s  t h a n  
t h a t .  T h u s ,  i t  i s  d i f f i c u l t  t o  see how wage p o l i c y  i s  a f f e c t i n g  
i n f l a t i o n  o r  p r i v a t e  inves tmen t  d e c i s i o n s .  The s t a f f  migh t  l i k e  
t o  can ineg t  o n  t h i s  a s p e c t  of t h e  f u n c t i o n i n g  of l a b o r  marke t s  f q  

.?la 1 a y s i a . 
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Conce rn ing  t h e  f i s c a l  p o l i c y  o u t l o o k  for 1987 ,  o u r  t h i r d  and 
l a s t  p o i n t ,  as  we  know, a f t e r  t h e  s u c c e s s f u l  a d j u s t m e n t  i n  f i s c a l  
a c c o u n t s  a c h i e v e d  d u r i n g  1984 and 1985 ,  t h e  o v e r a l l  b a l a n c e  of 
p u b l i c  s e c t o r  worsened markedly  a g a i n  d u r i n g  1986 and i s  e x p e c t e d  
t o  remain  d u r i n g  1987 a t  l e v e l s  s i m i l a r  t o  t h e  o n e s  obse rved  
b e f o r e  t h e  a d j u s t m e n t  took  p l a c e .  It i s  c l ea r  from t h e  d a t a  pre-  
s e n t e d  i n  T a b l e  2 of t h e  s t a f f  report t h a t  p r i o r  t o  1984-85 t h e  
l a r g e s t  p ropor t ion- -around two thi.rds--of t h e  gap  between expendi -  
t u r e s  and r e v e n u e s  was e x t e r n a l l y  f i n a n c e d  and t h a t  t h i s  p o l i c y  
c o n t r i b u t e d  s i g n i f i c a n t l y  t o  t h e  i n c r e a s e  o f  Malays ian  f o r e i g n  
i n d e b t e d n e s s .  I n  c o n t r a s t ,  o n c e  t h e  f i s c a l  a d j u s t m e n t  p o l i c y  
was pu t  i n  p l a c e ,  t h e  M a l a y s i a n  a u t h o r i t i e s  t ook  t h e  o p p o r t u n i t y  
t o  lower  t h e i r  r e l i a n c e  on  f o r e i g n  f i n a n c i n g ;  d u r i n g  1985 and  
1986 domes t i c  f i n a n c i n g  accoun ted  f o r  a p p r o x i m a t e l y  80 p e r c e n t  
of t h e  o v e r a l l  f i s c a l  imba lance .  Accord ing  t o  t h e  s t a f f  r e p o r t ,  
domes t i c  s o u r c e s  of f i n a n c i n g  have  been  of a nonmonetary n a t u r e  
r e l a t e d  t o  t h e  Employees'  P r o v i d e n t  Fund and t o  P e t r o n a s ,  and  t o  
t h e  d e p l e t i o n  of t h e  p u b l i c  s e c t o r ' s  f i n a n c i a l  assets h e l d  a t  t h e  
Bank Negara.  I n  commenting on t h e  f i s c a l  o u t l o o k  and  p o l i c y  for 
1987,  t h e  s t a f f  r e p o r t  s t a t e s  t h a t ,  a s  i n  p r e v i o u s  y e a r s ,  e x t e r n a l  
f i n a n c i n g  w i l l  b e  k e p t  t o  a minimum w i t h  a f u r t h e r  l a r g e  i n c r e a s e  
i n  f i n a n c i n g  by t h e  domes t i c  banking  sys t em and  by r e c o u r s e  t o  
t r a d i t i o n a l  nonbank s o u r c e s .  We wonder ,  and  pe rhaps  t h e  s t a f f  
o r  Mr. Khong would Like tc. comment on t h i s ,  how t h e  domes t i c  
bank ing  sys t em w i l l  c o n t r i b u t e  t o  t h a t  f i n a n c i n g  and  whether  
t h i s  f i n a n c i n g  might  not  a g g r a v a t e  t h e  h igh  l e v e l  of i n t e r e s t  
rates t h a t  a l r e a d y  e r d s t s .  Moreover ,  w e  wonder whether  t h e  
f i n a n c i n g  th rough  nsnbank s o u r c e s ,  which i n  a way a re  s o u r c e s  
t h a t  can  be e x h a u s t e d ,  i s  s u s t a i n a b l e  o v e r  t ime.  

F i n a l l y ,  we  s h a r e  t h e  M a l a y s i a n  a u t h o r i t i e s '  d e c l a r e d  ob jec -  
t i v e s ,  as  po in ted  o u t  by Mr. Khong, of implement ing  a growth- 
o r i e n t e d  s t r a t e g y  t o  c r e a t e  employment i n  a n  envi ronment  of 
p r ice  and e x t e r n a l  s t a b i l i t y  and a n  e q u i t a b l e  s h a r i n g  of t h e  
b e n e f i t s  o f  n a t i o n a l  deve lopment .  

The Execu t ive  D i r e c t o r s  ag reed  t o  resume t h e i r  d i s c u s s i o n  i n  
t h e  a f t e r n o o n .  



DECISIONS TAKEN SINCE PREVIOUS BOARD MEETING 

The fallowing decisions were adopted by the Executive Board without 
meeting in the period between EBM/87/110 (7127187) and EBM/87/111 (7129187). 

4.  THEORETICAL ASPECTS OF DESIGN OF FUND-SUPPORTED ADJUSTMENT 
PROGRAMS - PUBLICATION 

The Executive Board approves the proposal for publication, 
in t h e  Occasional P a p e r  series, of the staff paper entitled 
"Theoretical Aspects of the Design of Fund-Supported Adjustment 
Programs," as set f o r t h  in SM/871151 (716187). 

Adopted July 27, 1987 

5. AUDIT REPORT,  1987 - TRANSMITTAL TO BOARD OF GOVERNORS 

The Executive Board approves the proposed letter set forth 
in EBAP/87/156 (7/15187) and Correction 1 (7117187) transmitting, 
for consideration by t h e  Board of Governors, the Report of the 
External Audit Committee for the financial year ended A p r i l  30, 
1987. 

-. 

Adopted J u l y  27, 1987 

6. EXECUTIVE BOARD TRAVEL 

Travel by Executive Directors a s  set forth in EBAP/87/148, Supple- 
ment 1 (7/24/87), EBAP/87/163 (7/27/87), and EBAPl871167 (7/27/87) and by 
Advisors to Executive Directors as set forth in EBAP/87/163 (7127187) and 
EBAP/87/167 ( 7 1 2 7 1 8 7 )  is approved. 

APPROVED: Feb rua ry  2 3 ,  1988 

LEO VAN HOUTVEN 
Secret a r y 
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ANNEX 

T a b l e  1: M a l a y s i a :  C u r r e n t  Payments  and E x t e r n a l  Debt Outlook 

- 

1986 1987 1988 1989 1990 1991 

( I n  p e r c e n t )  
A .  1986 S t a f f  Repor t  

C u r r e n t  account/GP?E' -8.5 -8.7 -8.4 -8.1 -7.3 -6.1 
E x t e r n a l  debt/GNP 76.4 80.8 83.6 84.8 84.5 84.5 
E x t e r n a l  d e b t l c u r r e n t  

Debt s e r v i c e  r a t i o  19.4 18.4 21.4 20.8 20.4 19.6 
r e c e i p t s  138.8 148.5 149.7 149.7 147.0 144.6 

B. 1987 S t a f f  Repor t  

C u r r e n t  account/GNP -1.8 -1.0 -0.8 -0.6 -0.2 0.2 
E x t e r n a l  debt/GNP 85.3 84.8 82.4 79.9 76.9 73.2 
E x t e r n a l  d e b t  /cur r e n t  

r e c e i p t s  134.4 129.3 121.9 116.6 111.3 105.5 
Debt s e r v i c e  r a t  i o  18.8 18.9 17.7 17.0 16.5 15.9 

Source :  SM/86/164 d a t e d  J u l y  7 ,  1986 and SM/87/154 d a t e d  J u l y  7, 1987. 
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T a b l e  2: M a l a y s i a ' s  Adjus tment  Program 

ANNEX 

1982 1983 1984 1985 1986 1987 

( A s  Dercen t  o f  GNP) 

F e de  r al. go ve  r m e n  t o ve r a1 1 -16.9 -10 -6  -6.6 -5.9 -10.9 -12.0 
d e f i c i t  

P u b l i c  s e c t o r  d e f i c i t  -17.1 -13.0 -10.3 -7.8 -16.6 ' -14 .8  
C u r r e n t  a c c o u n t  d e f i c i t  -14.1 -12.5 -5.3 , - 2 . 5 .  '-1.t8 -1.0 

Memorandum i t  ems : 

1. Real GDP 
( p e r c e n t  change)  

5 .9  6 . 3  7.8 -1.0 1 .o 1 . 5  

2 .  C o n s o l i d a t e d  p u b l i c  
e x p e n d i t u r e  : - 1/ 

(I$ b i  1 l i o n )  33.5 34.6 36.8 36 .0  35.9 32.8 
( p e r c e n t  GNP) . 56 .1  53 .1  49.6 50.1 53.8 47 .3  

2 a .  P u b l i c  e x p e n d i t u r e ,  
e x c l u d i n g  i n t e r e s t  - 
payments: 2/ 

(M$ b i l l i o n ) -  30.8 31.1 32.4 30.9 30.6 26.8 
( p e r c e n t  G N P )  51.6 47.8 43.7 43.1- 46.0 38.7 

3 .  P u b l i c  s e c t o r  revenue:  3/ 
. (M$ b i l l i o n )  23.3 2 6 . 1  29.2 30 .3  24.8 22.6 

( p e r c e n t  GNP) 39;O 4 0 . 1  39 .3  42.3 37.2 32.5 

- 

4 .  Expor t  volume 
( p e r c e n t  change)  9.2 2 1 . 3  11.6 4.7 14.5  2.6 

4 a .  Expor t  p r i c e  
( pe r ce n t ch ang e ) -6.3 -3.3 4.7 -11.4 -20.9 7 - 6  

5 .  Impor t  volume 
( p e r c e n t  change)  8.9 9.5 9 .0  -6.9 -1 - 6  2 . 1  

5 a .  Import  p r i c e  
( p e r c e n t  change) -1.1 -2.5 -2.8 -6.3 -10.1 6 . 3  

6 .  Terms of t r a d e  
(pe rcen t .  change)  -5.2 -0.7 7 . 7  -5.5 -12.0 1 . 2  

-_ ;,/ G e n e r a l  government e x p e n d i t u r e  -- p l u s  deve lopment  e x p e n d i t u r e  o f  NF'Es. 
3 /  T o t a l  above less i n t e r e s t  payments of F e d e r a l  Government. 
3 f  G e n e r a l  government  revenue  p l u s  c u r r e n t  s u r p l u s  o f  N P E s .  
I 

.- 

Source :  Computed from SM/87/154 and SM/87/165. 




