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1. STRUCTURAL ADJUSTMENT FACILITY - ENHANCEMENT OF RESOURCES -- 
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  a s t a f f  p a p e r  on f x r t h e r  c o n s i d e r -  

a t i o n s  on t h e  m o b i l i z a t i o n  of r e s o u r c e s  i n  a s s o c i a t i o n  wi th  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/87/190, 9 / 2 / 8 7 ) .  They a l s o  had b e f o r e  them 
i n f o r m a t i o n  p rov ided  by t h e  s t a f f  on t h e  u t i l i z a t i o n  of t h e  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  (see Annex I ) .  

The Cha j ,  .dn remarked t h a t  t h e  s t a f f  pape r  r e f l e c t e d  t h e  e x t e n s i v e  
d i s c u s s i o n s  & h a t  had been  h e l d  w i t h  p o t e n t i a l  c o n t r i b u t o r s  t o  an  enhanced 
f a c i l i t y .  Most c o n t r i b u t o r s  p r e f e r r e d  f u n d i n g  t h e  Pnhancement e i t h e r  
t h r o u g h  t h e  Genera l  Resources  Account  o r  t h rough  t h e  c r e a t i o n  of a s p e c i a l  
t r u s t  a r r a n g e m e n t .  The c h o i c e  was a d i f f i c u l t  and c r u c i a l  o n e ,  e s p e c i a l l y  
i n  view of t h e  i m p o r t a n t  c o n s i d e r a t i o n s  u n d e r l y i n g  a rgumen t s  f a v o r i n g  
e a c h  of t h o s e  a l t e r n a t i v e s .  A t h i r d  a l t e r n a t i v e ,  combining  t h e  a d v a n t a g e s  
i n h e r e n t  i n  t h e  o t h e r  two, had a l s o  been  p r e s e n t e d  by t h e  s t a € f  € o r  t h e  
B o a r d ' s  c o n s i d e r a t i o n .  Tha t  a l t e r n a t i v e ,  i t  was hoped ,  c o u l d  s a t i s f ac -  
t o r i l y  meet t h e  needs  of most  c o n t r i b u t o r s .  

He hoped t h a t  a d e c i s i o n  on t h e  framework f o r  t h e  enhanced f a c i l i t y  
c o u l d  be r eached  q u i c k l y  so a s  t o  f a c i l i t a t e  d e c i s i o n s  by c o n t r i b u t o r s  on 
t h e  s o u r c e  and amount of t h e i r  commitments ,  as  well a s  t h e  t i m e l y  i n i t i a t i o n  
of d i s c u s s i o n s  on O p e r a t i o n s  of t h e  enhanced f a c i l i t y ,  t h e  Chairman added .  
The p r e s e n t  d i s c u s s i o n  would a l s o  p r o v i d e  t h e  background f o r  h i s  s t a t u s  
r e p o r t  t o  t h e  I n t e r i m  Committee on t h e  i n i t i a t i v e  t o  enhance  t h e  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 .  - 

Mr. N i m a t a l l a h  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  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  was e s t a b l i s h e d ,  most  
members had hoped t h a &  a d d i t i o n a l  r e s o u r c e s  would be m o b i l i z e d  i n  
a s s o c i a t i o n  wi th  t h e  f a c i l i t y ' s  r e s o u r c e s  whenever a n  e l i g i b l e  
member implemented a c o n v i n c i n g  program of a d j u s t m e n t  and r e fo rm 
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 angemen t .  I reca l l  
M r .  D a l l a r a  v i v i d l y  s t r e s s i n g  t h e  i m p o r t a n c e  of t h e  a d d i t i o n a l i t y  
of r e s o u r c e s  d u r i n g  our  l a s t  d i s c u s s i o n s  on t h e  f a c i l i t y  (EBM/87/91, 
6 /18 /87 ;  and EAM/87/93, 6 / 1 9 / 8 7 ) .  B u t ,  t h i s  a d d i t i o n a l i t y  d i d  n o t  
m a t e r i a l i z e .  A s  a r e s u l t ,  members w i t h  programs s u p p o r t e d  under  
t h e  f a c i l i t y  s t a r t e d  t o  f e e l  t h a t  t h e  meager  r e s o u r c e s  a v a i l a b l e  
t o  them d i d  n o t  match t h e i r  c o n s i d e r a b l e  e f f o r t s  of r e f o r m  and 
ad j7ystment. 

The o b j e c t i v e  of enhanc ing  t h e  f a c i l i t y ' s  r e s o u r c e s  i s  t o  
make s u r e  t h a r  members' f i n a n c i a l  r e q u i r e m e n t s  a re  met t h r o u g h  
commitments ,  a r r a n g e m e n t s ,  and  b u i l t - i n  mechanisms,  so  t h a t  once  a 
program under  t h e  f a c i l i t y  i s  a g r e e d ,  a d d i t i o l a l  r e s o u r c e s  would 
b e  r e a d i l y  a v a i l a b l e .  X t  h a s  t o  be  c l a r i f i e d  at: t h e  o u t s e t  t h a t  
t h e  s t r u c t u r a l  a d j u s t m e n t  f a c i l i t y  i t s e l f  i s  n o t  t o  be cha rged .  
The q u e s t i o n  i s  whether  t o  c h a n n e l  t h e  a d d i t i o n a l  r e s o u r c ? s  t h a t  
would be  made a v a i l a b l e  t h r o u g h  t h e  Gene ra l  R e s o u r c e s  Account ,  
t h r o u g h  a s p e c i a l .  t r u s t  f u n d ,  o r  t h rough  b i l a t e r a l  l e n d i n g  in 
tandem w i t h  l e n d i n g  under  t h e  f a c i l i t y -  
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The o b j e c t i v e  behind t h e  enhancement  of  t h e  f a c i l i t y  i s  appro -  
p r i a t e ,  and t h e  i n i t i a t i v e  d e s e r v e s  t h e  s u p p o r t  of a l l  t h o s e  who 
c a n  h e l p .  The s u r p l u s  c o u n t r i e s  w i l l  f i n d  i t  w o r t h w h i l e  t o  come 
f o r w a r d  w i t h  t h e  f i n a n c i n g  t h a t  t h e y  c a n  a f f o r d ,  as t h i s  w i l l  a l s o  
e v e n t u a l l y  h e l p  them t o  c o r r e c t  t h e i r  i m b a l a n c e s .  Those c o u n t r i e s  
i n  arrears t o  t h e  Fund c a n  f a c i l i t a t e  t h e  t a s k  of e n h a n c i n g  t h e  
f a c i l i t y  by making a g r e a t e r  e f f o r t  t o  r e d u c e  t h e i r  a r r e a r s .  

Of t h e  a l t e r n a t i v e  f u n d i n g  a r r a n g e m e n t s  p u t  fo rward  by t h e  
s t a f f ,  t h e  e s t a b l i s h m e n t  of a new t r u s t  a c c o m t  a d m i n i s t e r e d  by 
t h e  Fund a p p e a r s  t o  be t h e  most a p p r o p r i a t e  f o r  t h r e e  r e a s o n s .  
F i r s t ,  a t  t h i s  j u n c t u r e ,  t h e  Fund needs  t o  f i n d  a s l i g h t l y  d i f f e r -  
e n t  r o u t e  f o r  a d d r e s s i n g  t h e  s t r u c t u r a l  a d j u s t m e n t  n e e d s  of  coun- 
t r i e s  e l i g i b l e  t o  u s e  t h e  f a c i l i t y .  The r e s o u r c e s  of t h e  G e n e r a l  
R e s o u r c e s  Account are n o r m a l l y  a s e d  f o r  s t and-by  a r r a n g e m e n t s  
h a v i n g  a s h o r t e r  time frame t h a n  t h a t  needed f o r  c o u n t r i e s  f a c i n g  
s t r u c t u r a l ,  deep-rooted d i f f i c u l t i e s .  T h u s ,  t h e  Fund n e e d s  t o  be 
ab le  t o  of f e r  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  i n  s u p p o r t  of 
programs t h a t  a r e  f o r  l o n g e r  p e r i o d s  and on s o f t e r  terms t h a n  c a n  
be a l lowed  unde r  t h e  p r o v i s i o n s  g o v e r n i n g  t h e  u s e  of t h e  G e n e r a l  
R e s o u r c e s  Account .  

S e c o n d ,  t h e  magn i tude  of t h e  i m b a l a n c e s  i n  t h e s e  c o u n t r i e s  
and t h e i r  f i n a n c i n g  n e e d s  g r e a t l y  exceed t h e i r  q u o t a s .  F u r t h e r -  
more, t h e  i n t e n s i t y  of t h e  d e b t  b u r d e n  i n  some cases a l so  r e q u i r e s  
less a d h e r e n c e  t o  t h e  p r i n c i p l e  of u n i f o r m  t r e a t m e n t ,  and inore 
a t t e n t i o n  t o  t h e  case-by-case a p p r o a c h .  Some e l i g i b l e  c o u n t r i e s  
might  need more f i n a n c i n g  t h a n  o t h e r s ,  d e p e n d i n g  on t h e  s t r e n g t h  
of a d j u s t m e n t ,  among o t h e r  f a c t o r s .  

F i n a l l y ,  a l t h o u g h  c h a n n e l i n g  f u n d s  t h r o u g h  t h e  G e n e r a l  
R e s o u r c e s  Account o f f e r s  p o t e n t i a l  d o g o r s  t h e  a d v a n t a g e s  of t h e  
e n h a n c e d  s e c u r i t y  and l i q u i d i t y  t h a t  t h e y  s e e k ,  t h e  s t a f f  h a s  
p roposed  h e l p f u l  s t e p s  t o  a l l e v i a t e  c o n c e r n s  on t h o s e  two s c o r e s  
a s s o c i a t e d  w i t h  t h e  e s t a b l i s h m e n t  of a t r u s t  a r r a n g e m e n t .  F u r t h e r -  
more,  a t r u s t  a r r angemen t  w i l l  g i v e  t h e  Fund t h e  g r e a t e s t  f l e x i -  
b i l i t y  t o  accommodate d o n o r s '  c o n t r i b u r i o n s ,  whe the r  t h e y  t a k e  t h e  
form of l o a n s  o r  g r a n t s ,  o r  a c o m b i n a t i o n  of t h e  two. I n  any 
e v e n t ,  my a u t h o r i t i e s  would n o t  c o n s i d e r  i t  p r u d e n t  t o  f i n a n c e  a n  
enhanced f a c i l i t y  th rough t h e  s a l e  of t h e  F u n d ' s  g o l d .  

The R e g u l a t i o n s  g o v e r n i n g  t h e  a d m i n i s t r a t i o n  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  may have t o  be r ev iewed  t o  e n s u r e  f l e x i b i l i t y  
i n  u s i n g  t h e s e  a d d i t i o n a l  r e s o u r c e s  f o r  t h e  b e n e f i t  of e l i g i b l e  
c o u n t r i e s .  It would be t i e l p f u l  i f  Ch ina  and I n d i a  would n o t  o n l y  
c o n t i n u e  t h e i r  commendable " v o l u n t a r y  e x c l u s i o n "  from 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  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 ,  b u t  
would a 1 so--along w i t h  o t h e r  l a r g e  d e v e l  o p i n g  c o u n t  r ies-con t r ibutc: 
t o  t h e  enhanced f a c i l i t y ,  e v e n  i f  only on a s y m b o l i c  b a s i s .  
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S a u d i  A r a b i a  w i l l  be happy t o  c o n t r i b u t e  t o  t h e  enhancement 
by u t i l i z i n g  a s i g n i f i c a n t  p o r t i o n  of a v a i l a b l e  c a p i t a l  through 
t h e  S a u d i  Fund f o r  Development .  The S a u d i  Fund f o r  Development 
and t h e  Fund are  now working o u t  t h e  m o d a l i t i e s  f o r  a c o n t r i b u t i o n  
t o  t h e  enhanced  f a c i l i t y ,  and j u s t  r e c e n t l y ,  f u r t h e r  p r o g r e s s  was 
made a l o n g  t h e s e  l i n e s .  

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

A l l  my a u t h o r i t i e s  a r e  d e e p l y  a p p r e c i a t i v e  of t h e  Managing 
D i r e c t o r ' s  i n i t i a t i v e  t a k e n  on t h e  o c c a s i o n  of t h e  Venice Summit t o  
p r e s s  f o r  a t r e b l i n g  of t h e  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  by t h e  end of t h i s '  y e a r .  
g r e a t  a n t i c i p a t i o n  t o  t h e  l a r g e r  c a t a l y t i c  e f f e c t s  of an enhanced 
f a c i l i t y  i n  i n d u c i n g  a s i g n i f i c a n t  n e t  t r a n s f e r  of o t h e r  e x t e r n a l  
o f f i c i a l  and p r i v a t e  r e s o u r c e s  t o  f a c i l i t a t e  t h e  a t t a i n m e n t  of 
economic drowth  w i t h  s t r u c t u r a l  a d j u s t m e n t  i n  t h e i r  c o u n t r i e s .  

They are l o o k i n g  fo rward  wi th  

I n  c o n s i d e r i n g  t h e  m o d a l i t i e s  f o r  b r i n g i n g  t h e  d e s i r e d  
enhancement  i n t o  e f f e c t ,  t h e  paramount  g e n e r a l  c o n s i d e r a t i o n  
s h o u l d  be e x t e n d i n g  enhanced a s s i s t a n c e  of a c o n c e s s i o n a l  n a t u r e  
t o  e l i g i b l e  member c o u n t r i e s  i n  t h e  c o n t e x t  of sound ,  b u t  real is-  
t i c ,  a d j u s t m e n t  programs.  I s t ress  t h e  realism of such  programs 
because  i n  t h e  r e c e n t  p a s t ,  a d j u s t m e n t  programs have  proved u n r e a l -  
i s t i - c  i n  terms of q u a n t i t a t i v e  pe r fo rmance  c r i t e r i a ,  t h e i r  t ime 
f r a m e ,  and t h e  r e c o g n i t i o n  of t h e  e x i s t e n c e  of e x t e r n a l  s h o c k s .  
T h i s  s h o u l d  be k e p t  i n  mind e s p e c i a l 1 1  when i n t e r p r e t i n g  t h e  
s t a t e m e n t  i n  t h e  s t a f f  pape r  t h a t  " t h e  Fund s h o u l d  r e i n f o r c e  i t s  
p o l i c i e s  so a s  t o  improve t h e  q u a l i t y  o f  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  l o a n s . . .  ." While i t  i s  n e c e s s a r y  t o  p r o v i d e  a s s u r a n c e  t o  
p o t e n t i a l  c o n t r i b u t o r s  t o  t h e  enhancement ,  t h i s  shou ld  no t  be done 
t h r o u g h  a q u a l i t a t i v e  t i g h t e n i n g  o f  c o n d i t i o n a l i t y  d e s i g n e d  t o  
s u b s t i t u t e  benchmarks f o r  pe r fo rmance  c r i t e r i a .  I n  t h i s  c o q t e x t ,  
w e  look  forward  wi th  some a n t i c i p a t i o n  t o  t h e  fo r thcoming  s t a f f  
p a p e r  on t h e  i m p l i c a t i o n s  of enhanced l e n d i n g  f o r  t h e  m o n i t o r i n g  
of s t r u c t u r a l  a d j u s t m e n t  a r r a n g e m e n t s .  

A second c o n s i d e r a t i o n  i s  t h e  need t o  r e s i s t  t h e  t e m p t a t i o n  
t o  overemphas ize  t h e  d i f f 2 r e n c e s  between t h e  e x i s t i n g  f a c i l i t y  and 
tne enhanced f a c i l i t y  based. on t h e i r  s o u r c e s  of f u n d i n g ,  and  t o  
f o l l o w  t h i s  up  by d e v i s i n g  complex ,  e l a b o r a t e  schemes t o  a s s u r e  
t h e  c l a i m  of c o n t r i b u t o r s  t o  t h e  enhanced f a c i l i t y .  T h i s  approach  
would s u r e l y  r e s u l t  i n  a n  u n d e s i r a b l e  
c h a r a c t e r  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 .  The R e g u l a t i o n s  
a l r e a d y  approved  f o r  t h e  f a c i l i t y  , t o g e t h e r  w i t h  the Fund ' s  repu-  
l i s t i o n  and r e c o r d  3f s t e w a r d s h i p ,  s h o u l d  s u f f i c e  t o  s a t i s f y  even  
t h e  most s k e p t i c a l  of c o n t r i b u t o r s  r e g a r d i z g  t h e  s e c u r i t y  and 
l i q u i d i t y  o f  t h e i r  claims. O f  c o u r s e ,  i n  t h e  l a s t  a n a l y s i s ,  t h e  
Fund would s t a n d  r e a d y  io c o n s i d e r  means for: a s s u r i n g  g r e a t e r  
s e c u r i t y  and l i q u i d i t y  o f  all f i n a n c i n g  made a v a i l a b l e  t o  i t .  

fundamen ta l  change i n  t h e  
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A s  a f i n a l  c o n s i d e r a t i o n ,  i t  would be  h i g h l y  r e g r e t t a b l e  if 
t h e  p e r c e i v e d  need t o  s a t i s f y  p o t e n t i a l  c o n t r i b u t o r s  i n  r e s p e c t  o f  
m o n i t o r i n g  a r r a n g e m e n t s  were i n  any  way t o  i m p e r i l  t h e  enhanced  
f a c i l l t y  from coming i n t o  e f f e c t  a t  t h e  b e g i n n i n g  of  1988.  I n  
t h i s  c o n t e x t ,  we s t r o n g l y  u rge  a l l  p o t e n t i a l  c o n t r i b u t o r s  t o  
expend t h e i r  maximum e f f o r t s  t o  e n s u r e  t h a t  t h e  c lear  mandate  
g i v e n  by t h e  Heads of S t a t e  o r  Government of t h e  Group of Seven  
I n  t h i s  r e s p e c t  i s  f u l l y  honored .  

Four  s p e c i f i c  approaches  t o  f u n d i n g  a r r a n g e m e n t s  have  been  
c d n s i d e r e d  i n  t h e  s t a f f  p a p e r .  The f i r s t - - l e n d i n g  t o  t h e  G e n e r a l  
R e s o u r c e s  Account--was advanced ma in ly  t o  o b v i a t e  t h e  r e q u i r e m e n t  
of b u d g e t a r y  a p p r o p r i a t i o n  f o r  some p o t e n t i a l  c o n t r i b u t o r s ,  w h i l e  
a t  t h e  same time s a f e g u a r d i n g  t h e  l i q u i d i t y  and m a i n t a i n i n g  t h e  
q u a l i t y  of t h e i r  c l a i m s .  We f u l l y  a g r e e  w i t h  t h e  s t a f f  t h a t  
s u b s t a n t i a l  l e g a l  c o n s i d e r a t i o n s ,  p a r t i c u l a r l y  t h e  p r i n c i p l e  of 
uni form a c c e s s  t o  r e s o u r c e s  i n  t h e  Account  and  t h e  r e s t r i c t i o n s  on  
e n l a r g e d  a c c e s s  t h a t  would a p p l y  t o  p o t e n t i a l  u s e r s ,  would change  
f u n d a m e n t a l l y  t h e  c h a r a c t e r  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  
as  o r i g i n a l l y  c o n c e i v e d .  I n  t h i s  c o n n e c t i o n ,  I was h e a r t e n e d  by 
t h e  s t a f f ' s  r e c c n t  r e p o r t  on a mee t ing  of  t h e  Group of  Ten D e p u t i e s ,  
p a r t i c u l a r l y , .  t h e  p e r c e p t i o n  t h a t  t h i s  approach  w a s  n o t  now b e i n g  
g e n e r a l l y  c a n v a s s e d .  

A second approach ,  t_he s a l e  of g o l d ,  s h o u l d  f o r  t h e  time 
b e i n g ,  be c o n s i d e r e d  o n l y  i n  r e l a t i o n  t o  t h e  " topping-up"  of 
s h o r t f a l l s  i n  l o a n  commitments.  I n  t h a t  r e g a r d ,  t h e  ar tounts  of  
go ld  o f f e r e d  f o r  sa le  s h o u l d  be  small  so as n o t  t o  d i s r u p t  t h e  
marke t  i n  any s i g n i f i c a n t  f a s h i o n .  

A s  f o r  a " c o n d i t i o n a l "  SDR a l l o c a t i o n ,  t h i s  p r o p o s a l  h a s  been  
e x h a u s t i v e l y  d i s c u s s e d  by t h e  Board .  Al though we see c o n s i d e r a b l e  
m e r i t  i n  a s p e c i a l  a l l o c a t i o n  of S D R s ,  t h e  problem of m u s t e r i n g  
p o l i t i c a l  s u p p o r t  f o r  i t  s t i l l  r ema ins .  I f  s u c h  s u p p o r t  were t o  
m a t e r i a l i z e ,  I have l i t t l e  doubt  t h a t  t h e  a s s o c i a t e d  problems 
r e l a t i n g  t o  access and o t h e r  p o l i c i e s  and t h e  o p e r a t i o n s  of the  
Fund would be e a s y  t o  r e s o l v e .  

The f o u r t h  approach ,  a " p r o t e c t e d "  t r u s t  f u n d ,  was a r r i v e d  a t  
by t h e  s t a f f  aLter  d i s c u s s i n g  and d i s c a r d i n g  t h e  t h r e e  a p p r o a c h e s  
s u g g e s t e d  by p o t e n t i a l  c o n t r i b u t o r s .  Wi thou t  p r e j u d i c e  t o  my 
a u t h o r i t i e s '  v iews r e g a r d i n g  t h e  need t o  p r o v i d e  a s s u r a n c e  t o  
p o t e n t i a l  c o n t r i b u t o r s ,  I r e c o g n i z e  t h a t  t h e  s t a f f  h a s  w r e s t l e d  
v a l i a n t l y  t o  come up w i t h  a compromise p r o p o s a l  t h a t  would p re -  
serve t h e  r e s t r i c t e d  e l i g i b i l i t y  f o r  u s e  of t h e  f a c i l i t y  w h i l e  a t  
t h e  same time a s s u r i n g  t h e  s e c u r i t y  and l i q u i d i t y  of r e s o u r c e s  
l e n t  t o  the Fund f o r  t h e  enhancement .  I a g r e e  w i t h  t h e  s t a f f  t h a t  
t h e  F u n d ' s  Ar t i c l e s  o f  Agreement p r e c l u d e  t h e  e x t e n s i o n  of a 
g u a r a n t e e  a g a i n s t  t h e  r e s o u r c e s  of t h e  G e n e r a l  R e s o u r c e s  Account  
i n  r e s p e c t  of payment o f  l o a n s  from t h e  T r u s t .  However,  1 a m  n o t  
conv inced  t h a t  t h e  s e c u r i t y  o f  claims on t h e  T r u s t  i s  b e s t  s e c u r e d  
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by s u b o r d i n a t i n g  c la ims on t h e . S p e c i a 1  Disbursement  Account t o  t h e  
T r u s t ,  because  of t h e  i m p l i e d  p r e f e r e n t i a l  t r e a t m e n t  of c o n t r i b u t o r s .  
Moreover ,  a s  a p rac t i ca l  mat ter ,  a c o u n t r y ' s  f a i l u r e  t o  meet i t s  
repayment  o b l i g a t i o n s  t o  t h e  T r u s t  i s  l i k e l y  t o  r e f l e c t  a more 
g e n e r a l  problem of s e r i o u s  payments  i m b a l a n c e s ,  which would i n h i b i t  
repayments  t o  t h e  S p e c i a l  D i sbur semen t  Account as w e l l .  

A s  to t h e  proposed  e s t a b l i s h m e n t  of a r e s e r v e  and a s s o c i a t e d  
f u n d i n g  mechanisms t o  a s s u r e  t h e  s e c u r i t y  o f  c l a i m s  on t h e  T r u s t ,  
i n  g e n e r a l ,  I a g r e e  w i t h  t h e  s t a f f  p o s i t i o n ,  s u b j e c t  t o  a few 
r e s e r v a t i o n s .  The p r o p o s a l s  f o r  f i n a n c i n g  t h e  r e s e r v e  pu t  fo rward  
under  subpa rag raphs  ( a )  a n d  ( b )  on page  10 of the s t a f f  paper  
would be a p p r o p r i a t e  because  t h e y  do n o t  p l a c e  an a d d i t i o n a l  
burden  on u s e r s .  The i n t e r e s t  income e a r n e d  from i n v e s t m e n t s  and 
t h e  i n t e re s t  ea rned  on  o u t s t a n d i n g  s t r u c t u r a l  a d j u s t m e n t  l o a n s  
c o u l d ,  t h e r e f o r e ,  be used  t o  b u i l d  up s u c h  a reserve.  However, 
t h e  a p p l i c a t i o n  of a s u r c h a r g e  s h o u l d  be a v o i d e d ,  as  i t  would 
imply a 40 p e r c e n t  increase i n  t h e  e f f e c t i v e  r a t e  of i n t e r e s t  
c h a r g e a b l e  t o  bo r rowers .  I have even  s t r o n g e r  o b j e c t i o n s  t o  t h e  
c r e a t i o n  of a s i n k i n g  fund  b e c a u s e  i t  would e n t a i l  c o n t r i b u t i o n s  
by bo r rowers  toward s e r v i c i n g  c o s t s  immedia t e ly  a f t e r  d i s b u r s e -  
ments a r e  r e c e i v e d .  Moreover ,  i t  would e f f e c t i v e l y  e l i m i n a t e  t h e  
g r a c e  p e r i o d  now e n j o y e d  unde r  t h e  f a c i l i t y ,  which a l l  my a u t h o r i -  
t i e s  f e e l  s t r o n g l y  s h o u l d  be r e t a i n e d .  I would u r g e ,  t h e r e f o r e ,  
t h a t  a t  t h i s  s t a g e  w e  c o n c e n t l a t e  our  a t t e n t i o n  on  t h e  task of 
s e t t i n g  up t h e  proposed r e s e r v e  € o r  t h e  T r u s t  and l e a v e t h e  modal- 
i t i e s  f o r  i t s  t e r m i n a t i o n  t o  a l a t e r  d a t e  nearer t h e  t i m e  when t h e  
f a c i l i t y  i s  t o  expi re .  

To enhance  t h e  l i q u i d i t y  o f  claims on a p r o t e c t e d  T r u s t ,  I 
8 would have  no o b j e c t i o n  t o  a p p l y i n g  a n y  combina t ion  of t h e  pro- 

p o s a l s  d e s c r i b e d  i n  subp.aragraphs (1) t o  ( 4 )  on pages  14 and 15  of 
t h e  s t a f f  p a p e r ,  i f  t h e c  were a g r e e a b l e  t o  p a r t i c i p a n t s .  F u r t h e r -  
more,  mutua l  ag reemen t s  a t  t h e  o u t s e t  t h a t  would f a c i l i t a t e  t h e  
pu rchase  of a claim by a p a r t i c i p a n t  h a v i n g  a b a l a n c e  o fnpaymen t s  
need i s  a f e a t u r e  a l r e a d y  a p p l i c a b l e  unde r  t h e  Genera l  Arrangements  
t o  Borrow. I n  a n y  e v e n t ,  i t  would be  h e l p f u l  t o  h e a r  f rom poten- 
t i a l  c o n t r i b u t o r s  t o  t h e  T r u s t  on t h i s  i s s u e .  

I a g r e e  w i t h  t h e  s t a f f  t h a t  t h e  r a t e  of i n t e r e s t  a p p l i c a b l e  
o n  l o a n s  under  t h e  enhanced . f a c i l i t y  s h o u l d  remain  a t  0.5 p e r c e n t .  
To t h i s  end t h e  s t a f f  p r o p 5 s a l s  f o r  c r e d i t o r s  t o  ex tend  l o a n s  a t  
l ess  t h a n  marke t  i n t e r e s t  r a t e  o r  f o r  fund ing  t h e  i n t e r e s t  s u b s i d y  
e x p i i c i t l y  th rough  g r a n t  c o n t r i b u t i o n s  are  i n d e e d  p r a c t i c a l  and 
a c c e p t a b l e  t o  m e .  

F i n a l l y ,  t h e  fundamenta l  b e l i e f  on  t h e  A f r i c a n  c o n t i n e n t  i s  
t h a t  when c o n d l t i o n a l i t y  becomes e l a b o r a t e  and d e t a i l e d  i t  t e n d s  
t o  be s e l f - d e f e a t i n g .  C o n d i t i o n a l i t y  i t s e l f  i s  a c c e p t e d ;  a t  i s s u e  
i s  i t s  d e g r e e  and s e v e r i t y .  An enhanced  f a c i l i t y  s h o u l d  r e c e i v e  
s t r o n g e r  p o l i t i c a l  backing  s i m p l y  b e c a u s e  t h e  f l o w  o f  res0urce . s  
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w i l l  be  g r e a t e r .  Moreove r ,  i n  v i e w  o f  a c c u m u l a t e d  Fund-Bank 
e x p e r i e n c e  w i t h  s t r u c t u r a l  a d j u s t m e n t ,  e s  w e l l  as  t h e  s t r o n g e r  
p o l i t i c a l  w i l l  b e i n g  e x h i b i t e d  by t h e  u s e r s  o f  Fund. r e s o u r c e s ,  
t h e r e  i s  a n  e x p e c t a t i o n  of e v e n  b e t t e r  p e r f o r m a n c e  u n d e r  a n  
enhanced  f a c i l i t y .  I would t h e r e f o r e  s t r o n g l y  u r g e  p o t e n t i a l  
c o n t r i b u t o r s  no t  t o  d e l a y  t h e  commeiicement of enhanced l e n d i n g  on 
J a n u a r y  1, 1988. 

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

We a re  s t i l l  among t h e  s t a u n c h e s t  s u p p o r t e r s  of  t h e  i d e a  of  
e n h a n c i n g  t h e  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  
b e c a u s e  i t s  f e a t u r e s ,  i n  terms of e f f e c t i v e  economic p o l i c y  
r e q u i r e m e n t s  and f i n a n c i n g  terms, a re  b e s t  s u i t e d  t o  t h e  n e e d s  
o f  low-income i n d e b t e d  c o u n t r i e s  a t  t h i s  economic j u n c t u r e .  The 
economic c o n d i t i o n s  of t h e s e  c o u n t r i e s ,  i n  f a c t ,  do  n o t  l e a v e  
enough room f o r  t h e  n e c e s s a r y  d e g r e e  o f  s t a b i l i z a t i o n  o v e r  t h e  
s h o r t  term, b u t  c a l l  f o r  gradual .  and e x t e n s i v e  s t r u c t u r a l  r e f o r m s  
i n  o r d e r  t o  make t h e i r  economic deve lopmen t  l ess  dependen t  on 
f o r e i g n  a i d  o v e r  t h e  l o n g  term. To t h i s  e n d ,  t h e  f o r m u l a t i o n  of 
p o l i c y  framework p a p e r s  c a n  b e  o f  g r e a t  b e n e f i t  t o  t h e s e  c o u n t r i e s ;  
t h e  framework paper  g i v e s  a m u l t i y e a r  o r i e n t a t i o n  t o  t h e  economic 
s t r a t e g y  and a l l o w s  a more p r e c i s e  m o n i t o r i n g  of t h e  p r o g r e s s  i n  
s t r u c t u r a l  areas where r e s u l t s  are  p e r c e i v a b l e  o n l y  g r a d u a l l y .  
N e v e r t h e l e s s ,  p o l i c y  framework p a p e r s  s h o u l d  n o t  be ove remphas ized  
as  t h e  o n l y  g u i d e  and p r e r e q u i s i t e  € o r  g r a n t i n g  f o r e i g n  a i d  t o  
t h e s e  c o u n t r i e s  s i n c e  o t h e r  s o c i a l  and h u m a n i t a r i a n  c o n s i d e r a t i o n s  
a r e  a l s o  r e l e v a n t .  The enhancement 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  c a n ,  however,  prove u s e f u l  t o  s p u r  t h e  a u t h o r i t i e s  of 
r e c i p i e n t  c o u n t r i e s  t o  embark on  more e x t e n s i v e  e f f o r t s  t o  r e d r e s s  
economic i m b a l a n c e s .  

A l though  t h e r e  i s  no a b s o l u t e  c e r t a i n t y  r e g a r d i n g  t h e  
r e s o u r c e s  r e q u i r e d  f o r  a n  enhanced  f a c i l i t y  i n  v i ew of e s t i m a t e s  
made by t h e  s t a f f s  of t h e  Fund 2nd t h e  World Bank on  t h e  l i k e l y  
f i n a n c i a l  n e e d s  of t h e s e  c o u n t r i e s  t o  p u r s u e  e x t e n s i v e  economic 
r e f o r m s ,  t h e  f i g u r e  of SDR 6 b i l l i o n  c a n  be t a k e n  a s  a s t a r t i n g  
p o i n t  f o r  d i s c u s s i o n s .  

The m o d a l i t i e s  of s u c h  a n  i n c r e a s e  a re  a n  open q u e s t i o n .  A 
t r a d e - o f f  might emerge be tween  t h e  s p e c i f i c  m o d a l i t i e s .  of t h e  
e n l a r g e m e n t  and t h e  a c t u a l  amount gove rnmen t s  c o u l d  l e n d .  The 
s t a f f  p a p e r  goes  t o  g r e a t  .Length t o  e x p l a i n  mechanisms which c a n  
meet t h e  r e q u i r e m e n t  of  p o r e n t i a l  c r e d i t o r s  c o n c e r n i n g  t h e  s e c a r -  
i t y  and l i q u i d i t y  of t h e i r  l o a n s .  It i s  c lear  t h a t ,  b a r r i n g  t h e  
u s e  of t h e  G e n e r a l  R e s o u r c e s  Accoun t ,  t h e  a s s e t s  h e l d  by t h e  pro- 
posed T r u s t  Account would n o t  h a v e  t h e  r e q u i s i t e  c h a r a c t e r i s t i c s  
t h a t  q u a l i f y  o t h e r  a s s e t s  h e l d  by t h e  Fund as i n t e r n a t i o n a l  
r e s e r v e s .  We u n d e r s t a n d  t h a t  t h e r e  are legal o b s t a c l e s  t o  t h e  
u s e  of t h e  G e n e r a l  R e s o u r c e s  Account  as  a s o u r c e  of g u a r a n t e e  f o r  



t h e s e  c h i m s  and t h a t  t h e s e  o b s t a c l e s  a r e  i n s u r m o u n t a b l e .  u n l e s s  w e  
amend t h e  Articles.  
might  be  h e l p f u l .  

A c o n f i r m a t i o n  by t h e  s t a f f  on t h i s  p o i n t  

In t h i s  c o n t e x t ,  i t  i s  e v i d e n t  t h a t  t h e  p roposed  l o a n s  t o  t h e  
T r u s t  Account s h a r e  t h e  n a t u r e  of f o r e i g n  a i d ,  a l b e i t  i n  t h e  form 
of a s u b s i d i z e d  l o a n ,  more t h a n  t h e  c h a r a c t e r i s t l c s  of mone ta ry  
assets  h e l d  by a monetary a u t h o r i t y .  T h i s  n a t d r e  seems more i n  
l i n e  w i t h  t h e  p r o p o s a l  f o r  a T r u s t  Account ,  which i s  a d m i n i s t e r e d  
s e p a r a t e l y  from o t h e r  a c c o u n t s  and  which a d d s  a new i n s t r u m e n t  t o  
t h o s e  a l r e a d y  a v a i l a b l e  t o  t h e  Fund f o r  i n t e r v e n t i o n  i n  t h e  d e b t  
pr ob 1 em.  

Even a f t e r  t a k i n g  i n t o  a c c o u n t  t h e  a i d  c h a r a c t e r i s t i c s  
i m p l i c i t  i n  t h e s e  l o a n s ,  c o n t r i b u t o r s  s h o u l d  r e c e i v e  some g u a r a n t e e  
a g a i n s t  r i s k s  and some l i q u i d i t y  f e a t u r e s .  As t o  r i s k ,  i t  i s  n o t  
a p p r o p r i a t e  t o  r e s o r t  t o  mechanisms o f  m u t u a l  a s s u r a n c e  among 
c o n t r i b L t o r s  and d e b t o r s  as e n v i s a g e d  i n  some o p t i o n s  p r e s e n t e d  by 
t h e  s t a f f .  T h e  Fund membership a t  l a r g e  s h o u l d  s h a r e  t h e  burden  
of t h i s  a s s u r a n c e .  F u r t h e r m o r e ,  i t  i s  e s s e n t i a l  tha t ,  t h e  condi -  
t i o n s  and t h e  terms of t h e s e  l o a n s  s h o u l d  b e  e q u a l  or e q u i v a l e n t  
t o  t h o s e  of t h e  e x i s t i n g  f a c i l i t y .  Ef w e  re lax  t h i s  p r e c o n d i t i o n ,  
t h e n  t h e  number of a l t e r n a t i v e  o p t i o n s  may becczc  sa l a r g e  as t o  
make t h e  e n t i r e  ph i losophy  u n d e r l y i n g  t h e  p r o j e c t  v e r y  u n c e r t a i n .  

- 
In l i g h t  of t h e s e  c o n s i d e r a t i o n s ,  s u r c h a r g e s  r,n l o a n s ,  d i s -  

c o u n t s  on  l o a n s ,  and prepayments  t o  c r ea t e  a s i n k i n g  f u n d  do n o t  
seem a c c e p t a b l e .  S u b o r d i n a t i o n  of c l a i m s  of t h e  S p e c i a l  ? i s b u r s e -  
ment Account  t o  c l a i m s  of t h e  T r u s t  AccoQnt ,  and u s e  of S p e c i a l  
Disbursement  Account r e f l o w s  o r  of t h e  i n t e r e s t  e a r n e d  on c h a t  
Accoun t ' s  r e s o u r c e s  o r  on o u t s t a n d i n g  s t r u c t u r a l  a d j u s t m e n t  l o a n s  
s e e m  v i a b l e ,  p r a c t i c a b l e  means t o  c r e a t e  a reserve u n t i l  t h e  
claims on t h e  T r u s t  Account  a re  s e t t l e d .  These  l a t t e r  mechanisms, 
n e v e r t h e l e s s ,  h a v e  a l i m i t e d  f i n a n c i a l  s cope  and need t o  be i n t e -  
g r a t e d  w i t h  more e f f e c t i v e  i n s t r u m e n t s .  T h i s  i s  p a r t i c u l a r l y  t r u e  
w i t h  r e s p e c t  t o  t h e  nonpayment of  p r i n c i p a l  t o  t h e  T r u s t  Account .  
In t h a t  e v e n t ,  we c o u l d  c o n s i d e r  o t h e r  o p t i o n s ,  i n c l u d i n g  t h e  sa le  
of a f r a c t i o n  of t h e  Fund ' s  g o l d  w i t h  t h e  commitment t o  d i r e c t  t h e  
exces.- p r o f i t  t o  t h c  repayment  of ove rdue  o b l i g a t i o n s  t o  t h e  
f a c i l i t y  . 

With t h e s e  c l a r i f i c a t i o n s ,  we would n o t  o b j e c t  t o  g r a n t i n g  
l o a n s  t o  t h e  T r u s t  a t  s u b s i d i z e d  r a t e s  o r  a t  market rates bgith t h e  
n e c e s s a r y  a d d i t i o n  of an  e q u i v a l e n t  c o n t r i b u t i o n  t o  an i n t e r e s t  
s u b s i d y  a c c o u n t .  N e i t h e r  would we  o b j e c t  t o  p a r a l l e l  b i l a t e r a l  
f i c a n c i a l  schemes,  i f  t h e y  a r e  s u b j e c t  t o  t h e  same c o n d i t i o n s  and 
terms as  t h o s e  gove rn?  ng t h e  s t r u c t u r a l  a d j u s t m e n t  f a c i l i t y  and 
a r e  a v a i l a b l e  on c a l l  by t h e  Fund.  However, t h e  T r u s t  o p t i o n  
might  b e  p r e f e r a b l e  f o r  r e a s o n s  of t r a n s p a r e n c y  and e a s e  of  manage- 
ment .  We do n o t  f a v o r  a n  a l l o c a t i o n  of SDRs  f o r  e n l a r g i n g  t h e  
f a c i l i t y  b e c a u s e  i t  would c o n f u s e  t h e  monetary  r o l e  of t h e  SDR and 
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t h e  main aims f o r  i t s  a l l o c a t i o n .  F u r t h e r m o r e ,  i n  v i ew of t h e  
c o n c e r n s  e x p r e s s e d  by management,  w e  do n o t  a d v o c a t e  f u n d i n g  t h e  
T r u s t  s o l e l y  t h r o u g h  g o l d  sa les .  

F i n d i n g  ways t o  s h e l t e r  t h e  c o n t r i b u t o r  from t h e  r i s k  of  
b e i n g  c a l l e d  a t  a t i m e  of b a l a n c e  of payments  d i f f i c u l t i e s  t o  
c o n t r i b u t e  o r  t o  m o b i l i z e  assets  v i s - a - v i s  the  'Crus t  i s  a more 
complex i s s u e .  Of c o u r s e ,  t h e r e  i s  no o b j e c t i o n  t o  t h e  t r a n s f e r  
of t h e s e  claims t o  o t h e r  p a r t i c i p a n t s ,  members, o r  o t h e r  o f f i c i a l  
e n t i t i e s  t h r o u g h  a v o l u n t a r y  ag reemen t .  However,  a v o l u n t a r y  
t r a n s f e r  migh t  prove  t o  be cumbersome a t  t i m e s ,  o r  u n f e a s i b l e  i n  a 
s h o r t  t ime,  or c o s t l y  i f  i t  i n v o l v e d  a c a p i t a l  l o s s .  A s o l u t i o n  
c o u l d  be t o  r e s o r t  € o r  a l i m i t e d  t i m e  t o  t h e  Reserve, b u t  i t s  
r e s o u r c e s  would most l i k e l y  b e  i n a d e q u a t e .  The s t a f f  men t ions  
t h e  p o s s i b i l i t y  of  m u t u a l ,  open-ended u n d e r t a k i n g s  by  Governments 
e x t e n d i n g  beyond t h e i r  commitments so as t o  e n a b l e  drawdowns on 
t h e  commitment of a p a r t i c i p a n t  i n  t h e  e v e n t  of t h e  s u s p e n s i o n  of 
c a l l s  on tb.2: p a r t i c i p a n t  o r  i t s  encashment  of assets d u r i n g  a 
p e r i o d  of temporary  b a l a n c e  of payments  d i f f i c u l t i e s .  We have  
same d o u b t s  a b o u t  t h e s e  o p t i o n s ,  b e c a u s e  t h e y  are i n c o n s i s t e n t  
w i t h  t h e  b u d g e t a r y  p r o c e s s ,  which i s  a t  t h e  r o o t  of f u n d i n g  t h e  
T r u s t .  Moreover ,  open-end b u d g e t a r y  a p p r o p r i a t i o n s  do n o t  seem 
a p p r o p r i a t e  t o  tile c h a r a c t e r  of t h e  enhancement ,  which t o  a l a r g e  
e x t e n t  r e sembles  b i l a t e r a l  a i d .  A s  a n  a l t e r n a t i v e ,  a "mob i l i za -  
t i o n  f a c i l i t y "  c o u l d  be  funded  by r e s o r t i n g  t o  0th-er reserves of 
t h e  Fund,  i n c l u d i n g  t h e  "h idden  r e s e r v e "  r e s u l t i n g  f rom t h e  under-  
valuation of g o l d  h o l d i n g s  i n  t h e  F u n d ' s  a c c o u n t s .  I f  t h i s  a l te r -  
n a t i v e  i s  n o t  a l l o w e d  under  t h e  Art ic les ,  t h e n  o t h e r  p o s s i b i l i t i e s  
have  t o  be c o n s i d e r e d ,  i n c l u d i n g  a s h o r t  d e l a y  i n  t h e  drawdown 
w i t h o u t  compensa to ry  d rawings  on o t h e r  s o u r c e s .  

I n  c o n c l u s i o n ,  w e  encourage  t h e  s t a f f  t o  e x p l o r e  f u r t h e r  
i m a g i n a t i v e  s o l u t i o n s  t o  b u i l d  a s u f f i c i e n t  measure of f i n a n c i a l  
g u a r a n t e e  End f l e x i b i l i t y  f o r  l o a n s  t.o fund  an enhanced  f a c i l i t y .  
We a l s o  a g r e e  s t r o n g l y  t h a t  t h e  u l t i m a t e  g u a r a n t e e  l i e s  i n  t h e  
p l e d g e  of t h e  r e c i p i e n t  c o u n t r y  and t h e  Fund t o  o p t i m i z e  t h e  u s e  
of t h e s e  r e s o u r c e s .  

Mrs. P l o i x  :nade t h e  f o l l o w i n g  s t a t e m e n t  : 

A t  t h e  o u t s e t ,  l e t  m e  r e i t e r a t e  my a u t h o r i t i e s '  commitment t o  
t h i s  i m p o r t a n t  i n i t i a t i v e  t o  enkzince t h e  r e s o u r c e s  of t h e  s t r u c -  
t u r a l  ad j u s  tment  f a c i l i t y  . 

A s  f o r  t h e  proposed  f i n a n c i a l  a r r a n g e m e n t s ,  my a u t h o r i t i e s  
p r e f e r  l o a n s  t o  t h e  G e n e r a l  R e s o u r c e s  Account  because  t h i s  
approach  i s  t h e  mos t  f e a s i b l e  a p p r o a c h  on l e g a l  o r  r e g u l a t o r y  
g r o u n d s .  Moreover ,  t h i s  a p p r o a c h  would h e l p  overcome t h e  d i f f i -  
cult ies e x p e r i e n c e d  by many c o u n t r i e s  which a re  u n w i l l i n g  t o  
commit b u d g e t a r y  r e s o u r c e s  t o  t h e  o p e r a t i o n .  
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Lending  t o  a T r u s t  Account c o u l d  be e n v i s a g e d  by my author- 
i t i e s ,  b u t  o n l y  i f  l o a n s  were g u a r a n t e e d  by t h e  Fund and t h e  
l i q u i d i t y  of c l a i m s  were a s s u r e d  i n  a way t h a t  would a l l o w  t h e i r  
i n c l u s i o n  i n  o f f i c i a l  r e s e r v e s .  From t h i s  p e r s p e c t i v e ,  t h e  b e s t  
s o l u t i o n  would b e  a f u l l  g a a r a n t e e  and a s s u r a n c e  of p e r f e c t  l i q u i d -  
i t y  by  t h e  Fund,  b u t  t h i s  approach  would b r i n g  u s  back t o  l e n d i n g  
t o  t h e  Genera l  Resources  Account .  

W i t h  respect t o  a “ p r o t e c t e d ”  t r u s t  a r r angemen t ,  a t  t h i s  
s t a g e  I c a n  o n l y  o f f e r  some p e r s o n a l  r emarks ,  which are n o t  bind- 
i n g  o n  my a u t h o r i t i e s .  

F i r s t ,  t h e  r e s o u r c e s  a v a i l a b l e  w i t h i n  t h e  e x i s t i n g  S p e c i a l  
Disbursement  Account s h o u l d  be  t r a n s f e r r e d  t o  t h e  proposed  T r u s t  
Account a t  t h e  o u t s e t  of t h e  enhanced f a c i l i t y ’ s  o p e r a t i o n s ,  s o  as  
t o  g e n e r a t e  t h e  maximum amount of r e s e r v e s .  However, t h e  c r e a t i o n  
of a s i n k i n g  fund  i s  n o t  j u s t i f i a b l e :  i t  would n o t  p r o v i d e  a n  
e f f e c t i v e  a d d i t i o n a l  g u a r a n t e e  and would e s s e n t i a l l y  e l i m i n a t e  t h e  
f i v e - y e a r  g r a c e  p e r i o d  t h a t  i s  a n  i r i t e g r a l  p a r t  of t h e  f a c i l i t y ’ s  
conces  s i o n a l i  t y  . 

Second., a 0 . 2  p e r c e n t  s u r c h a r g e  l e v i e d  on c o n t r i b u t i n g  and 
bor rowing  c o u n t r i e s  c o u l d  be  c o n t e m p l a t e d ,  b u t  i t  s h o u l d  n o t  l e a d  
t o  an  i n c r e a s e  i n  t h e  r a t e  of c h a r g e ,  which s h o u l d  remain  a t  
0.5 p e r c e n t .  Moreover ,  t h e  s t a f f  pape r  c o n f i r m s  ou r  view t h a t  t h e  
r a t e  of c h a r g e ,  which i s  supposed  to  c o v e r  management e x p e n s e s ,  i s  
a t  p r e s e n t  e x c e s s i v e .  

T h l r d ,  some c l a r i f i c a t i o n  i s  needed r e g a r d i n g  t h e  p o s s i b l e  
a s s u r a n c e s  t o  be  g iven  by t h e  Fund. Would i t  be  f e a s i b l e  t o  
p l edge  all of t h e  r e s e r v e s  of t h e  G e n e r a l  Resources  Account?  I f  
so ,  what m a j o r i t y  of t h e  t o t a l  v o t i n g  power would be r e q u i r e d ?  

F i n a l l y ,  a s  a l a s t  r e s o r t  and a f t e r  having  exhaus ted  a l l  
o t h e r  o p t i o n s ,  some l i m i t e d  s a l e s  of  t h e  Fund’s  g o l d  would be 
a c c e p t a b l e  t o  a s s u r e  c l a i m s  on  t h e  T r u s t ;  however ,  t h e  s c o p e  of 
t h e s e  o t h e r  o p t i o n s  s h o u l d  r e n d e r  t h e  r e s o r t  t o  g o l d  s a l e s  very  
un l i k e  l y  . 

With r e g a r d  t o  ttls l i q u i d i t y  i s s u e ,  my a u t h o r i t i e s  c o n s i d e r  
t h a t  mu tua l  u n d e r t a k i n g s  by a l l  c o n t r i b u t o r s - - a l o n g  t h e  l i n e  of 
t h e  encashment  p r o v i s i o n s  of t h e  G e n e r a l  Arrangements  t o  Borrow-- 
a r e  n e c e s s a r y .  Moreover ,  t h e  e s t a b l i s h m e n t  of d m o b i l i z a t i o n  
f a c i l i t y  i s  a n  i n t e r e s t i n g  i d e a .  It would enhance  t h e  l i q u i d i t y  
of l o a n s  by u t i l i z i n g  t h e  Fund‘s  g e n e r a l  r e s o u r c e s  t o  ass i s t  a 
c o n t r i b u t o r  f a c i n g  l i q u i d i t y  d i f f i c u l t i e s .  Could the  mobilization 
f a c i l i t y  be a c t i v a t e d  n o t  o n l y  t o  r e spond  t o  b a l a n c e  of payments 
p-oblems b u t  a l so  when a c o u n t r y  needs  t o  m o b i l i z e  i t s  r e s e r v e s  
€or  a n y  o t h e r  r e a s o n ?  

-- . , 
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L e t  me c o n c l u d e  by r e c a l l i n g . t h e  d e a d l i n e  set  by t h e  Group 
of Seven  i n  i t s  Ven ice  communiqu6 and by r e i t e r a t i n g  o u r  d e s i r e  
t o  r e a c h  a n  ag reemen t  as  soon as  p o s s i b l e .  My a u t h o r i t i e s  s t a n d  
r e a d y  t o  r e v i e w  a l t e r n a t i v e  a p p r o a c h e s  as l o n g  as t h e s e  a p p r o a c h e s  
do n o t  p r e v e n t  c r e d i t o r  c o u n t r i e s  from l e n d i n g  t o  t h e  enhanced  
f a c i l i t y ,  and  t h e y  l o o k  f o r w a r d  t o  t h e  r a p i d  i m p l e m e n t a t i o n  of 
t h i s  i n i t i a t i v e .  

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

My a u t h o r i t i e s  f u l l y  r e c o g n i z e  t h e  p rob lems  of t h e  low-income, 
d e b t - d i s t r e s s e d  c o u n t r i e s .  Our own i n i t i a t i v e  f o r  a l l e v i a t i n g  t h e  
bu rden  of o f f i c i a l  b i l a t e r a l  d e b t  s e r v i c e  was se t  o u t  by t h e  
C h a n c e l l o r  of t h e  Exchequer  a t  t h e  s p r i n g  m e e t i n g  of t h e  Inter im 
C o m m i t t e e ,  a n d  w e  would l i k e  t o  make r a p i d  p r o g r e s s  i n  s e c u r i n g  
t h e  s u p p o r t  of o t h e r  c r e d i t o r  gove rnmen t s  f o r  t h i s  i n i t i a t i v e .  We 
a l s o  s u p p o r t  t h e  Managing D i r e c t o r ' s  i n i t i a t i v e  t o  enhance  t h e  
s t r u c t u r a l  a d j u s t m e n t  f a c i l i t y  a s  complementary t o  o u r  own pro- 
p o s a l s ,  a l o n g  w i t h  t h e  World Bank ' s  p r o p o s a l s  f o r  a d d i t i o n a l  
cof i n a n c i n g  . 

My a u t h o r i t i e s  have been a c t i v e l y  examin ing  ways i n  which 
t h e y  might  c o n t r i b u t e  t o  a n  enhanced  f a c i l i t y ,  and t h e y  have  
b e n e f i t e d  from r e c e n t  d i s c u s s i o n s  w i t h  s e n i o r  members of t h e  Fund 
s t a f f  i n  t h i s  r e g a r d .  From a t e c h n i c a l  p o i n t  o f  v iew,  a b u d g e t a r y  
c o n t r i b u t i o n  t o  h e l p  f i n a n c e  t h e  c o n c e s s i o n a r y  e l emen t - - the  
i n t e r e s t  s u b s i d y  accoun t - - shou ld  n o t  e n c o u n t e r  a n y  g r ? a t  p rob lems ,  
b u t  a c a p i t a l  c o n t r i b u t i o n  would p r e s e n t  some d i f f i c u l t i e s .  

More s p e c i f i c a l l y - - a n d  I a m  s p e a k i n g  on a person;:l  basis--a  
c a p i t a l  c o n t r i b u t i o n  would have  t o  b e  c l a s s i f i e d  a s  p u b l i c  expen- 
d i t u r e ,  and  p u b l i c  s p e n d i n g  o v e r  t h e  n e x t  f ew y e a r s  i s  a l r e a d y  
t i g h t l y  c o n s t r a i n e d .  My a u t h o r i t i e s  are examin ing  how a c a p i t a l  
c o n t r i b u t i o n  c o u l d  b e  made w i t h o u t  i t s  b e i n g  c l a s s i f i e d  as p u b l i c  
e x p e n d i t u r e .  Moreover ,  t h e  need f o r  p a r l i a m e n t a r y  a p p r o v a l  of a 
c o n t r i b u t i o n  may pose l e g i s l a t i v e  c o n s t r a i n t s .  F i n a l l y ,  t h e r e  are 
q u e s t i o n s ,  regard :  ng t h e  s e c u r i t y  and l i q u i d i t y  o f  c o n t r i b u t i o n s ,  
wh ich ,  among o t h e r  t h i n g s ,  have  a b e a r i n g  on how a c a p i t a l  c o n t r i -  
b u t i o n  would be c l a s s i f i e d  i n  o u r  p u b l i c  e x p e n d i t u r e  a c c o u n t s .  

The key q u e s t i o n  i s  whe the r  c o n t r i b u t i o n s  s h o u l d  b e  c h a n n e l e d  
t h r o u g h  t h e  G e n e r a l  R e s o u r c e s  Account  o r  t h r o u g h  a T r u s t  Fund. 
T h e r e  a r e  v a l i d  a r g u m e n t s  a g a i n s t  l e n d i n g  t o  t h e  Account b a s e d  i n  
p a r t  on t h e  t e c h n i c a l  i s s v e s  g i v e n  i n  t h e  s t a f f  pape r - - a l though  
some of t h e s e  are o v e r s t a t e d  i n  o u r  view--and i n  part on t h e  
d e s i r e  t o  k e e p  t h e  spec ia l  f i n a n c i n g  a v a i l a b l e  unde r  t h e  f a c i l i t y  
s e p a r a t e  from t h e  Fund ' s  g e n e r a l  r e s o u r c e s .  T h a t  s a i d ,  f u n d i n g  
the f a c i l i t y  t h r o u g h  a T r u s t  Fund raises all k i n d s  of problems.  
I n  t h a t  r e g a r d ,  t h e  s t a f f  h a v e  made a number of  i m a g i n a t i v e ,  and 
o n  t h e  w h o l e ,  h e l p f u l  s u g g e s t i o n s  f o r  improv ing  t h e  security and 
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l i q u i d i t y  o f  c r e d i t o r s '  c o n t r i b u t i o n s  t o  a T r u s t  Fund. My a u t h o r -  
i t i e s  welcome t h e s e  s u g g e s t i o n s ,  b u t  t h e y  have n o t  y e t  t aken  a 
f i r m  view. My own v iew i s  t h a t  some form of r e s e r v e  w i l l  b e  
e s s e n t i a l  and t h a t  i t  s h o u l d  be  funderi p r i m a r i l y  by  t h e  income and 
repayments  a c c r u i n g  t o  t h e  S p e c i a l  D i sbur semen t  Account .  I am 
c e r t a i n  t h a t  any  p r o p o s a l s  f o r  t h e  u s e  of SDR a l l o c a t i o n s  tc, h e l p  
f i n a n c e  a n  e n l a r g e d  f a c i l i t y  would E.e opposed ~y my a u t h o r i t i e s .  

I f  w e  were u n a b l e  t o  r e a c h  agreement  o n  s u b s t a n t i a i l v  
s t r e n g t h e n i n g  t h e  s e c u r i t y  and l i q u i d i t y  of claims on t h e  T r u s i  
Fund,  t h e n  t h e  o p t i o n  of l e n d i n g  t o  t h e  G e n e r a l  Resources  Account 
s h o u l d  be h e l d  open.  

My a u t h o r i t i e s  have a n  open  mind o n  t h e  ? o s s i b i l i t y -  o f  g o l d  
s a l e s ,  e i t h e r  t c  e n l a r g e  t h e  f a c i l i t y  d i r e c t l y  o r  t o  p r o v i d e  add i -  
t i o n a l  s e c u r i t y  on  a c o n t i n g e n c y  b a s i s  f o r  t h e  T r u s t  Fund.  We do 
n o t  f i n d  t h e  a rgumen t s  i n  t h e  s t a f f  p a p e r  a g a i n s t  . t h e  iise o f  go ld  
e n t i r e l y  c o m p e l l i n g .  We a c c e p t  the: need f.:r !>ruilc.nce a g a i n s t  tile 
u;~rri-f:a5.:~ltil?s of !.he iiext decade  1.i v i e v  l;f t h e  p o s s i b l e  a r r e a r s  
p r o b i e n s  b u t  we t . : l i e v e  t h a t  a modes t  g o l d  s a l e  to " t o p  up" a 
s h o r t f a l l  i n  commitments t o  a n  enhanced  f a c i l i t y  would p r o b a b l y  b e  
a c c e p t a b l e  from t h e  p o i n t  of v i ew o f  t h e  Fund ' s  o v e r a l l  f i n a n c i a l  
p o s i t i o n .  I f  o t h e r s  f e e l  t h a t  g o l d  sa les  t o  f i n a n c e  t h e  f a c i l i t y  
d i r e c t l y  s h o u l d  be avoided  a t  a l l  c o s t s ,  t h e n  w e  would hope t h a t  
t h e  i d e a  of a preapproved  c o n t i n g e n t  s a l e  o f  g o l d  t o  c o v e r  t h e  
c r e d i t  risk a s s o c i a t e d  w i t h  T h e  T r u s t  Fund would be examined 
c a r e f u l l y .  The argument  t h a t  t h e  s a l e  of a p o r t i o n  of t h e  Fund ' s  
g o l d  h o l d i n g s  would d e p r e s s  t h e  marke t  p r ice  of g o l d  and t h e  
v a l u a t i o n  o f  members' r e s e r v e s  i s  a c i i r i o u s  one.  I f  t h e  Fund 
c a n n o t  s e l l  a modest  amount of i t s  g o l d  now o r  sometime i n  t h e  
n o t  t o o  d i s t a n t  f u t u r e ,  t h e n  i t  i s  u n l i k e l y  t h a t  it would b e  a b l e  
t o  do  so i n  t h e  1990s  i n  t h e  unhappy e v e n t  of a n a r k e d  weakening 
of t h e  Fund ' s  o v e r a l l  f i n a n c i a l  p o s i t i o n .  

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 management t h z t  1.he Lest 
g u a r a n t e e  a v a i l a b l e  t o  c r e d i t o r s  i s  u l t i m a t e l y  t h e  u s e  of t h e  
f a c i l i t y  t o  s u p p o r t  a d e q u a t e  a d j u s t m e n t  e f f o r t s  - 

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

I n  f o c u s i n g  on t h e  m o d a l i t i e s  f o r  m o b i l i z i n g  r e s o u r c e s  f o r  a n  
enhanced  f a c i l i t y ,  a few g e n e r a l  p o i n t s  s h o u l d  n o t  be o v e r l o o k e d .  
F i r s t ,  t h e  p r e c a r i o u s  b a l a n c e  of payments  p o s i t i o n s  of t h e  coun- 
t r i e s  which a n  enhanced  f a c i l i t y  i s  i n t e n d e d  t o  a s s i s t  a r e  symp- 
toms of mors  d e e p - s e a t e d  problems.  They r e f l e c t  donies t jc  p o l i c y  
f a i l u r e s  i n  many c a s e s  and t h e  r e s t r i c t i o n  by t h e  i n d u s t r i a l  
c o u n t r i e s  of access t o  m a r k e t s  f o r  t h o s e  p r o d u c t s  i n  which ,  i n  a 
freer market  e n v i r o n m e n t ,  c o u n t r i e s  e l i g i b l e  ta uBe t h e  facility 
w o u l n  have  a con ipa ra t ive  a d v a n t a g e .  Fo r  example ,  r h e  r e c e n t  - World -- -- 
Ecor.omic Out look  shows t h a t  sub-Saharan  A f r i c a  h a s  experienced 



a l m o s t  no growth i n  nomina l  expor- t  e a r n i n g s  s i n c e  1980. Moreover ,  
a g r e a t e r  t h a n  e x p e c t e d  d e t e r i o r a t i o n  i n  t h e  d e S t  p o s i t i o n  of 
non-o i l  d e v e l o p i n g  c o u n t r i e s  i s ,  i n  l a r g e  p a r t ,  e x p l a i n e d  by :he 
poor  p r i c e  pe r fo rmance  of t h e i r  e x p o r t s .  

Second,  p o l i c y  s l i p p a g e  i s  undoub ted ly  a f a c t o r  j x  some sub-  
S a h a r a n  c o u n t r i e s L  S t i l l ,  we c a n  a g r e e  t h a t  program a d h e r e n c e  
might  be b e t t e r  i f  c o u n t r i e s  c o u l d  see some l i g h t  a t  t h e  end  of  
t h e  t u n n e l .  An enhancement  of  t:ie s t r u c t u r a . 1  a d j u s t m e n t  f a c i l i t y  
c o u l d  p l a y  a r o l e  i n  p r o v i d i n g  t h a t  s o r t  o f  encourageKen t .  

F i n a l l y ,  my a u t h o r i t i e s  wish  t o  r e i t e r a t e  t h e i r  view t h a t  t h e  
myr i ad  problems e n c o u n t e r e d  i n  t r y i n g  t o  f l i t  a n  enhanced  f a c i l i t y  
i n t o  t h e  framewu,r!c o f  t h e  Fund ' s  p o l i c i e s  s e r v e  t o  d e m o n s t r a t e  t h e  
b a s i c  i n c o r n p a t i b i l i t ' ;  of t h e  f a c i l i t y  w i t h  t h e  Fund ' s  b road  func -  
t i o n s .  Prcbl.ems m i g h t  n o t  a r i s e  t o  t h e  G a m e  extent i f  t h ?  World 
Bank was t h e  Ra in  c o n d u i t  f o r  s t r u c t u r a l  ad j u s  tment f i n a n c i n g .  

The c e n t r a l  c o n s i d e r a t i o n  i s  who b e a r s  t h e  r i s k  a t t a c h e d  t o  
enhanced  l e n d i n g  under  t h e  f a c i l i t y .  My a u t h o r l t i e s  see some 
a d v a n t a g e  i n  p l a c i n g  t he  r i s k  on t h e  Fund,  first, t o  enhance  t h e  
i n c e n t i v e  t o  e n s u r e  t h a c  programs s u p p o r t e d  by t h e  f a c i l i t y ' s  
r e s o u r c e s  per form a d e q u a t e l y ,  and  second--and more impor t an t - - to  
a t t r a c t  more r e s o u r c e s  f o r  t h e  enhancement  t h a z  would be a v a i l a b l e  
i f  t"e burden  of r i s k  was on t h e  c o n t r i b u t o r s .  - 

With r e g a r d  t o  t h e  second  p o i n t ,  l o a n s  t o  t h e  Fund t h a t  a r e  
open  t o  any  q u e s t i o n  a b o u t  r i s k  of  repayment  are  u n l i k e l y  t o  he  
a c c e p t a b l e  i n t e r n a t i o n a l  reserve a s s e t s ,  a t  least  as  f a r  2 s  my 
a u t h o r i t i e s  a r e  concerned--al though 1 z h o u l d  add  t h a t  t h e i r  exami- 
n a t i o n  of t h e  issue h a s  n c t  been c o n c l u d e d .  The i s s u e  of r i s k  
b e a r s  n o t  o n l y  o n  t h e  p rudence  of t h e  i n v e s t m e n t s  b u t  a l s o  on 
t h e i r  p o t e n t i a l  l i q u i d i t y .  I f  l o a n s  f o r  a n  enhanced  f a c i l i t y  
c o u l d  not  be r e g a r d e d  as r e s e r v e  a s s e t s ,  :he p r i x i p a l  c o s t  wonld 
f a l l  on n a t i o n a l  b u d g e t s ,  v h i c h  would g r e a t l y  l i m i t  p o t e n t i a l  
c o n t r i b u t i o n s ,  c e r t a i n l y  from A u s t r a l i a .  

lcrith t h a t  i n  mind,  my a u t h o r i t i e s  would p r e f e r  t h a t  t h e  
o p t i o n  of u s i n g  t h e  G e n e r a l  Account ,  w i t h  i t s  p o t e n t i a l  t o  p r o v i d e  
a c c e p t a b l e  r e s e r v e  a s se t s ,  s h o u l d  n o t  be r u l e d  o u t  u n l e s s  t h e  
r e a s o n s  f o r  do ing  s o  were u n a s s a i l a b l e .  The s t a f f ' s  a rgument  
a g a i c s t  tl!is o p t i o n  i s  a o t  c o n v i n c i n g .  I n  o u r  v iew t h e  s i t u a t i o n s  
a n  enhanced f a c i l i t y  5 s  meant  t o  a d d r e s s  c o u l d  b e  re- . r d e d  as  a 
s p e c i h l  c a t e g o r y  of  b a l a n c e  of payments  problems.  The u s e  of  
b a l a n c e  of payments d i f f i c u l t i e s  a s  a c r i t e r i o n  s h o u l d  a l low su f -  
f i c i e n t  scope  C,r o p e r a t i o n  of a n  enhanced  f a c i l i t y  t h r o u g h  t h e  
General Account and e f f e c t i v e l y  c w e r  c o u n t r i e s  c u r r e n t l y  e l i g i b l e  
t o  u s e  t h e  f a c i l i t y .  
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The s t a f f ' s  p o i n t  t h a t  u s e  o f  t h e  Arcbun t  might  e n t a i l  t h e  
e s t a b l i s h m e n t  of c r i t e r i a  f o r  a c c e s s  t h a t  do n o t  p e r f e c t l y  f i t  t h e  
c u r r e n t  l i s t  of e l i g i b l e  c o u n t r i e s  seems t o  i g n o r e  t h e  o b j e c t  of 
t h e  e x e r c i s e .  If each  c r i t e r i o n  i s  c o r r e c t  i n  r e l a t i o n  t o  t h e  
problem,  i t  i s  i r r e l e v a n t  whether  t h e  e l i g i b l e  c o u n t r i e s  t u r n  o u t  
t o  be t h o s e  e l i g i b l e  t o  u s e  t h e  e x i s t i n g  I ' a c i l i t y ,  i r r e l e v a n t  
whether  some c o u n t r i e s  now e l i g i b l e  do  n o t  g a i n  access t o  tLa? 
e n l a r g e d  f a c i l i t y ,  and  i r r e l e v a n t  t h a t  t h e  g r o u p  of e l i g i b l e  coun- 
t r i e s  might  change o v e r  time. 

The s t a f f  i n d i c a t e s  t h a t  u s e  of t h e  Account  would a l s o  r a i s e  
c o n c e r n s  abou t  t h e  r e v o l v i n g  n a t u r e  of t h e  Fund ' s  r e s o u r c e s  and 
i t s  l i q u i d i t y .  The real  dange r  t o  t h e  Fund ' s  f i n a n c i a l  p o s i t i o n  
i s  t h e  r i s k  of  d e f a u l t ,  and w e  would n o t  d i s a g r e e  t h a t  t h a t  r i s k  
i s  s i g n i E i c a n t .  T h a t  i s  why p o t e n t i a l  c o n t r i b u t o r s  are  concerned  
(IO g a i n  s e c u r i t y  a g a i n s t  t h e i r  c la ims .  I n d e e d ,  t h e  s t a f f  pape r  may 
b e  t o o  s a n g u i n e  abou t  t h e  p o s s i b l e  deve lopment  of a r r 2 a r s  under  
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 s .  

A s  t o  t h e  o t h e r  a l t e r n a t i v e s  canvassed  by t h e  s t a f f  p a p e r ,  my 
a u t h o r i t i e s  a g r e e  t h a t  t h e  s a l e  of  g o l d  s h o u l d  n o t  be c o n t e m p l a t e d .  
They a g r e e  a l s o  t h a t  a n  SDR a l l o c a t i o n  is  n o t  a p p r o p r i a t e ,  s ince  
t h e y  do no t  b e l i e v e  t h s t  t h e  p r e c o n d i t i o n s  se t  f o r t h  i n  t h e  
Art ic les  f o r  an SDR a l l o c a t i o n  have been  m e t .  

Thi ,s  leaves t h e  v a r i o u s  p o s s f S i l i t i e s  canvassed  under  t h e  
head ing  "a  ' p r o t e c t e d '  t r u s t  a r r angemen t  . I *  F i r s t ,  my a u t h o r i t i e s  
a g r e e  t h a t  g u a r a n t e e s  f rom t h e  Genera l  Account a r e  n o t  a f e a s i b l e  
way  t o  s t r e n g t h e n  t h e  s e c u r i t y  and l i q u i d i t y  'o f  claims. Subordi -  
n a t i o n  of t h e  r e s o u r c e s  of t h e  S p e c i a l  Disbursement  Account t o  
c la ims of t h e  T r u s t  would go' some way toward  t h e  Fund ' s  b e a r i n g  
t h e  r i s k ,  bu t  t h e  e x t e n t  of c o v e r a g e  i s  u n c e r ' t a i n .  I f  a bor rower  
f a i l e d  t o  repay  i t s  o b l - i g a t i o n s  t o  t h e  Fund, where t h e  A c c o u n t ' s  
r e s o u r c e s  had been  advanced i n  tandem w i t h  t h o s e  of t h e  T r u s t ,  
g i v i n g  p r i o r i t y  t o  repayments  t o  t h e  T r u s t  would n o t  p r o v i d e  
comple t e  c o v e r .  I f  b a l a n c e s  i n  t h e  S p e c i a l  D i sbur semen t  Account 
were used a s  a r e s e r v e ,  t h e  p r o t e c t i o n  a v a i l a b l e  would be l i m i t e d  
by t h e  b a l a n c e  i n  t h e  Account a t  t h e  t i m e .  
some g u a r a n t e e  t h a t  :he r e s e r v e  component of l i q u i d  r e s o u r c e s  
would n o t  be  d i s b u r s e d  f o r  o t h e r  u s e s ,  i n c l u d i n g  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 h i c h  seems t o  be c o n t r a r y  t o  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  f a c i l i t y .  

T h e r e  would need t o  be 

Many of tb- .  p o s s i b l e  s o u r c e s  f o r  e s t a b l i s h m e n t  of a reserve 
i n  the T r u s t  would o f f e r  o n l y  a m a l l  d e g r e e  of p r o t e c t i o n  i n  
respect of a n  SDR 6 b i l l i o n  f a c i l i t y .  The i n t e re s t  income on t h e  
S p e c i a l  Disbursement  Account ,  i n t e r e s t  on o u t s t a n d i n g  s t r u c t u r a l  
a d j u s t m e n t  l o a n s ,  a n d  t h e  s u r c h a r g e  f a l l  i n t o  t h i s  c a t e g o r y .  They 
would s e r v e  t o  c o v e r  o n l y  i n t e r e s t  s h o r t f a l l s ,  which by d e f i n i t i o n  
would be i n s i g n i f i c a n t .  It would be a moot p o i n t  whe the r  t h e y  
were worth t h e  e f f o r t .  



A r e s e r v e  f i n a n c e d  by e a r l y .  r e p a y m e n t s  by  d e b t o r s  wvuld mean 
t h a t  c r e d i t o r s  would b e a r  t h e  e n t i r e  r i s k  of  p o s s i b l e  d e f a u l t  by 
b o r r o w e r s .  While t h e  r e s e r v e  would b u i l d  up  i n  t h e  e a r l y  y e a r s ,  i t s  
r e s o u r c e s  would u l t i m a t e l y  b e  due  t o  c r e d i t o r s  even  i f  t h e r e  were no 
d e f a u l t .  T h i s  i d e a  t h e r e f o r e  o f f e r s  no more t h a n  a s h o r t - t e r m  
p a l l i a t i v e .  

A s  f o r  t h e  d i s t r i b u t i o n  of t h e  g e n e r a l  reserve, t h e  r e s e r v e  
was r e c e n t l y  i n c r e a s e d  b e c a u s e  of t h e  r i s k  posed t o  t h e  Fund ' s  
l i q u i d i t y  by t h e  r i se  of ove rdue  o b l i g a t i o n s .  T h a t  r i s k  h a s  n o t  
d i m i n i s h e d ,  and i t  would n o t  be s e n s i b l e  t o  d e d i c a t e  t h e  r e s e r v e  
f o r  a second c o n t i n g e n c y .  A l s o ,  t h e  l o g i p  ' 2 s  of a r e s e r v e  d i s -  
t r i b u t  i o n  and r e c y c l i n g  are d a u n t i n g  

The s p e c i a l  m o b i l i z a t i o n  f a c i l i t y  seems t o  be  a complex and 
cumbersome approach  t o  p r o v i d i n g  l i q u i d i t y  f o r  t h e  claims of  con- 
t r i b u t o r s  t o  t h e  enhancement .  Moreover ,  i t  would be j u s t  as much 
a s p e c i a l  f a c i l i t y  under  t h e  G e n e r a l  R e s o u r c e s  Account  as would be 
on - l end ing  by t h a t  Account  f o r  a n  enhanced  f a c i l i t y .  

In sum, w h i l e  t h e  s t a f f  h a s  s t r i v e n  m i g h t i l y  t o  overcome t h e  
o b j e c t i o n s  t o  a t r u s t  a r r a n g e m e n t ,  i t s  e f f o r t s  have no t  been  f u l l y  
s u c c e s s f u l .  We would l i k e  to s e e  a more t h o r o u g h  e x a m i n a t i o n  of 
t h e  G e n e r a l  R e s o u r c e s  Account  approach-- the  d i f f i c u l t i e s  of which 
seem t o  have been s u b s t a n t i a l l y  o v e r r a t e d .  

M r  . Rodgson macle t h e  f o l l o w i n g  s t a t e m e n t :  

The s t a f f  p a p e r  was h e l p f u l  i n  c l a r i f y i n g  some of t h e  ope ra -  
, t i o n a l  c o n s i d e r a t i o n s  w i t h  r e s p e c t  t o  t h e  f i n a n c i n g  of an e n l a r g e d  
s t r u c t u r a l  a d j u s t m e n t  f a c i l i t y .  I am n o t  i n  a p o s i t i o n  t o  g i v e  
d e f i n i t i v e  v iews  t o d a y ,  s i n c e  my a u t h o r i t i e s  have  no t  y,et f u l l y  
a r t i c u l a t e d  t h e i r  v iews  on a l l  a s p e c t s  of t h e  a r r a n g e m e n t s .  
However, my Canadian  a u t h o r i t i e s  have announced ,  a t  t h e  r e c e n t  
Francophone Summit, t h a t  t h e y  i n t e n d  t o  p a r t i c i p a t e  in t h e  e n l a r g e -  
ment of t h e  f a c i l i t y .  

My a u t h o r i t i e s '  i n i t i a l  p r e f e r e n c e  was f o r  p a r t i c i p a n t s  t o  
l e n d  t o  t h e  Fund d i r e c t l y  t h r o u g h  t h e  G e n e r a l  R e s o u r c e s  Account .  
T h a t  p r e f e r e n c e  was l a r g e l y  due  t o  c o n c e r n s  a b o u t  t h e  need f o r  
some form of repayment  g u a r a n t e e ,  and a l s o  due  t o  c o n c e r n s  abou t  
t h e  l i q u i d i t y  of  c l a i m s .  We a p p r e c i a t e ,  however ,  t h a t  l e n d i n g  
d i r e c t l y  t o  t h e  General R e s o u r c e s  Account  might  have  major  a d v e r s e  
i m p l i c a t i o n s  f o r  t h e  p o l i c i e s  and o p e r a t i o n s  of t h e  Fund. I f  t h e  
Fund i s  t o  p r e s e r v e  i t s  n o n d i s c r i m i n a t o r y  and monetary  c h a r a c t e r ,  
and i f  t h e  r e s o u r c e s  of t h e  f a c i l i t y  are  t o  be  t a r g e t e d  t o  a 
s p e c i f i c  g roup  of c o u n t r i e s  on terms which a r e  w e l l - t a i l o r e d  t o  
t h e i r  n e e d s ,  t h e n  a t r u s t  a r r a n g e m e n t  m i g h t  be more a p p r o p r i a t e .  
We n e v e r t h e l e s s  wish t o  e n s u r e  t h a t  wha teve r  a r r angemen t  i s  
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a g r e e d ,  i s  s u i t a b l e  t o  a l a r g e  r a n g e  of p o t e n t i a l  p s r t i c i p a n t s ,  
and w e  hope t h e r e  i s  s u f f i c i e n t  f l e x i b i l i t y  t o  accommodate a l l  
l e n d e r s  . 

The s t s . f f  pape r  o u t l i n e d  a number of u s e f u l  s u g g e s t i o n s  on 
e n h a n c i n g  the s e c u r i t y  and  l i q u i d i t y  c h a r a c t e r i s t i c s  o f  l e n d i n g  t o  
t h e  T r u s t .  Many o f  t h e s e  s h o u l d  be i n t e g r a t e d  i n t o  a n  e v e n t u a l  
agreement  i f  a consensus  i n  f a v o r  of l o a n s  t o  t h e  T r u s t  c a n  be  
r e a c h e d .  A t  t h i s  p o i n t ,  I would emphas ize  t h a t  we  do n o t  see  a 
c o n d i t i o n a l  SDR a l l o c a t i o n  as an  a c c e p t a b l e  f i n a n c i n g  o p t i o n .  We 
a l s o  would p r e f e r  no t  t o  g i v e  any  c o n s i d e r a t i o n  t o  g o l d  sa les  € o r  
t h e  moment, s i n c e  t h e r e  i s  n o t  l i k e l y  t o  b e  a d e q u a t e  s u p p o r t  f o r  
t h a t  o p t i o n .  

I t  i s  c l ea r  i'rom tk.e s t a f f ' s  a n a l y s i s  t h a t  t h e  Fund h a s  no 
power t o  ex tend  a g u a r a n t e e  a g a i n s t  c o n t r i b u t i o n s  t o  a n  enhanced  
f a c i l i t y .  However, a numbe: of u s e f u l  i d e a s  were advanced  by t h e  
s t a f f  t o  p r o v i d e  g r e a t e r  p r o t e c t i o n  t o  a t r u s t  a r r angemen t .  The 
s u b o r d i n a t i o n  of S p e c i a l  D i sbur semen t  Account  c l a i m s  t o  t h e  c l a i m s  
of  l e n d e r s  t o  t h e  T r u s t  i s  a p a r t i c u l a r l y  good i d e a ,  and w e  would 
e x p e c t  i t  t o  be a p a r t  of any s e c u r i t y  package .  Added a s s u r a n c e  
t o  c r e d i t o r s  would a l s o  be  u s e f u l .  

With r e s p e c t  t o  a reserve,  i t s  s i z e  s h o u l d  depend on t h e  
a c t u a l  amount and n a t u r e  of l o a n s  made t o  t h e  T r u s t ,  as w e l l  as 
t h e  amount arid d i s t r i b u t i o n  of s t r u c t u r a l  ad ju scmen t  a r r angemen t s  
w i th  r e c i p i e n t  c o u n t r i e s .  I f  a n  enhanced  f a c i l i t y  i s  d i r e c t e d  
l a r g e l y  toward t h e  mos t  s e r i o u s l y  i n d e b t e d  low-income c o u n t r i e s ,  
o r  i f  r e s o u r c e s  come from r e s ' e r v e s ,  t h e n  a h i g h e r  d e g r e e  of 
r e s e r v e  s e c u r i t y  s h o u l d  be b u i l t  i n .  C o n v e r s e l y ,  i f  t h e  r i s k  i s  
s p r e a d  mare b r o a d l y ,  o r  i f  . f i n a n c i n g  comes l a r g e l y  from government  
b u d g e t s ,  t h e n  t h e  r e s e r v e  m i g h t  n o t  need t o  be so l a r g e .  

On p r o p o s a l s  f o r  e s t a b l i s h i n g  a r e s e r v e ,  t h e  u s e  of i n t e r e s t  
income t o  f i n a n c e  a r e s e r v e  i s  a p p r o p r i a t e .  We would be r e l u c t a n t  
t o  see a compulsory  d i s c o u n t  on l o a n s  t o  t h e  T r u s t ,  s i n c e  t h i s  
would e f f e c t i v e l y  i n c r e a s e  t h e  a l r e a d y  l a r g e  e f f e c t i v e  g r a n t  
element of t h e  l o a n s .  We a l s o  have  some c o n c e r n s  a b o u t  a s i n k i n g  
f u n d ,  which would -educe t h e  f i n a n c i a l  b e n e f i t s  of t h e  f a c i l i t y  t o  
u s e r s .  A s u r c h a r g e  on l o a n s  from t h e  f a c i l i t y  would a l s o  r e d u c e  
c o n c e s s i o n a l i t y ,  b u t  m i g h t  i n c r e a s e  t h e  i n c e n t i v e  f o r  u s e r s  of t h e  
f a c i l i t y  t o  e n s u r e  t h a t  o t h e r  u s e r s  d i s c h a r g e  t h e i r  o b l i g a t i o n s  t o  
t h e  T r u s t  on time. We would n o t  want t o  r u l e  o u t  t h e  i d e a  of a 
r e f u n d a b l e  s u r  c h a r g e  

The s t a f f  p a p e r  a l s o  men t ions  t h e  p o s s i b i l i t y  of  d i s t r i b u t i n g  
some p o r t i o n  of t h e  Fund ' s  g e n e r a l  r e s e r v e  a s  a form of s e c u r i t y ,  
b u t  i n  l i g h t  of t h e  e x i s t i n g  s t r a i n s  on t h e  F u n d ' s  f i n a n c i a l  pos i -  
t i o n ,  w e  would n o t  s u p p o r t  such a n  approach. 



C l a i m s  s h o u l d  be a s  l i q u i d  'as p o s s i b l e ,  and  we s h o u l d  
c o n s i d e r  a l l  p r a c t i c a l  measures  t o  a s s u r e  t h a t  l i q u i d i t y -  My 
a u t h o r i t i e s  would be r e l u c t a n t  t o  commit t h e m s e l v e s  a t  t h i s  t i m e ,  
however ,  t o  a c q u i r e  t h e  c l a i m s  of o t h e r  1 e n d e r s . i n  t h e  e v e n t  t h e y  
f a c e d  b a l a n c e  of payments  d i f f i c u l t i e s .  Any m u t u a l  u n d e r t a k i n g s  
t o  a s s u r e  l i q u i d i t y  among p a r t i c i p a n t s  i n  t h e  T r u s t  w i l l  have  t o  
be n e g o t i a t e d  among them. We a l s o  h a v e  some q u e s t i o n s  on  how a 
m o b i l i z a t i o n  f a c i l i t y  m i g h t  o p e r a t e .  F u r t h e r  s t a f f  work i n  t h i s  
a r e a  would b e  d e s i r a b l e .  

My a u t h o r i t i e s  a g r e e  t h a t  g r a n t s  would b e  t h e  b e s t  way t o  
fund  a n  i n t e r e s t  s u b s i d y  a c c o u n t .  They would p r e f e r  t h a t  s u b s i d y  
c o n t r i b u t i o n s  s h o u l d  be s p r e a d  o v e r  f i v e  y e a r s ,  and  t h a t  t h e r e  
s h o u l d  b e  pe1j.odi.c reviews of  g r a n t  commitments .  F i n a l l y ,  we 
f u l l y  a g r e e  w i t h  t h e  s t a f f  t h a t  tne  s t r o n g e s t  a s s u r a n c e  f o r  
c r e d i t o r s  l i e s  i n  t h e  a p p r o p r i a t e n e s s  of t h e  a d j u s t m e n t  programs 
s u p p o r t e d  by a n  enhanced f a c i l i t y ,  and  w e  l o o k  fo rward  t o  t h e  
f o r t h c o m i n g  paper  on t h e  m o n i t o r i n g  of  a r r a n g e m e n t s  unde r  t h e  
f a c i l i t y  . 

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

S i n c e  J a p a n  j o i n e d  o t h e r  ma jo r  i n d u s t r i a l  c o u n t r i e s  i n  wel- 
coming t h e  p r o p o s a l  t o  enhance  t h e _ < 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  on t h e  o c c a s i o n  of t h e  Ven ice  Summit, my 
a u t h o r i t i e s  have i n t e n s i v e l y  e x p l o r e d  p o s s i b l e  ways t o  c o n t r i b u t e  
t o  t h e  proposed e n l a r g e m e n t .  However, t h e y  have  n o t  y e t  r e a c h e d  
d e f i n i t e  c o n c l u s i o n s .  My remarks  are t h e r e f o r e  based  on  t h e i r  

, s t u d i e s  t o  t h i s  t i m e .  

A t  t h e  o u t s e t ,  I would l i k e  t o  u n d e r s c o r e  t h e  i m p o r t a n c e  
which my a u t h o r i t i e s  a t t a c h  t o  t h e  p r i n c i p l e  of  f a i r  burden  s h a r i n g  
i n  t h e  fund ing  a r r angemen t  f o r  t h e  enhancement .  My a u t h o r i t i e s  
r e g a r d  t h i s  p r i n c i p l e  a s  a p remise  t o  g r a n t  b u d g e t a r y  c o n t r i b u -  
t i o n s .  I n  my a u t h o r i t i e s '  v i e w ,  Fund q u o t a  s h a r e s  would b e  a n  
a p p r o p r i a t e  c r i t e r i o n  f o r  d e t e r m i n i n g  t h e  s h a r e s  o f  g r a n t  c o n t r i -  
b u t i o n s ,  w h i l e  c o n s i d e r a t i o n  may b e  g i v e n  t o  t h e  u s e  of o t h e r  
c r i t e r i a  i n  d e c i d i n g  t h e  s h a r e s  of l o a n  c o n t r i b u t i o n s .  I a l s o  
u r g e  t h a t  f u r t h e r  d i s c u s s i o n s  on t h e  f u n d i n g  a r r a n g e m e n t  p roceed  
r a p i d l y  s o  a s  t o  f a c i l i t a t e  p a r t i c i p a t i o n  by a s  many c o n t r i b u t o r s  
a s  p o s s i b l e .  A d i f f i c u l t  q u e s t i o n  i s  w h e t h e r  t h e  e n v i s a g e d  expan- 
s i o n  i s  f e a s i b l e .  The s t a f f  estimates t h a t  t h e  r e s o u r c e s  r e q u i r e d  
amount t o  SDR 7 . 7  b i l l i o n .  It may b e  d e s i r a b l e  t o  examine t h e  
i s s u e  of t h e  s i z e  of t h e  f a c i l i t y  a f t e r  a d e c i s i o n  on t h e  f u n d i n g  
a r r angemen t  h a s  been  t a k e n .  

I n  v iew o f  t h e  p r e v a f l i n g  f i s c a l  c o n s t r a i n , t s  among member 
c o u n t r i e s ,  my a u t h o r i t i e s  b e l i e v e  t h a t  due c o n s i d e r a t i o n  s h o u l d  be  
g i v e n  t o  t h e  sale  of t h e  Fund ' s  g o l d  h o l d i n g s  t o  f i n a n c e  p e r h a p s  
h a l f  of t h e  a d d i t i o n a l  r e s o u r c e s  r e q u i r e d .  
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The s t a f f  h a s  d i s a i s s e d  t h e  p o s s i b i l i t y  of l e n d i n g  t o  t h e  
G e n e r a l  Resources  Account ,  p r i m a r i l y  b e c a u s e  i t  would be impos- 
s i b l e  t o  l i m i t  a c c e s s  t o  a n  e n l a r g e d  f a c i l i t y  i n  t h e  Account .  I 
wonder w h e t h e r  p r i o r  a r r a n g e m e n t s  c o u l d  be  made so t h a t  c o u n t r i e s  
n o t  e l i g i b l e  t o  u s e  t h e  e x i s t i n g  f a c i l i t y  would r e f r a i n  from t h e  
u s e  of t h e  enhanced f a c i l i t y .  Would i t  be p o s s i b l e  t o  l i m i t  
c c c e s s  t o  a new f a c i l i t y  i n  t h e  Account t h r o u g h  a d e c i s i o n  of t h e  
Board of Governors?  

The t r u s t  a r r angemen t s  proposed  by t h e  s t a f f  pose  s e v e r a l  
problems f o r  my a u t h o r i t i e s .  Our p r e s e n t  i n s t i t u t i o n a l  s e t u p  
r e q u i r e s  t h a t  l o a n s  be  made from f o r e i g n  exchange r e s e r v e s .  But 
w h i l e  we c o u l d  e x t e n d  l o a n s  t o  t h e  Fund ' s  g e n e r a l  r e s o u r c e s ,  t h e  
law d o e s  n o t  p r o v i d e  f o r  l oans  t o  a t r u s t  a r r angemen t .  Under 
t h e s e  c i r c u m s t a n c e s ,  i t  d o e s  n o t  a p p e a r  f e a s i b l e  t o  change t h e  
l a w .  My a u t h o r i t i e s  have t h e r e f o r e  concluded  t h a t  i t  i s  i m p o s s i b l e  
t o  p a r t i c i p a t e  i n  t h e  proposed t r u s t  a r r angemen t  t h r o u g h  l o a n s  
from f o r e i g n  exchange r e s e r v e s .  Although my a u t h o r i t i e s  are 
examining  o t h e r  s o u r c e s  of f u n d i n g  f o r  l e n d i n g  t o  t h e  T r u s t ,  t h e i r  
e f f o r t s  have n o t  y e t  been  s u c c e s s f u l .  The s t a f f ' s  e f f o r t s  t o  
i n c r e a s e  t h e  s e c u r i t y  and l i q u i d i t y  of c l a i m s  on t h e  T r u s t  i s  
commendable. My a u t h o r i t i e s  encourage  t h e  s t a f f  t o  e x p l o r e  f u r -  
t h e r  t h e  p o s s i b l e  a r r angemen t s  t o  r e d u c e  t h e  r i s k  t o  c r e d i t o r s .  
I n  t h i s  c o n t e x t ,  I would l i k e  t o  h e a r  t h e  s t a f f ' s  v iew o n  p l e d g i n g  
t h e  Fund ' s  gold as c o l l a t e r a l  t o  c r e d i t o r s .  

'I u rge  t h e  s t a f f  t o  n e g o t i a t e  w i t h  t h e  O r g a n i z a t i o n  f o r  
Economic Coopera t ion  and  Development t o  a l l o w  b u d g e t a r y  g r a n t s  t o  
be  coun ted  a s  o f f i c i a l  development  a s s i s t a n c e  i n  t h e  s t a t i s t i c a l  
r e p o r t i n g  of t h e  Development A s s i s t a n c e  Commit tee ,  which would 
c e r t a i n l y  f a c i l i t a t e  t h e  p a r t i c i p a t i o n  of some p o t e n t i a l  c o n t r i b -  
u t o r s  i n  a n  e n l a r g e d  f a c i l i t ' y .  

My a u t h o r i t i e s  c o n s i d e r  i t  f e a s i b l e  f o r  J a p a n  t o  ex tend  a 
l o a n  t o  t h e  Genera l  Resources  Account a t  marke t  ra tes ,  and a t  t h e  
same t i m e ,  t o  g r a n t  c o n t r i b u t i o n s  from t h e  budget  t o  a n  i n t e r e s t  
s u b s i d y  a c c o u n t .  

Mr. Ovi remarked t h a t  t h e  Nordic  c o u n t r i e s  s u p p o r t e d  t h e  Managing 
D i r e c t o r ' s  i n i t i a t i v e  t o  increase t h e  r e s o u r c e s  of t h e  s t r u c t u r a l  ad justme-nt  
f a c i l i t y .  H i s  a u t h o r i t i e s  found i t  h i g h l y  d e s i r a b l e  t h a t  t h e  n e c e s s a r y  
d e c i s i o n s  Ear implement ing  t h e  p r o p o s a l  s h o u l d  b e  t a k e n  i n  t h e  coming 
months .  The c o u n t r i e s  i n  h i s  c o n s t i t u e n c y  had n o t  y e t  t a k e n  t h e i r  f i n a l  
de c. i s i o n  r e ga r d i  n g par  t i c i p a t  i o n  . 
p r o s p e c t i v e  c o n t r i b u t i o n s  would be s u b j e c t  t o  a broad  p a r t i c i p a t i o n  of 
d o n o r s  p r o v i d i n g  some d e g r e e  of a d d i t i o n a l  r e s o u r c e s  t o  d e v e l o p i n g  coun- 
t r i e s  and would be based on  a r e a s o n a b l e  burden  s h a r i n g .  I n  t h a t  l a t t e r  
r e s p e c t ,  t h e  b a l a n c e  of payments  s i r u a t i o n  and a c t u a l  o f f i c i a l  development  
a s s i s t a n c e  pe r fonnance  were c o n s i d e r e d  fo be i m p o r t a n t  c r i t e r i a .  

Among o t h e  r c o n s  i d  e r a t i o n  s , t h e  i r 
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He ag reed  w i t h  t h e  s t a f f  t h a t ,  among t h e  a l t e r n a t i v e s  a v a i l a b l e ,  t h e  
c h a n n e l i n g  of c o n t r i b u t i o n s  th rough  a T r u s t  Account  a d m i a i s t e r e d  by t h e  
Fund a p  pez r  ed t o  be- -a l l  t. h i n g s  cons  i d e r e d - - t h e  most a p p r o p r i a t e  s o l u t i o n ,  
Mr. O T i i  c o n t i n u e d .  
t o  t h e  form of i n d i v i d u a l  c o n t r i b u t i o n s .  F u r t h e r m o r e ,  i t  seemed t h a t  a 
c lear  m a j o r i t y  of  t h e  p o t e n t i a l  c o n t r i b u t o r s  p r e f e r r e d  t h a t  a l t e r n a t i v e .  

It wouid a l l o w  t h e  n e c e s s a r y  f l e x i b i l i t y  w i t h  respect 

Through a s u i t a b l e  c o m b i n a t i o n  of t h e  p r o p o s a l s  s e t  f o r t h  by t h e  
s t a f f ,  claims on a p r o s p e c t i v e  T r u s t  Account  s h o u l d  be g u a r a n t e e d  t h e  
h i g h e s t  p o s s i b l e  d e g r e e  of s e c u r i t y  and  l i q u i d i t y ,  M r  . Ovi c o n s i d e r e d .  
Whi le  a t  p r e s ? n t  h e  d i d  n o t  r u l e  o u t  a somewhat b r o a d e r  bu rden  s h a r i n g  
among d e b t o r s ,  c r e d i t o r s ,  and t h e  Fund,  i t  w a s  n a t u r a l  t h a t  t h e  d e b t o r  
c o u n t r i e s  ' should  l a r g e l y  g u a r a n t e e  repayment  and l i q u i d i t y  t o  c r e d i t o r s  
b o t h  i n d i r e c t l y  th rough  t h e  e x i s t i n g  S p e c i a l  D i sbur semen t  Account  and  
more d i r e c t l y ,  f o r  example ,  t h r o u g h  a s u r c h a r g e ,  b u t  no t  t h r o u g h  mecha- 
n isms  i n v o l v i n g  a s h o r t e n i n g  of t h e  g r a c e  p e r i o d .  

He doubted  t h a t  t h e  s u g g e s t i o n s  p u t  f o r w a r d  so  f a r  c o u l d  p r o v i d e  a 
s u f f i c i e n t l y  h i g h  d e g r e e  o f  l i q u i d i t y  t o  e n a b l e  donor  c o u n t r i e s  t o  u s e  
o f f i c i a l  excharLge reserves f o r  l e n d i n g  t o  t h e  f a c i l i t y ,  Mr. Ovi added .  
Whether t h e  encashment  o f  claims would s u f f i c e  i n  t h a t  r e g a r d  depended 
h e a v i l y  on  t h e  amount r e s e r v e d  f o r  t h a t  p u r p o s e .  More c o m p l i c a t e d  s o l u -  
t i o n s  t o  t h e  l i q u i d i t y  p rob lem,  f o r  example ,  mu tua l  ag reemen t s  among 
d o n o r s  t o  p u r c h a s e  each  o t h e r ' s  claims, o r  a m o b i l i z a t i o n  f a c i l i t y ,  c o u l d  
presumably  b e  e s t a b l i s h e d .  However, t h o s e  o p t i o n s  would undoub ted ly  
r e q u i r e  f u r t h e r  n e g o t i a t i o n .  Moreover ,  a d rawing  on t h e  m o b i l i z a t i o n  
f a c i l i t y  would i n v o l v e  a somewhat l o w e r  d e g r e e  o f  l i q u i d i t y  t h a n  a r e s e r v e  
t r a n c h e  drawing .  In sum, more work was needed on  a s s u r i n g  t h e  l i q u i d i t y  
of c l a  i r n s  . 

M r .  O r t i z  made t h e  f o l l o w i n g  s t a t e m e n t  : 

I n  v i e w  of t h e  e x t r e m e l y  s e v e r e  economic c o n d i t i o n s  f a c i n g  
l o w i n c o m e  c o u n t r i e s  w i t h  d e b t - s e r v i c i n g  p rob lems ,  t h e r e  i s  a n  
u r g e n t  need t o  p r o v i d e  them w i t h  s u b s t a n t i a l l y  i n c r e a s e d  f i n a n c i a l  
a s s i s t a n c e  on c o n c e s s i o n a l  terms. T h e r e  i s  l i t t l e  p o i n t  i n  pro- 
v i d i n g  a d d i t i o n a l  c r e d i t s  o r  r e s c h e d u l i n g  on c o n c e s s i o n a l  terms; 
p i l i n g  new d e b t  on o l d  has p roved  t o  be t h e  wrong s o l u t i o n  t o  t h e  
problems of t h e s e  c o u n t r i e s ,  a s  w e l l  as  o t h e r  h e a v i l y  i n d e b t e d  
d e v e l o p i n g  c o u n t r i e s .  

A t  t h e  same t i m e ,  s t r o n g ,  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  must  
b e  made by  low-income c o u n t r i e s  i f  t h e i r  economic s t a g n a t i o n  and 
f i n a n c i a l  d i f f i c u l t i e s  are t o  be  overcome.  
e v i d e n t  t h a t ,  g i v e n  t h e  p r o t r a c t e d  n a t u r e  of t h e s e  d i f f i c u l t i e s ,  
t h e  imp lemen ta t ion  of p o l i c i e s  l e a d i n g  t o  s t r u c t u r a l .  change  is of 
the e s s e n c e .  The Fund has a s u b s t a n t i a l  c o n t r i b u t i o n  t o  make, and 
i n  view o f  t h e  problem of ove rdue  o b l i g a t i o n s ,  t h e  l o g i c a l  approach  
t o  c h a n n e l i n g  r e s o u r c e s  t o  t h e s e  c o u n t r i e s  i s  th rough  an  e n l a r g e d  
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 ,  p r e f e r a b l y  o p e r a t i n g  s e p a r a t e l y  
f rom t h e  Genera l  R e s o u r c e s  Accoun t .  

It i s  i n c r e a s i n g l y  
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The s t a f f  pape r  f o c u s e s  on  the. q u e s t i o n  of  g u a r a n t e e s  f o r  
p o t e n t i a l  c r e d i t o r s .  Although I u n d e r s t a n d  t h e  c o n c e r n  of some 
p o t e n t i a l  p a r t i c i p a n t s  i n  a n  e n l a r g e d  f a c i l i t y - - a n d ,  i n d e e d ,  t h e  
a u t h o r i t i e s  of c o u n t r i e s  i n  my c o n s t i t u e n c y  t h a t  may b e  i n  a pos i -  
t i o n  t o  p a r t i c i p a t e  s h a r e  some of t h e s e  concerns--1 a g r e e  w i t h  t h e  
s t a f f  t h a t  t h e  b e s t  g u a r a n t e e  l i e s  i n  t h e  s t r e n g t h  and c r e d i b i l i t y  
of programs and t h e  commitment of t h e  Fund. 

T h i s ,  o f  c o u r s e ,  d o e s  n o t  mean t i g h t e n i n g  c o n d i t i o n a l i t y  so  
t h a t  d i s b u r s e m e n t s  under  t h e  f a c i l i t y  c a n n o t  be  made--which would 
d e f e a t  t h e  pu rpose  of t.ne f a c i l i t y - - n o r  t h a t  c o n s i d e r a t i o n  of 
v a r i o u s  o p t i o n s  f o r  implement ing  t h e  en la rgemen t  of t h e  f a c i l i t y  
s h o u l d  be l i m i t e d .  The Fund s h o u l d  be r e s p o n s i v e  t o  t h e  l e g i t i -  
mate c o n c e r n s  o f  donor s  a n d  l e n d e r s ,  and i t  s h o u l d  be l e f t  l a r g e l y  
up  t o  them t o  d e c i d e  t h e  m o d a l i t i e s  f o r  t h e i r  p a r t i c i p a t i o n .  My 
a u t h o r i t i e s  c o n s i d e r  t h a t ,  a t  t h i s  s t a g e ,  i t  i s  e s s e n t i a l  t o  keep  
s e v e r a l  doors  open .  

I n d e e d ,  t h e  a u t h o r i t i e s  of t h o s e  c o u n t r i e s  i n  my c o n s t i t u e n c y  
who a r e  i n  a f i n a n c i a l  p o s i t i o n  t o  p a r t i c i p a t e  i n  t h e  enhancement  
remain q u i t e  f l e x i b l e  r e g a r d i n g  t h e  f i n a n c i a l  m o d a l i t i e s  b e i n g  
c o n t e m p l a t e d . '  They e x p e c t  t h a t  t h e  main  c o n t r i b u t i o n s  t o  t h e  
e n l a r g e d  f a c i l i t y  would come from t h e  m a j o r  i n d u s t r i a l  c o u n t r i e s  
and e s p e c i a l l y ,  bu t  n o t  e x c l u s i v e l y ,  f rom t h o s e  h a v i n g  t h e  s t r o n g -  
e s t  b a l a n c e  of payments p o s i t i o n s .  They would-also e x p e c t  tha t  
these c o u n t r i e s  w i l l  make a more s u b s t a n t i v e  c o n t r i b u t i o n  r e g a r d -  
i n g  t h e  f i n a n c i a l  m o d a l i t i e s .  I w i l l  t h e r e f o r e  remark on  more 
g e n e r a l  i s s u e s .  

Although my a u t h o r i t i e s  see t h e  a d v a n t a g e s  of c h a n n e l i n g  
c o n t r i b u t i o n s  th rough  a Trus.t AccQunt o p e r a t i n g  s e p a r a t e l y  from 
t h e  Genera l  Resources  Account ,  t h e y  u n d e r s t a n d  t h e  c o n c e r n s  and 
r e s e r v a t i o n s  e x p r e s s e d  by o t h e r  p o t e n t i a l  c o n t r i b u t o r s  r e g a r d i n g  
t h i s  approach .  The l e g a l  l i m i t a t i o n s  on r e s t r i c t i n g  a c c e s s  t o  t h e  
Genera l  Account do not .  p r e s e n t  a n  i n s u r m o u n t a b l e  d i f f i c u l t y .  A s  
t h e  s t a f f  s u g g e s t s ,  c r i t e r i a  f o r  a c c e s s  t o  a new f a c i l i t y  i n  t h e  
Account c o u l d  be d e v i s e d  t h a t  would a p p l y  t o  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  e x i s t i n g  f a c i l i t y .  We would expect t h a t  t h e  p r e s e n t  
c r i t e r i a  f o r  e l i g i b i l i t y  would be  unchanged.  A s  Mr. Yamazaki h a s  
s u g g e s t e d ,  some c o u n t r i e s  m i g h t  v o l u n t a r i l y  r e f r a i n  from u s i n g  t h e  
new f a c i l i t y ,  a p r a c t i c e  p r e s e n t l y  fo l lowed  w i t h  r e s p e c t  t o  t h e  
u s e  of t h e  compensatory f i n a n c i n g  and t h e  ex tended  Fund f a c i l i t i e s .  

My a u t h o r i t i e s  a l s o  see c o n s i d e r a b l e  meri t  i n  a c o n d i t i o n a l  
SDR a l l o c a t i o n ,  and  a r e  somewhat d i s a p p o i n t e d  t h a t  l i t t l e  a t t e n t i o n  
was g i v e n  t o  t h i s  p o s s i b i l i t y  i n  t h e  s t a f f  p a p e r .  The b e n e f i t s  of 
such  a mechanism,  u t i l i z e d  i n  combina t ion  w i t h  a n  i n t e r e s t  s u b s i d y  
a c c o u n t ,  were p o i n t e d  o u t  by M r .  d e  Groo te  some t i m e  ago .  - 1/ 

1/ See  "Note  by M r .  de  Groo te  on A l t e r n a t i v e  F i n a n c i n g  Methods 
f o 3  I n c r e a s i n g  t h e  Resources  of t h e  S t r u c t u r a l  Adjus tment  F a c i l i t y , ' '  
r ep roduced  i n  Annex 11. 



EBM/87/138 - 9 / 1 5 / 8 7  - 22 - 

I n  t h e  a b s e n c e  of a c o n s e n s u s  on a n  SDR a l l o c a t i o n  and  i n  
v i e w  o f  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  w i t h  c o n c e s s i o n a l  l e n d i n g  t o  
a t r u s t  a r r a n g e m e n t ,  p e r h a p s  we s h o u l d  c o n s i d e r  t h e  e s t a b l i s h m e n t  
of a new approach  t h a t  w i l l  p e r m i t  t h e  c a t a l y z a t i o n  of s u f f i c i e n t  
r e s o u r c e s  f o r  e n h a n c i n g  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 .  

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

The main d i f f i c u l t y  e n c o u n t e r e d  w i t h  p r o p o s a l s  on f i n a n c i n g  
a n  enhanced 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 h i l e  s a t i s f y i n g  t h e  
l e g i t i m a t e  c o n c e r n s  of p o t e n t i a l  c o n t r i b u t o r s  r e g a r d i n g  t h e  s e c u r -  
i t y  and l i q u i d i t y  of t h e i r  claims, i s  t h a t  some c o n t r i b u t o r s  
p r e f e r  t o  l e n d  t o  t h e  General. R e s o u r c e s  Account .  But t h i s  cdption 
r a i s e s  some problems.  Among t h o s e  men t ioned  by  t h e  s t a f f ,  t h e  
most d i s t u r b i n g  a r e  f i r s t ,  t h e  f a c t  t h a t  i t  would n o t  be p o s s i b l e  
t o  l i m i t  access t o  a s p e c i f i c  g roup  of c o u n t r i e s ,  as o r i g i n a l l y  
i n t e n d e d  Khen 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  was e s t a b l i s h e d .  
Second,  i f  fund ing  was channe led  t h r o u g h  t h e  G e n e r a l  Account ,  t h e  
t e x m s  of l e n d i n g  might  h a v e  t o  b e  changed .  F i n a l l y ,  f u n d i n g  
th rough  t h e  Account  "would seem t o  r a i s e  a ser ies  of i n t e r r e l a t e d  
problems t h a t  c o u l d  h a v e  a d v e r s e  i m p l i c a t i o n s  f o r  t h e  Fund ' s  p o l i -  
c i e s  and monetary  c h a r a c t e r . "  F o r  t h e s e  and o t h e r  r e a s o n s ,  a t  
t h i s  time i t  would b e  d i f f i c u l t  t o  fund  t h e  f a c i l i t y  t h r o u g h  
l e n d i n g  t o  t h e  G e n e r a l  Account .  - 

Funding t h e  enhancement th rough  a " p r o t e c t e d "  T r u s t  would 
seem t o  be  a b e t t e r  o p t i o n .  It  would e n s u r e  t h a t  t h e  o r i g i n a l  
c h a r a c t e r  of t h e  f a c i l i t y  i s  m a i n t a i n e d ,  while a l l e v i a t i n g  t h e  
c o n c e r n s  of  p o t e n t i a l  c o n t r i b u t o r s  r e g a r d i n g  s e c u r i t y  and l i q u i d i t y .  
Moreover ,  f u n d i n g  th rough  ,a t r u s t  a r r angemen t  would n o t  p u t  added 
p r e s s u r e  on t h e  F u n d ' s  l i m i t e d  r e s o u r c e s ,  and t h e  f l e x i b i l i t y  of 
t h e  f a c i l i t y  would b e  m a i n t a i n e d .  T h e  s t a f f  a l s o  h a s  s u g g e s t e d  a 
few ways t o  s t r e n g t h e n  t h e  T r u s t  t o  a l l a y  t h e  major  c o n c e r n s  of 
c o n t r i b u t o r s  w i t h  r e s p e c t  t o  l i q u i d i t y  and  s e c u r i t y .  

A s  f o r  t h e  two o t h e r  o p t i o n s  p r e s e n t e d  by t h e  s t a f f ,  I a g r e e  
w i t h  t h e  v iews  e x p r e s s e d  by t h e  Managing D i r e c t o r  i n  h i s  r e p o r t  on 
h i s  m e e t i n g  w i t h  t h e  Group of Ten r e g a r d i n g  t h e  sa le  of g o l d  t o  
h e l p  f i n a n c e  t h e  enhancement of t h e  f a c i l i t y  ( E x e c u t i v e  Board 
I n f o r m a l  S e s s i o n  8 7 / 4 ,  7 / 1 5 / 8 7 ) .  I b e l i e v e  t h a t  g o l d  sa les  c o u l d  
weaken t h e  Fund ' s  a b i l i t y  t o  a s s i s t  a d e q u a t e l y  i t s  members. I 
would ,  t h e r e f o r e ,  p r e f e r  t h a t  t h i s  o p t i o n  n o t  be c o n s i d e r e d  a t  t h e  
present time. 

Al though I c o u l d  s u p p o r t  a c o n d i t i o n a l  SDR a l l o c a t i o n ,  e s p e -  
c i a l l y  a l o n g  t h e  l i n e s  d e s c r i b e d  e a r l i e r  by M r .  d e  G r o o t e ,  un fo r -  
t u n a t e l y  t h e  m a j o r i t y  v iew i s  a g a i n s t  t h i s  o p t i o n .  I t h e r e f o r e  
favor  t h e  e s t a b l i s h m e n t  of a p r o t e c t e d  T r u s t  a r r angemen t  w i t h  
a r e s e r v e ,  b e c a u s e  i t  would meet mos t  of t h e  c o n c e r n s  of a l l  
p a r t i e s .  The f u n d s  f o r  t h e  r e s e r v e  c o u l d  be  d e r i v e d  f rom t h e  
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s o u r c e s  d e s c r i b r d  under  s u b p a r a g r a p h s  ( a )  and ( b )  on page 10 of 
t h e  s t a f f  p a p e r .  However, I would n o t ,  a t  t h i s  t i m e ,  f a v J r  t h e  
a d d i t i o n  0:: a s u r c h a r g e  on l o a n s  ex tended  by th. T r u s t  t o  f i n a n c e  

, t h e  r - ? s e r v e .  P r e l i m i n a r y  c a l c u l a t i o n s  by t h e  s t a f f  s u g g e s t  t h a t  
t h e  a n o u n t s  s e c u r e d  from ( a )  and  ( b )  would b e  s u f f i c i e n t  t o  p r o v i d e  
a s s u r a n c e  a g a i n s t  d e l a y s  i n  repayment .  I have some r e s e r v a t i o n s  
abou t  op t i c i i  ( d ) ,  which would t e m p o r a r i l y  p r e c l u d e  t h e  u s e  of some 
of t!x proceeds  from repayments  of  l o a n s  t o  t h e  T r u s t .  Opt ion  ( e )  
a l s o  i s  i n t e r e s t i n g  and would n o t  add t o  t h e  burden  of bo r rowers .  
However, whether  t h i s  o p t i o n  i s  chosen  w l l l  depend e n t i r e l y  o n  
p a r t i c i p a n t s .  I am d e f i n i t e l y  n o t  i n  f a v o r  of o p t i o n  ( f ) ,  which 
wou1.d e l i m i n a t e  t h e  f i v e - y e a r  g r a c e  p e r t o d  f o r  t h e  repayment  of 
l o a n s  under  t h e  f a c i l i t y .  

We a r e  v e r y  t h a n k f u l  t o  t h o s e  c o u n t r i e s  which h rve  ag reed  t o  
c o n t r i b u t e  t o  enhance  t h e  f a c i l i t y ' s  r e s o u r c e s .  T h i s  added f i n a n -  
c i a l  s u p p o r t  w i l l  go a long  way t o  encourage  t h o s e  c o u n t r i e s  
a d o p t i n g  s t r o n g  ad jus tmt .n t  programs under  t h e  f a c i l i t y  t o  per- 
s e v e r e  i n  t h e i r  e f f o r t s .  Toward t h i s  end ,  p o t e n t i a l  c o n t r i b u t o r s  
s h o u l d  t a k e  t h e  n e c e s s a r y  s t e p s  t o  release t h e i r  c o n t r i b u t i o n s  so 
t h a t  t h e  ope ra t ions .  of t h e  enhanced f a c i l i t y  c o u l d  commence on 
Janua ry  1, 1988, as e n v i s a g e d .  Because low-income d e b t o r  coun- 
t r i e s  w i l l  c o n t i n u e  t o  need c o n c e s s i o n a l  f i n a n c i a l  a s s i s t a n c e  f o r  
some t i m e ,  t h e  enhanced  f a c i l i t y  s h o u l d  be aimed a t  p r o v i d i n g  
a d d i t i o n a l  r e s o u r c e s  under  t h e  same, ;i a s  f a v o r a b l e ,  terms a s  
t h o s e  of t h e  o r i g i n a l  f a c i l i t y .  Any h a r d e n i n g  of t h e s e  terms w i l l  
p l a c e  an  undue burden  on t h e  l i m i t e d  f i n a n c e s  of r e c i p i e n t  coun- 
t r ies .  In f a c t  , t h e  a v a i l a b i l i t y  of a d d i t i o n a l  r e s o u r c e s  shou ld  
be used  t o  l e s s e n  t h e i r  f i n a n c i a l  b u r d e n ,  t h e r e b y  g i v i n g  them a 
b e t r e r  chance  t o  a c h i e v e  t h e  o b j e c t i v e  of h i g h e r  n o n i n f l a t i o n a r y  
g rowth ,  and improve t h e  l i v i n g  s t a n d a r d s  of t h e i r  p e o p l e .  

F i n a l l y ,  c o u l d  t h e  s t a f f  e l a b o r a t e  on t h e  s t a t e m e n t  t h a t  " i t  
i s  t h e  i n t e n t i o n  of management t o  p ropose  a r e i n f o r c e m e n t  o f  Fund 
p o l i c i e s  t o  improve t h e  q u a l i t y  of s t r u c t u r a l  a d j u s t m e n t  l o a n s ? "  
I hope t h i s  d o e s  not  mean a n  i n c r e a s e  In c o n d i t i o n a l i t y .  I f  s o ,  
t h e  s t r u c t u r a l  ad jus tmen t  a r r angemen t  w i l l  l o s e  i t s  i n t e n d e d  char -  
a c t e r  and w i l l  become more l i k e  a s tand-by  a r r a n g e m e n t .  We s h o u l d  
t r y  t o  a v o i d  t h i s  a t  a l l  c o s t s .  The f a c i l i t y  was c r e a t e d  because  
s tand-by a r r angemen t s  d i d  n o t  p r o v i d e  t h e  p r o p e r  c o n t e x t  f o r  
s o l v i n g  t h e  problems of t h e s e  c o u n t r i e s ,  and a n  i n c r e a s e  i n  cond i -  
t i o n a l i t y  would o n l y  d i s c o u r a g e  many o f  them from u t i l i z i n g  t h e  
f a c i l i t y ,  t h e r e b y  d e f e a t i n g  t h e  purpose  for which i t  w 2 s  c r e a t e d .  

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

We welcome t h e  Managing D i r e c t o r ' s  i n i t i a t i v e  and hope t h a t  
i t  can  be r e a l i z e d  as soon as p o s s i b l e .  
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S i n c e  no d e c i s i o n  h a s  b e e n  t a k e n  y e t  on t h e  enhancement  
i t s e l f ,  t h e  d i s c u s s i o n  on t h e  p r o p o s e d  m o d a l i t i e s  c a n  o n l y  b e  pre- 
l i m i n a r y  i n  c h a r a c t e r .  A t  t h i s  s t a g e ,  o u r  p o s i t i o n  on t h e  main 
i s s u e s  i s  as f o l l o w s .  F i r s t ,  we  c o n s i d e r  t h e  a rgumen t s  p u t  f o r w a r d  
by t h e  s t a f f  a g a i n s t  p o s s i b l e  l e n d i n g  t o  t h e  G e n e r a l  R e s o u r c e s  
Account t o  be c o n v i n c i n g .  We t h e r e f o r e  b e l i e v e  t h a t  t h e  r e s o u r c e s  
t o  s u p p o r t  e n l a r g e d  l e n d i n s  i n  a s s o c i a 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  f a c i l i t y  s h o u l d  be c h a n n e l e d  t h r o u g h  a t r u s t  f u n d ,  
a d m i n i s t e r e d  by t h e  Fund. To b e  s u r e ,  t h e r e  are  s t i l l  many d i f f i -  
c u l t  i s s u e s  t o  be a d d r e s s e d  w i t h  r e g a r d  t o  f u n d i n g  as w e l l  as t o  
t h e  s e c u r i t y  and l i q u i d i t y  of claims on t h e  T r u s t .  The s t a f f  h a s  
advanced  a number of p r o p o s a l s  f o r  improv ing  s e c u r i t y  and l i q u i d -  
i t y ,  which,  i f  imp lemen ted ,  seem t o  p r o v i d e  a l a r g e  d e g r e e  or' 
g u a r a n t e e .  They will have t o  be c a r e f u l l y  examined t o  d e t e r m i n e  
whe the r  t h e y  of f e r  enough a s s u r a n c e s  t o  a t t r a c t  t h e  d e s i r e d  
amounts  of f i n a c c i n g .  However, o n e  p o s s i b i l i t y - - " g u a r a n t e e s "  
e x t e n d e d  by t h e  Gc.neral R e s o u r c e s  Account--has t o  be r u l e d  o u t .  

Some a d d i t i o n a l  backup mechanisms may have  to  be c o n s i d e r e d .  
F o r  t h i s  r e a s o n ,  I would n o t  a t  t h i s  s t a g e  s h u t  t h e  d o o r  com- 
p l e t e l y  on  a v e r y  l i m i t e d  u s e  of t h e  F u n d ' s  g o l d ,  a l t h o u g h  I have  
a l o t  of sympathy f o r  t h e  Managing D i r e c t o r ' s  v i ew on t h i s  issiie. 
I was a l s o  impressed  by t h e  a rgumen t s  p u t  fo rward  by t h e  s t a f f .  
C l e a r l y ,  t h e  u s e  o f  g o l d  c a n n o t  and s h o u l d  n o t  be c o n s i d e r e d  as 
a n  e a s y  way o u t  of t h e  problems we a r e  f a c i n g  i n  making t h i s  
i n i t i a t i v e  a r e a l i t y .  

I am opposed t o  a c o n d i t i o n a l  SDR a l l o c a t i o n .  A c o n d i t i o n a l  
a l l o c a t i o n  f o r  p u r p o s e s  r e l a t e d  t o  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  would r e p r e s e n t  a f i c t i t i o u s  s o l u t i o n ;  i n  economic terms, 
i t  means n o t h i n g  more t h a n  e x t e n d i n g  c r e d i t  t o  t h e  Fund--an o b j e c -  
t i v e  we  are a l l  a iming a t , ' b u t  i n  a c l e a r e r ,  sound,  and s t r a i g h t -  
f o r w a r d  f a s h i o n .  

The i s s u e  of l i q u i d i t y  i s  v e r y  much d e p e n d e n t  on t h e  c h a r a c -  
ter  of t h e  r e s o u r c e s  p r o v i d e d  t o  f i n a n c e  t h e  enhancement .  L iqu id -  
i t y  i s  not  a n  i m p o r t a n t  i s s u e  if l o n g - t e r m ,  nonmonetary r e s o u r c e s  
were pro.vided t o  f i n a n c e  t h e  enhancement .  R a i s i n g  s u c h  r e s o u r c e s  
w i l l  pose  d i f f i c u l t  problems d o m e s t i c a l l y .  I f ,  t h e r e f o r e ,  t h e  
source of f i n a n c i n g  was l o a n s  and not b u d g e t a r y  r e s e r v e s ,  s o l u t i o n s  
s h o u l d  be found t o  a d d r e s s  t h e  l i q u i d i t y  problem. 

A number of t h e  d i f f i c u l t i e s  a r i s e  from t h e  need t o  p r o v i d e  
b u d g e t a r y  r e s o u r c e s  f o r  t h e  p u r p o s e  of i n ' t e r e s t  r a t e  s u b s i d i e s .  
A l o t  of work r e m a i n s  t o  b e  done  n o t  o n l y  w i t h  r e g a r d  t o  bu rden  
s h a r i n g ,  b u t  a l so  w i t h  r e g a r d  t o  b u d g e t a r y  commitments,  b e f o r e  
d e c i s i o n s  c a n  be t a k e n  on t h e  m o d a l i t i e s  of f i n a n c i n g  t h e  enhance- 
men t .  A t  t h i s  s t a g e  i t  would be h e l p f u l  i f  a c o n s e n s u s  c o u l d  be . 
deve loped  on a d o p t i n g  t h e  T r u s t  Fund a p p r o a c h  f o r  f i n a n c i n g  a n  
enhanced f a c i l i t y  . 
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M r  . Hospeda le s  made t h e  f o l l o w i n g  s t a t e m e n t :  

The f i n a n c i i g  needs  of some 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  
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  are  p o t e n t i a l l y  q u i t e  l a r g e ,  i n  
some c a s e s  amounting t o  s e v e r a l  m u l t i p l e s  of t h e i r  Fund q u o t a s  
o v e r  t h e  p e r i o d  of a n  a r r a n g e m e n t .  Fo r  t h i s  and  o t h e r  r e a s o n s  
r e l a t i n g  t o  c u r r e n t  sccess g u i d e l i n e s  and u n i f o r m i t y  of  t r e a t m e n t  
of  members, t h e  E x e c u t i v e  Board ag reed  t o  e s t a b l i s h  a modes t ly  
f i n a n c e d  f a c i l i t y  d i s t i n c t l y  t a r g e t e d  t o  d e a l  w i t h  t h e  need of t h e  
Fund's  p o o r e s t  members f o r  d e b t  r e l i e f  and  c o n c e s s i o n a l  r e s o u r c e s  
i n  i n c r e a s i n g  amounts .  More r e c e n t l y ,  i n  r ecogn i t i . , n  of t h e i r  
deep - sea t ed  and  p r o t r a c t e d  b a l a n c e  of payments p rob lems ,  t h e  
f a c i l i t y ' s  o p e r a t i o n s  w e r e  s t r e n g t h e n e d  th rough  a n  i n c r e a s e  i n  t h e  
l i m i t  on second-year  d i s b u r s e m e n t s  t o  30 percent of q u o t a .  The 
p r e s e n t  e f f o r t  t o  t r i p l e  t h e  f a c i l i t y ' s  r e sources - - a  s t r o n g  
i n i t i a t i v e  b e i n g  l e d  by t h e  Managing Di rec to r - - th rough  a t r u s t  
a r r a n g e m e n t  i s  c r i t i c a l l y  i m p o r t a n t  t o  s u p p o r t  m e a n i n g f u l ,  real-  
i s t i c  ad jus tmen t  p o l i c i e s  i n  o r d e r  t o  r e s t o r e  growth and make sub- 
s t a n t i a l  p r o g r e s s  toward e x t e r n a l  v i a b i l i t y  i n  t h e s e  low-income 
c o u n t r i e s .  

We a g r e e  w i t h  t'ie s t a f f  t h a t  t h e  s t r u c t u r a l  a d j u s t m e n t  pro- 
cess  i s  e v o l v i n g  i:t a manner c o n s i s t e n t  w i t h  t h e  a d j u s t m e n t  needs  
of  low-income c c d n t r i e s .  Any a t t e m p t  t o  d i l u t e  t h e  f a c i l i t y ' s  
r o l e  a t  t h i s  s t a g e  would be  u n f o r t u n a t e ,  a s  would be any  a t t e m p t  
t o  change i t s  e l i g i b i l i t y  c r i t e r i a .  The s t a f f  i s ,  t h e r e f o r e ,  
p u r s u i n g  a c o r r e c t  s t r a t e g y  t o  e n s u r e  t h r o u g h  e x t e n s i v e  d i a l o g u e  
w i t h  p o t e n t i a l  c o n t r i b u t c r s  t h a t  a n  e n l a r g e d  f a c i l i t y  w i t h  new 
m o d a l i t i e s  and  f i n a n c i n g  a r r a n g e m e n t s  meets t h e  mutua l  i n t e r e s t s  
of a l l  p a r t i e s - - p o t e n t i a l  c o n t r i b u t o r s  and t h e  Fund i t s e l f .  We 
a r e  p a r t i c u l a r l y  a t t r a c t e d  t o  t h e  s t a f f ' s  i m a g i n a t i v e  proposa ls - -  
i n  t h e  l i g h t  of t h e  c o n c e r n s  e x p r e s s e d  by p o t e n t i a l  c o n t r i b u t o r s - -  
t o  enhance  t h e  s e c u r i t y  and l i q u i d i t y  c h a r a c t e r i s t i c s  of l e n d i n g  
t h r o u g h  a p r o t e c t e d  t r u s t  a r r angemen t ,  i n c l u d i n g  t h e  e s t a b l i s h m e n t  
of a n  i n t e r e s r  s u b s i d y  a c c o u n t  t o  e n s u r e  t h a t  t h e  terms and condi -  
t i o n s  of enhanced l e n d i n g  a r e  s i m i l a r  t o  t h o s e  unde r  t h e  e x i s t i n g  
f a c i l i t y .  N e v e r t h e l e s s  , a l t e r n a t i v e  f i n a n c i n g  a r r angemen t s  pro-  
posed by p o t e n t i a l  c o n t r i b u t o r s  a l s o  s h o u l d  be  g i v e n  f u r t h e r  
c o n s i d e r a t i o n  i n  t h e  l i g h t  of t h e  b u d g e t a r y ,  l e g i s l a t i v e  , and 
p o l i t i c a l  c o n c e r n s  of c o n t r i b u t o r s .  The q u e s t i o n  of s e l l i n g  g o l d  
s h o u l d  a l s o  be e x p l o r e d ,  i f  a s h o r t f a l l  i n  f i n a n c i n g  r e q u i r e m e n t s  
m a t e r i a l i z e s .  

In l i n e  w i t h  t h e  c o n c e p t  of a d j u s t m e n t  w i t h  g rowth ,  a n  a l l o -  
c a t i o n  of SDRs assumes c o n s i d e r a b l e  s i g n i f i c a n c e ,  s i n c e  SDRs 
p r o v i d e  u n c o n d i t i o n a l  l i q u i d i t y ,  which would h e l p  c o u n t r i e s  a v o i d  
g r c v t h - i n h i b i t i n g  impor t  c o m p r e s s i o n .  
che  mechanisms t h a t  have been  proposed  t o  improve t h e  d i s t r i b u -  
t i o n  of a l l o c a t e d  S D R s ,  e s p e c i a l l y  f o r  o n l e n d i n g  t o  d e v e l o p i n g  
c o u n t r i e s  i n  need .  F i n a l l y ,  c o n s i d e r a b l e  b e n e f i t  cou ld  a l s o  be  

The s t a f f  s h o u l d  e v a l u a t e  
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d e r i v e d  from t h e  p r o v i s i o n  of t e c h n i c a l  a s s i s t a n c e  by t h o s e  coun-  
t r i e s  which a r e  not  i n  a p o s i t i o n  t o  p r o v i d e  f i n a n c i a l  r e s o u r c e s  
t o  t h e  e.nhancement. 

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

Dur ing  t h e  1985 Annual  Mee t ing ,  T r e a s u r y  S e c r e t a r y  Bake r ,  
b u i l d i n g  on many s u g g e s t i o n s  and comments by Governors  and by 
E x e c u t i v e  D i r e c t o r s  i n  t h e  Board ,  p o i n t e d  o u t  t h a t  c r e d i t o r  and 
d e b t o r  c o u n t r i e s  a l i k e  have a common i n t e r e s t  i n  growth  t h a t  res ts  
on p r o d u c t i v i t y ,  i n n o v a t i o n ,  and i n v e s t m e n t .  H e  c a l l e d  a t t e n t i o n  
t o  t h e  o p p o r t u n i t y  a v a i l a b l e  t o  members of  t h e  Fund t o  a d d r e s s  
more e f f e c t i v e l y  t h e  economic problems of  low-income c o u n t r i e s  
f a c i n g  p r o t r a c t e d  payments  d i f f i c u l t i e s  by s u g g e s t i n g  t h a t  T r u s t  
Fund r e f l o w s  be  u t i l i z e d  t o  s u p p o r t  comprehens ive  economic 
programs adopted  by t h e s e  c o u n t r i e s  and d e s i g n e d  i n  c l o s e  c o l l a b o -  
r a t i o n  w i t h  t h e  World Rank. 

We have come some d i s t a n c e  s i n c e  t h a t  time. Most i m p o r t a n t ,  
t h r o u g h  t h e  c r e a t i o n  of t h e  p o l i c y  framework p r o c e s s ,  t h e  expe r -  
t i s e  of the .Bank and t h e  Fund has  been  combined t o  h e l p  e n s u r e  
t h a t  needed  p o l i c y  measures  a re  i d e n t i f i e d  and t h a t  e x t e r n a l  
f i n a n c i n g  i s  c a t a l y z e d .  The Fund i t s e l f  h a s  made s t e a d y ,  impor- 
t a n t  p r o g r e s s  i n  c a r r y i n g  o u t  l e n d i n g  o p e r a t i o n s  under  tb-e f a c i l i t y .  
Three  weeks ago ,  t h e  s e v e n t e e n t h  s t r u c t u r a l  ad. j u s t m e n t  l o a n  was 
approved  by t h e  Board ,  and soon one  member w i l l  b e g i n  i t s  second 
a n n u a l  a r r angemen t  under  t h e  f a c i l i t y .  

, Lending by t h e  I n t e r n a t i o n a l  Development  A s s o c i a t i o n  ( I D A )  
i n  s u p p o r t  of t h e  p o l i c y  framework p r o c e s s  has  a l s o  been  s i g n i f i -  
c a n t  i n  a number of cases.' A t  t h e  same t i m e ,  c e r t a i n  problems 
r ema in  w i t h  t h e  imp lemen ta t ion  of t h e  p o l i c y  framework p r o c e s s  and 
t h e  o p e r a t i o n  of t h e  f a c i l i t y ;  p rob lems ,  i n  p a r t ,  of c o o r d i n a t i o n  
w i t h  t h e  Bank-- including t h e  need t o  g e a r  I D A  l e n d i n g  more e f f e c -  
t i v e l y  t o  t h e  p r i o r i t i e s  i d e n t i f i e d  i n  t h e  p o l i c y  framework pape r s -  
and problems r e l a t i n g  t o  t h e  o v e r a l l  amounts  of f i n a n c i n g  a v a i l -  
a b l e  t o  s u p p o r t  t h e  p o l i c y  framework p r o c e s s .  C e r t a i n l y ,  i n  t h e  

of t h i s  p r o c e s s  t o  c a t a l y z e  a d d i t i o n a l  f i n a n c i n g .  
* end ,  t h e  o v e r a l l  amounts of f i n a n c i n g  w i l l  depend upon t h e  a b i l i t y  

With t h i s  p e r s p e c t i v e ,  my a u t h o r i t i e s  were p l e a s e d  t o  j o i n  
o t h e r  c o u n t r i e s  a t  t h e  Venice  Summit i n  welcoming t h e  Managing 
D i r e c t o r ' s  p r o p o s a l  t o  i n c r e a s e  t h e  f a c i i i t y ' s  r e s o u r c e s .  
same t ime  we p o i n t e d  o u t  t h a t  t h e  b u l k  of t h e  a d d i t i o n a l  r e s o u r c e s  
must  come from c o u n t r i e s  w i t h  payments  s u r p l u s e s ,  s i n c e  t h e y  are  
c l e a r l y  i n  t h e  s t r o n g e s t  p o s i t i o n  t o  p r o v i d e  s u c h  f i n a n c i n g .  T h i s  
r ema ins  our  f i r m  view. The Un i t ed  S t a t e s  i s  p r o v i d i n g  i m p o r t a n t  
s u p p o r t  f o r  d e v e l o p i n g  countries and i s  working  t o  p r o v i d e  more.  
I n  t h i s  c o n n e c t i o n ,  i t  s h o u l d  be noted  t h a t  t h e  A d m i n i s t r a t i o n  i s  

A t  t h e  
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e x p e r i e n c i n g  d i f f i c u l t y  o b t a i n i n g  f u l l  f u n d i n g  f o r  t h e  m u l t i l a t -  
e r a l  as w e l l  as t h e  b i l a t e r a l  a i d  programs proposed  i n  t h e  f i s c a l  
1.988 budge t .  I n  t h e s e  c i r c u m s t a n c e s ,  t h e  f i r s t  p r i o r i t y  w i t h  
r e s p e c t  t o  m u l t i l a t e r a l  s u p p o r t  f o r  t h e s o  c o u n t r i e s  must  be t o  
s e c u r e  f u n d i n g  f o r  ou r  s h a r e  of I D A - 8 ,  and we c a n n o t  make a n y  
commitment r e g a r d i n g  a c o n t r i b u t i o n  t o  t h e  en la rgemen t  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 .  

While  t h e r e  has  been broad  agreement  on  t h e  need t o  e n l a r g e  
t h e  f a c i l i t y ,  d i f f e r e n c e s  o f  v iew remain  on  how b e s t  t o  p rov ide  
f i n a n c i n g .  We b e l i e v e  c h a t  en la rgemen t  by means of a t r u s t  fund  
i s  t h e  on1.y approach  t h a t  w i l l  p u t  t h e  Fund in a s t r o n g e r  p o s i t i o n  
t o  h e l p  i t s  low-income members, n o t  o n l y  i n  t h e  coming y e a r ,  b u t  
a l s o  i n  t h e  decade  ahead .  Moreover ,  i t  i s  t h e  only approach  t h a t  
c o u l d  accompl i sh  t h e  tw in  o b j e c t i v e s  of e n a b l i n g  t h e  Fund t o  
c o n t i n u e  t o  p l a y  a v i a b l e ,  v i s i b l e  r o l e  i n  s u p p o r t i n g  p o l i c y  
changes  i n  t h e s e  c o u n t r i e s  w h i l e  p r o t e c t i n g  t h e  Fund ' s  monetary  
c h a r a c t e r .  

A v a r i e t y  o f  o t h e r  r e a s o n s  have been e l a b o r a t e d  by t h e  s t a f f  
and touched  on by o t h e r  D i r e c t o r s - - p a r t i c u l a r l y  Mr. N i m a t a l l a h ,  
who s t r e s s e d  t h e  need f0 . r  f l e x i b i l i t y - - w h i c h  a l s o  a r g u e  i n  f a v o r  
of a t r u s t  f u n d .  We are  persuaded  by t h e s e  a rgumen t s .  

We under s t and  t h e  a p p e a l  of d i r e c t  l e n d i n g  t o  t h e  Genera l  
Resources  Account f o r  a number of p o t e n t i a l  c o n t r i b u t o r s ,  bu t  
t h i s  approach  is fundamen ta l ly  f lawed w i t h  respect t o  t h e  o v e r a l l  
o b j e c t i v e s  of t h e  e n l a r g e m e n t .  P a r t i c u l a r l y  d i f f i c u l t  problems 
a r i s e  i n  l i g h t  of t h e  need t o  t a r g e t  r e s o u r c e s  t o  be channeled  
th rough  t h e  Account toward c o u n t r i e s  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 .  F s r  a v a r i e t y  o f  o t h e r  reasons,  w e  c o n s i d e r  t h i s  
approach  i n a p p r o p r i a t e ,  and .we have  s e r i o u s  d o u b t s  t h a t  i t  merits 
f u r  t h e  r a t  t e n t  i o n .  

We a l s o  a g r e e  w i t h  t h e  r e a s o n s  g i v e n  by t h e  s t a f f  f o r  no t  
p u r s u i n g  f u r t h e r  t h e  p o s s i b i l i t y  3f  g o l d  s a l e s  o r  SDR a l l o c a t i o n s .  
A s  f o r  b i l a t e r a l  p a r a l l e l  l e n d i n g ,  i t  would be i m p e r a t i v e  t h a t  
c o u n t r i e s  a d o p t i n g  t h a t  approach  s h o u l d  p r o v i d e  l e n d i n g  on terms 
and c o n d i t i o n s  i d e n t i c a l  w i t h  t h o s e  of t h e  t r u s t  a r r angemen t  and 
g e n u i n e l y  p a r a l l e l  i n  a l l  s e n s e s  of t h e  term. 

A s  i n i t i a l l y  p r e s e n t e d ,  t h e  t r u s t  approach  g e n e r a t e d  a number 
of c o n c e r n s  by p o t e n t i a l  c o n t r i b u t o r s  r e l a t i n g  t o  s e c u r i t y  and 
l l q u i d i  t y  . T h e  s t a f f  h a s  p u t  c o n s i d e r a b l e  - e f f o r t  i n t o  d e v e l o p i n g  
p o s s i b l e  approaches  t o  d e a l  w i t h  t h e s e  c o n c e r n s .  

We a g r e e  w i t h  t h e  s t a f f  t h a t  t h e  Fund h a s  no power and s h o u l d  
n o t  e x p l o r e  t h e  p o s s i b i l i t i e s  of o f f e r i n g  g u a r a n t e e s  i n  a n y  form,  
whe the r  f o r  borrowing f o r  t h e  b e n e f i t  of t h e  T r u s t ,  o r  f o r  o f f e r -  
i n g  a c c e s s  t o  t h e  r e s o u r c e s  of  t h e  Genera l  R e s o u r c e s  Account  t o  
h e l p  members meet payment o b l i g a t i o n s  t o  t h e  T r u s t .  Two o p t i o n s  
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t h a t  p r e s e n t  no s e r i o u s  d i f f i c u l t i e s  a r e  t h e  s u b o r d i n a t i o n  of t h e  
claims of t h e  S p e c i a l  D i sbur semen t  Account  t o  c l a i m s  o f  che T r u s t ,  
and a s s u r i n g  t h a t  payments  w i t h  r e s p e c r  t o  s t r u c t u r a l  a d j u s t m e n t  
l o a n s  cou1.d be made a v a i l a b l e  t o  meet any o b l i g a t i o n s  of t h e  T r u s t  
to i t s  l e n d e r s  t h a t  i t  i s  u n a b l e  t o  meet b e c a u s e  of a d e l i n q u e n t  
payment.  

The v a r i o c s  o p t i o n s  f o r  e s t a b l i s h i n g  a reserve f o r  t h e  T r u s t  
pose  more f u n d a m e n t a l  i s s u e s .  We are c e r t a i n l y  w i l l i n g  t o  con- 
s i d e r ,  i n  p r i n c i p l e ,  e s t a b l i s h i n g  a r e s e r v e  i f  i t  p r o v e s  h e l p f u l  
t o  p o t e n t i a l  c o n t r i b u t o r s .  But some o f  t h e  s u g g e s t i o n s  m a d e  by 
D i r e c t o r s  p o i n t  toward  a reserve t h a t  would be  e x c e s s i v e l y  l a r g e .  

We h a v e  no o b j e c t i o n  t o  a l l o c a t i n g  income e a r n e d  on i n v e s t i n g  
t h e  r e s o u r c e s  of t h e  f a c i l i t y  t o  t h e  r e s e r v e .  F u r t h e r m o r e ,  w e  
would be w i l l i n g  t o  c o n s i d e r  add ing  t h e  i n t e r e s t  p a i d  on  s t r u c t u r a l  
a d j u s t m e n t  l o a n s  t o  t h e  reserve. We wou1.d also be  w i l l i n g  t o  
c o n s i d e r  r a i s i n g  t h e  r a t e  of i n t e r e s t  on l o a n s  t o  b u i l d  r e s e r v e s  
al; a more r a p i d  p a c e ,  o r  t h e  p o s s i b i l i t y  o f  a s u r c h a r g e .  But 
f r a n k l y ,  we are n o t  s u r e  t h a t  t h e s e  a r e  t h e  most p o t e n t i a l l y  
p r o d u c t i v e  a. e n u e s  t o  p u r s u e .  A l l o c a t i n g  ser-'.annual repayments  of 
l o a n s  t o  t h e  r e s e r v e  h a s  s u b s t a n t i a l  p o t e n t i a l ,  and  we would be 
p r e p a r e d  t o  c o n s i d e r  I-:??? approach  i f  i t  provL>d c r i t i c a l  t o  t h e  
s u c c e s s f u l  outcome of t h e  i n i t i a t i v e .  

We would be w i l l i n g  t o  c o n s i d e r  a s i n k i n g  f u n d  i f  pa r t i c i -  
p a n t s  a n d  u s e r s  were w i l l i n g  t o  c o n s i d e r  i t ,  b u t  w e  wonder whe the r  
some v a r i a t i o n  of t h i s  approach  c o u l d  be c o n s i d e r e d .  Borrowers  
i r o n  t h e  T r u s t  c o u l d  p e r h a p s  be r e q u i r e d  t o  make c e r t a i n  a r r a i ige -  
men t s  t o  r e d u c e  t h e  r i s k  o f  nonpayment th rough  management t e c h -  
n ique -  f o r  managing t h e i r  own r e s e r v e s ,  p e r h a p s  a l o n g  t h e  l i n e  of  
a r r angemer i t s  t h a t  have been a d o p t e d  by some c o u n t r i e s  t o  e n s u r e  
t h a t  SDR h o l d i n g s  a r e  s u f f i c i e n t  t o  meet s c h e d u l e d  o b l i g a t i o n s  t o  
t h e  Fund,  

On i s s u e s  r e l a t i n g  r c  l i q u i d i t y  p r o t e c t i o n ,  w e  would be w i l l -  
i n g  t o  c o n s i d e r  most of t h e  s u g g e s t i o n s  set  f o r t h  i n  t h e  s t a f f  
p a p e r  .~ The p o s s i b i l i t y  o f  a m u t u a l  a r r angemen t  among c o n t r i b u t o r s  
t o  p u r c h a s e  t h e  claims of a c o n t r i b u t o r  h a v i n g  a payments  need  
d o e s  have  some l i m i t a t i o n s .  On t h e  one  h a n d ,  an a r r angemen t  t h a t  
e x t e n d s  o n l y  t o  uiidrawn b a l a n c e s  of c o n t r i b u t i o n s  may n o t  p r o v i d e  
s u f f i c i e n t  l i q u i d i t y .  On t h e  o t h e r  hand ,  depend ing  on t h e  l e g a l  
and  f i n a n c i a l  s t r u c t u r e  of c e r t a i n  c o n t r i b u t o r s *  a r r a n g e m e n t s  w i t h  
t h e  Fund,  t h e  t r a n s f e r  of c l a i m s  among c o n t r i b u t o r s  migh t  a c t u a l l y  
r e d u c e  t h e  t o t  a1 commitments a v a i l a b l e  t o  t h e  Fund. 

I n  a d d i t i o n ,  we  would have  ma jo r  d i f f i c u l t y  w i t h  i h e  e s t a b -  
1:Lshrnent of a s p e c i a l  m o b i l i z a t i o n  f a c i l i t y ,  € o r  r e a s o n s  which are 
r e l a t e d  i n  p a r t  t o  our  views c o n c e r n i n g  t h e  G e n e r a l  Account  
a p p r o a c h .  
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We a g r e e  wi th  t h e  s t a f f  t h a t  t h e  b e s t  p r o t e c t i o n  f o  p o t e n t i a l  
c r e d i t o r s  l i e s  i n  t h e  s t r e n g t h  and a p p r o p r i a t e n e s s  of t h e  ac!. lust-  
ment programs t h e i r  r e s o u r c e s  would s u p p o r t .  F o r  t h i s  r e a s o n ,  w e  
welcome t h e  fo r thcoming  s t a f f  p a p e r  o n  su ,ges t ions  f o r  s t r e n g t h e n -  
i n g  t h e  m o n i t o r i n g  of s t r u c t u r a l  ad j u s  tment  a r r a n g e m e n t s .  It i s  
c r i t i c a l  t h a t  t h i s  paper  a d d r e s s ,  i n t e r  a l i a ,  t h e  use  of r ev iews  
a n d  p o s s i b l e  p h a s i n g  o f  d i s b u r s e m e n t s ,  t h e  s e l e c t i o n  of benchmarks,  
and f u r t h e r  s teps  t o  b u i l d  on t h e  p r o g r e s s  a l r e a d y  a c h i e v e d  i n  
enhanc ing  c o o p e r a t i o n  between t h e  Bank and t h e  Fund. 

On c o n d i t i o n a l i t y ,  many o f  t h e  probl.ems of t h e  liist decade  
arcse i n  t h e  p re sence  of e x c e s q i v e l y  na r row,  s p o r a d i c ,  o r  i s o l a t e d  
c o n d i t i o n a l i t y .  I f  f i n a n c i n g  i s  made a v a i l a b l e  t o  c o u n t r i e s  w i t h -  
o u t  t h e  p rope r  program d e s i g n ,  t h o s e  c o u n t r i e s  may have  even 
g r e a t e r  d e b t - s e r v i c i n g  problems i n  t h e  1990s t h a n  they  do  today .  

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

C o n s i d e r i n g  t h e  u r g e n t  n a t u r e  of t h e  problems f a c i n g  t h e  low- 
income d e b t o r  c o u n t r i e s ,  t h e  m o d a l i t i e s  of f i n a n c i n g  t h e  enhanced 
f a c i l i t y  s h o u l d  make a d d i t i o n a l  r e s o u r c e s  a v a i l a b l e  t o  them i n  t h e  
f a s t e s t ,  least  c o m p l i c a t e d  manner .  While r e c o g n i z i n g  t h a t  t h e  
m o d a l i t i e s  adopted  would have t o  t a k e  i n t o  a c c o u n t  t h e  c o n c e r n s  of 
p o t e n t i a l  c o n t r i b u t o r s ,  w e  must n o t  o v e r l o o k  t h e  c o n c e r n s  of 
r e c i p i e n t  c o u n t r i e s .  

- 
During t h e  d i s c u s s i o n  on t h e  review o f  t h e  f a c i l i t y ,  many 

D i r e c t o r s  no ted  t h a t  i t s  h i g h  c o n d i t i o n a l i t y  and t h e  d e l a y s  i n  
a p p r o v i n g  programs had msde u s e  of t h e  f a c i l i t y  l e s s  a t t r a c t i v e  t o  
e l i g i b l e  c o u n t r i e s .  Adequate  and  t i m e l y  a s s i s t a n c e  s h o u l d  be  t h e  
c o r n e r s t o n e  of t h e  enhanced f a c i l i t y .  I n  t h i s  c o n t e x t ,  I am appre-  
h e n s i v e  abou t  t h e  p r e p a r a t i o n  of a s t a f f  p a p e r  on t h e  i m p l i c s c i o n s  
of  enhanced l e n d i n g  € o r  t h e  m o n i t o r i n g  of s t r u c t u r a l  a d j u s t m e n t  
a r r a n g e m e n t s .  I hope t h i s  w i l l  n o t  mean t h a t  s e p a r a t e ,  more 
c o n d i t i o n a l  m o n i i o r i n g  p r o c e d u r e s  w i l l  be  e s t a b l i s h e d  f o r  t h e  
enhanced  f a c i l i t y .  Some c l - r i f i c a t i o n  on t h i s  p o i n t  would be 
welcome. 

I was happy t o  n o t e  t h e  Cha i rman ' s  c o n f i r m a t i o n  of 
Mr. N i m a t a l l a h ' s  u n d e r s t a n d i n g  t h a t  t h e  e x i s t i n g  f a c i l i L y  would 
remain  as  i s ,  and  t h e  enhanced r e s o u r c e s  would " s i t "  i n  t h e  
G e n e r a l  R e s o u r c e s  Account o r  t h e  proposed T r u s t  t o  be used  t o  
supplement  t h e  r e s o u r c e s  o f  t h e  f a c i l i t y .  In t h e  n e a r  f u t u r e  w e  
would l i k e  t o  d i s c u s s  how t o  r e l ax  o r  modera t e  c o n d i t i o n a l i t y  so 
t h a t  t h e  f a c i . l i t y ' s  r e s o u r c e s  c a n  be used  more e f f e c t i v e l y  and 
quick1.y.  
t h e  f a c i l i t y ,  p a r t i c u l a r l y  w i t h  r e s p e c t  t o  i t s  p u r p o s e ,  t e n - s ,  and 
e l i g i b i  li t y c r i t e r i a  . 

I n  a n y  case ,  t h e r e  s h o u l d  be T ~ O  change  i n  t h e  n a t u r e  of 
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A s  f o r  f i n a n c i n g  r e q u i r e m e n t s ,  i f  an  enhancement  of SDR 6 b i l -  
l i o n  c a n  be  s e c u r e d ,  i t  w i l l  b e  an a c h i e v e m e n t .  We have  g r a v e  
r e s e r v a t i o n s  a b o u t  e q u a t i n g  t h e  f i n a n c i n g  r e q u i r e m e n t s  of r e c i p i -  
en t s '  s t r u c t u r a l  a d j u s t m e n t  programs t o  c o u n t r i e s '  p o t e n t i a l  
d e f a u l t  on t h e i r  O b l i g a t i o n s  t o  t h e  Fund.  The s i z e  of .  t h e  enhance-  
ment s h o u l d  he  based on t h e  f i n a n c i n g  n e e d s  f o r  s t r u c t u r a l  a d j u s t -  
ment , i n c l u d i n g  t h e  need t o  overcome t h e  immedia te  d e b t  problem.  
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  p r e i e n t  f a c i l i t y  which are  n o t  
f a c i n g  a d e b t  problem s h o u l d  be a b l e  t o  u t i l i z e  t h e  enhanced 
f a c i l i t y  i f  t h e i r  b a l a n c e  of payments  s i t u a t i o n  d e t e r i o r a t e s  and  
i f  t hey  f u l . f i l l  che c o n d i t i o n s  f o r  do ing  s o .  

A s  f o r  I n d i a ' s  i n t e n t i o n s  r e g a r d i n g  t h e  u s e  of t h e  enhanced  
f a c i l i t y  , I mus t  r e i t e r a t e  t h a t  I n d i a  had v o l u n t a r i l y  r e f r a i n e d  
f rom t h e  u s e  of T r u s t  Fund r e f l o w s  a s  a g e s t u r e  of i n t e r n a t i o n a l  
s o l i d a r i t y  b u t  c o n t i n u e s  t o  c o n s i d e r  i t s e l f  e l i g i b l e  t o  u s e  t h e  
f a c i l i t y .  A c c o r d i n g l y ,  a p p r o p r i a t e  p r o v i s i o n  s h o u l d  b e  made f o r  
I n d i a ' s  p o t e n t i a l  u s e  of t h e  enhanced  f a c i l i t y .  T h i s  d o e s  n o t  
mean t h a t  I n d i a  would use  t h e  f a c i l i t y  i n  t h e  immedia te  f u t u r e ,  
b u t  r a t h e r  t h a t  i t  d o e s  no t  wish  t o  p r e c l u d e  t h a t  p o s s i b i l i t y ,  
no r  d o e s  i t  want t o  be  t r e a t e d  d i f f e r e n t l y  f rom any  o t h e r  member 
w i t h  respect t o  e l i g i b i l i t y  and access. 

I t  i s  o n l y  n a t u r a l  f o r  p o t e n t i a l  c o n t r i b u t o r s  t o  s e e k  a s s u r -  
a n c e s  r e g a r d i n g  t h e  s e c u r i t y  of  t h e i r  assets  and t h e  l i q u i d i t y  of 
r e s o u r c e s  i n  t h e  e v e n t  t h a t  t h e i r  own c i r c u m s t a n c e s  d e t e r i o r a t e .  
A l l .  l e n d i n g  carr ies  some r i s k s ,  b u t  s i n c e  t h e  bo r rowers  are sove r -  
e i g n  governments ,  f e a r s  a b o u t  t h e  s e c u r i t y  of  l o a n s  t o  t h e  enhance-  
ment a r e  pe rhaps  o v e r s t a t e d .  In a d d i t i o n ,  t h e  e x p e r i e n c e  w i t h  
arrears  i n  r e s p e c t  of T r u s t  Fund o b l i g a t i o n s  h a s  so f a r  been  
f a v o r a b l e ,  w i t h  o n l y  5.8 p e r c e n t  of t o t a l  o b l i g a t i o n s  o u t s t a n d i n g  
a t  p r e s e n t .  Moreover ,  an  i n s i s t e n c e  on g r e a t e r  s e c u r i t y  would n o t  
s end  p o s i t i v e  s i g n a l s  t o  t h e  c a p i t a l  m a r k e t s ,  which o t h e r w i s e  
might  be i n c l i n e d  t o  p r o v i d e  some f i n a n c i a l  s u p p o r t  t o  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  enhanced f a c i l i t y .  I t h e r e f o r e  s h a r e  t h e  
s , t a f f ' s  v iew t h a t  t h e  best  p r o t e c t i o n  t o  p o t e n t i a l  c r e d i t o r s  l i e s  
i n  t h e  mccess of t h e  ad jus tment .  p o l i c i e s  adop ted  by r e c i p i e n t  
c o u n t r i e s .  

N e v e r t h e l e s s ,  w e  r e c o g n i z e  t h e  c o n c e r n s  of p o t e n t i a l  c o n t r i b -  
u t o r s  r e g a r d i n g  t h e  s e c u r i t y  of  t h e i r  r e s o u r c e s .  T h u s ,  i f  l e n d i n g  
t o  t h e  G e n e r a l  Resources  Account  would a l l e v i a t e  t h e s e  c o n c e r n s  
and  would t h e r e b y  make more r e s o u r c e s  a v a i l a b l e  t o  t h e  f a c i l i t y ,  
w e  would s u p p o r t  t h i s  approach .  We i r e  n o t  pe r suaded  by t h e  s t a f f  
a rgument  t h a t  s i n c e  a c c e s s  t o  t h e  Fund ' s  g e n e r a l  r e s o u r c e s  canno t  
b e  l i m i t e d ,  l e n d i n g  t o  t h e  Account  may n o t  s e r v e  t h e  pu rpose  of 
ass is t ing 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  s t r u c t u r a l  a d j u s t m e n t  
f a c i l i t y .  I f  members who a r e  n o t  e l i g i b l e  t o  u s e  t h e  e x i s t i n g  
f a c i l i t y  r e f r a i n  v o l u n t a r i l y  from t h e  u s e  of  enhanced  r e s o u r c e s  
channe led  th rough  t h e  G e n e r a l  Account ,  t h a t  approach  c o u l d  work 
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w e l l .  Even i f  s u c h  u n d e r s t a n d i n g s  are n o t  l e g a l l y  bincli.ng, t h e r e  
a r e  few i n s t a n c e s  where s o v e r e i g n  governments  have r e p u d i a t e d  o r  
gone back  on commitments t o  a n  i n t e r n a t i o n a l  o r g a n i z a t i o n .  

The s t . a f f  would p r e f e r  t o  see e n l a r g e d  l e n d i n g  channe led  
t h r c u g h  a t r u s t  a c c o u n t ,  and i n  view of t h e  p o t e n t i a l  c o n c e r n s  of  
c r e d i t o r s ,  i t  h a s  d e s c r i b e d  p o s s i b l e  s t e p s  f o r  s t r e n g t h e n i n g  t h e  
s e c u r i t y  and l i q u i d i t y  of c l a i m s  on a t r u s t .  Most of t h e s e  s a f e -  
gua rds  t ake  accoun t  of c r e d i t o r s '  c o n c e r n s ,  b u t  a r e  no t  h e l p f u l  
t o  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  f a c i l i t y .  F o r  example ,  s u b o r d i n a -  
t i o n  of t h e  c l a i m s  of t h e  S p e c i a l  D i sbur semen t  Account  t o  c l a i m s  
of t h e  Trust would f r e e z e  t h e  u s e  of r e f l o w s  t o  t h e  f a c i l i t y .  
L i k e w i s e ,  t h e  e s t a b l i s h m e n t  of a r e s e r v e ,  f i n a n c e d  from i n v e s t m e n t  
e a r n i n g s  on b a l a n c e s  h e l d  i n  t h e  S p e c i a l  Disbursement  Account ,  
i n t e r e s t  on l o a n s  under  t h e  f a c i l i t y ,  income from a p o s s i b l e  
s u r c h a r g e  on l o a n s  from t h e  T r u s t ,  and  f rom t h e  p roceeds  of pay- 
m e n t s  c_F l o a n s  under  t h e  f a c . i l i t y ,  i s  u n a c c e p t a b l e ,  s ince  i t  would 
s i p h o n  o f f  r e s o u r c e s  from t h e  S p e c i a l  Disbursement  Account and 
keep them i d l e  i n  t h e  reserve. Tha t  i s  n o t  t h e  pu rpose  of t h e  
S p e c i a l  Disbursement  Account .  Nor would a d i s t r i b u t i o n  from t h e  
g e n e r a l  r e s e r v e  be a p p r o p r i a t e  i n  view o f  i t s  d i s t i n c t  p u r p o s e s ,  
which a r e  n o t  r e l a t e d  t o  t h e  c o n s i d e r a t i o n s  a t  hand .  A s i n k i n g  
fund  would d i s a d v a n t a g e  t h e  u s e r s  t h e m s e l v e s ,  s i n c e  i t  would 
e l i m i n a t e  t h e  i n i t i a l  f i v e - y e a r  g r a c e  p e r i o d  a p p l i e d  t o  l o a n s  
under  t h e  f a c i l i t y .  The s u g g e s t i o n  t h a t  c r e d i t o r s  c o u l d  be g i v e n  
a l i m i t e d  a s s u r a n c e  by t h e  Fund t h r o u g h  a s p e c i a l  m o b i l i z a t i o n  
€ a c i l i t y  would o n l y  add t o  t h e  m u l t i p l i c i t y  of a r r angemen t s .  No 

' new f a c i l i t y  needs  t o  be e s t a b l i s h e d  f o r  t h i s  p u r p o s e ,  s i n c e  t h e  
Ar t i c l e s  p rov ide  For s i t u a t i o n s  a r i s i n g  from b a l a n c e  of payments 
needs  o r  r e s e r v e  s h o r t a g e s .  

A s  € o r  enhancing  t h e  f a c i l i t y  t h rough  t h e  s a l e  of a p o r t i o n  
of t h e  Fund ' s  g o l d  h o l d i n g s ,  I have  some sympathy f o r  t h e  s t a f f ' s  
v i e w ,  nc\t  because  g o l d  shou ld  n o t  be  s o l d  f o r  t h e s e  p u r p o s e s ,  b u t  
because  I b e l i e v e  t h a t  t h e  donor  c o u n t r i e s  s h o u l d  n o t  t a k e  t h i s  
e a s y  way o u t .  C r e d i t o r  c o u n t r i e s  s h o u l d  s u p p o r t  t h e  s t r u c t u r a l  
ad jus tmen t  o f  low-income c o u n t r i e s  as p a r t  of t h e i r  o b l i g a t i o n  t o  
c o n t r i b u t e  t o  i n t e r n a t i o n a l  c o o p e r a t i o n  f o r  a n  o r d e r l y  deve lopment  
of t h e  wor ld  economy. U n t i l  t h e y  do so i n  t h e i r  own i n t e r e s t s ,  a 
d u r a b l e  b a s i s  f o r  i n t e r n a t i o n a l  c o o p e r a t i o n  canno t  be b u i l t  up. 

Mr . Donoso remarked t h a t  h i s  a u t h o r i t i e s  acknowledged t h e  e s p e c i a l l y  
d i f f i c u l t  s i t u a t i o n  f a c i n g  low-income d e b t o r  c o u n t r i e s ,  and t h e y  f u l l y  
e n d o r s e d  t h e  i n i t i a t i v e  t o  e n l a r g e  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 .  
They were w i l l i n g  t o  c o n t r i b u t e  t o  t h e  f a c i l i t y  i n  w a y s  c o n s i s t e n t  w i t h  
t h e  s e r i o u s  f i n a n c i a l  c o n s t r a i n t s  f a c i n g  them a t  p r e s e n t .  They a t t a c h e d  
g r e a t  irnport;*nce t o  t h e  enhancement and would l i k e  to  see t h e  a r r a n g e m e n t s  
f o r  i t s  imp'-ementat ion f i n a l i z e d  soon.  I n  t h e i r  v i ew,  t h e  i n d u s t r i a l  
c o u n t r i e s  must  be t h e  m a j o r  s o u r c e  f o r  f i n a n c i n g  and d e v e l o p i n g  a n  enhanced  
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f a c i l i t y .  It was d i s a p p o i n t i n g  t h a t  t b e r e  had been l i t t l e  s u p p o r t .  f o r  
f i n a n c i n g  t h e  enhancement t h r o u g h  a n  SDR a l l o c a t i o n ;  some of h i s  a u t h o r i -  
t i e s  had c o n s i d e r e d  t h a t  approach  t o  b e  a p o t e n t i a l l y  p romis ing  one .  

Some s p e a k e r s  had made a d i s t i n c t i o n  be tween c a p i t a l  c o n t r i b u t i o n s  
and g r a n t s ,  M r  . Donoso o b s e r v e d .  Those c o n c e r n e d  a b o u t  p r e s e r v i n g  t h e  
r e s e r v e  c h a r a c t e r  of t h e i r  c a p i t a l  c o n t r i b u t i o n s  p r e f e r r e d  t o  c h a n n e l  
r e s o u r c e s  th rough  t h e  Genera l  R e s o u r c e s  Accoun t ,  whereas  o t h e r s  p r e f e r r e d  
p a r a l l e l  b i l a t e r a l  l e n d i n g  t o  m a i n t a i n  a g r e a t e r  d e g r e e  of c o n c e s s i o n a l -  
i t y .  Pe rhaps  a midd le  p a t h  c o u l d  b e  found  so t h a t  c o n t r i b u t i o n s  c o u l d  be  
made e i t h e r  th rough t h e  Genera l  Resources  Account  o r  th rough  a p a r a l l e l  
account--which pe rhaps  would n o t  even  have  t o  be a d m i n i s t e r e d  by t h e  Fund-- 
t o  a l l o w  f o r  t h e  c o n c e s s i o n a l i t y  e l e m e n t .  Al though o p e r a t i n g  t h r o u g h  t h e  
General Account meant t h a t  a c c e s s  t o  t h e  f a c i l i t y  c o u l d  n o t  be l i m i t e d ,  
t h e  demand f o r  enhanced r e s o u r c e s  c o u l d  be r a t i o n e d  th rough  pr ices- -namely ,  
l e n d i n g  a t  a n  e s p e c i a l l y  h i g h  r a t e  which ,  f o r  s p e c i f i c  c o u n t r i e s ,  c o u l d  
be  reduced  th rough  a s u b s i d y  p rov ided  by t h e  p a r a l l e l  a c c o u n t .  

The s a l e  of t h e  Fund ' s  g o l d  r a i s e d  t h e  problem of commi t t ing  
r e s o u r c e s  b e l o n g i n g  t o  t h e  g e n e r a l  membership,  M r .  Donoso n o t e d .  H e  
woiild p r e f e r  a n  approach  t h a t  d i d  n o t  commit Fund r e s o u r c e s  t o  s o  s p e c i f i c  
a p u r p o s e .  However, l e n d i n g  t h r o u g h  t h e  G e n e r a l  Account a t  e s p e c i a l l y  
h i g h  r a t e s  would h e l p  compensa te  f o r  t h e  r i s k  b e i n g  t a k e n  3y t h e  Fund. 
In t h a t  r e g a r d ,  a combined approach  u t i l i z i n g  b o t h  t h e  G e n e r a l  R e s o u r c e s  
Account  and  a s e p a r a t e  s u b s i d y  a c c o u n t  would be a move i n  t h e  d i r e c t i o n  
of  a n  "a l a  ca r t e "  so lu t i -on  t o  t h e  s t r u c t u r a l  a d j u s t m e n t  problems of 
low-income c o u n t r i e s .  

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

I n  p r i i : c i p l e ,  my a u t h o r i t i e s  s u p p o r t  t h e  i n i t i a t i v e  t o  mobil-  
i z e  a d d i t i o n a l  r e s o u r c e s  f o r  l e n d i n g  i n  a s s o c i a 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  f a c i l i t y .  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  
f a c i l i t y  c l e a r l y  need more c o n c e s s i o n a l  f i n a n c i n g .  S t r u c t u r a l  
a d j u s t m e n t  and  sound macroeconomic p o l i c i e s  r e i n f o r c e  e a c h  o t h e r .  
The way t h e  f a c i l i t y  h a s  been  set up--with a p o l i c y  framework 
paper ,  a n n u a l  d i s b u r s e m e n t s  i n  t h e  c o n t e x t  of a t h r e e - y e a r  a r r a n g e -  
men t ,  t h e  c o l l a b o r a t i o n  of t h e  Fund and t h e  World Bank, and t h e  
moni tor i 'ng  sys tem-- i s  conduc ive  t o  t h e  b e s t  p o s s i b l e  r e s u l t s .  

The c h a r a c t e r  of l o a n s  t o  t h e s e  ' low-income c o u n t r i e s  neces-  
s a r i l y  d i f f e r s  from norma l  Fund c r e d i t ,  b o t h  i n  t e r m s  of  m a t u r i t y  
and of t h e  d e g r e e  of c o n c e s s i o n a l i t y .  
N e t h e r l a n d s  a u t h o r i t i e s  p r e f e r ,  a s  a matt-er of p r i n c i p l e ,  t h a t  
t h e  World Bank s h o u l d  p l a y  as  l a r g e  a r o l e  as  p o s s i b l e  i n  h a n d l i n g  
f l o w s  of t h i s  .kind. N e v e r t h e l e s s ,  we are  a c t i v e l y  l o o k i n g  i n t o  
t h e  p o s s i b i l i t i e s  t o  s u p p o r t  t h e  Managing D i r e c t o r ' s  i n i t i a t i v e .  

I n  v iew o f  ' t h i s ,  my 

We a g r e e  wi th  t h e  s t a f f  t h a t  a T r u s t  i s  t h e  p r e f e r r e d  
a p p r o a c h  f o r  m o b i l i z i n g  r e s o u r c e s  and e x t e n d i n g  l o a n s  unde r  t h e  
f a c i l i t y .  One of t h e  a d v a n t a g e s  of a T r u s t  would be t h a t  l o a n s  t o  
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some c o u n t r i e s  w i th  a h i s t o r y  of pro longed  u s e  o f  Fund r e s o u r c e s  
and a r r e a r s  problems coul i :  be channe led  th rough  t h e  T r u s t ,  t h e r e b y  
a s s u r i n g  t h e  r e v o l v i n g  c h a r a c t e r  of t h e  F u n d ' s  g e n e r a l  r e s o u r c e s .  
However,  t h e  e s t a b l i s h m e n t  of a T r u s t  s t i l l  h a s  some shor t comings .  

The s t a f f  a rgument  t h a t  f l o w s  s h o u l d  n o t  be channe led  t h r o u g h  
t h e  Genera l  Resources  Account  because  do ing  s o  might  endanger  t h e  
r e v o l v i n g  c h a r a c t e r  of t h e  Fund ' s  r e s o u r c e s  i m p l i e s  t h a t  t h e r e  
a re  s e r i o u s  r i s k s  a t t a c h e d  t o  claims on a T r u s t .  Moreover ,  t h e  
s t a f f ' s  s u g g e s t i o n s  f o r  p r o t e c t i n g  t h e  T r u s t  a g a i n s t  t h e s e  r i s k s  
show c l e a r l y  and e x p l i c i t l y  t h e  r i s k s  t o  t h e  Fund ' s  s o l v e n c y  and 
l i q u i d i t y  t h a t  would r e s u l t  from c h a n n e l i n g  t h e s e  f lows  th rough  
t h e  Gene ra l  Account .  I n  t h i s  c o n n e c t i o n ,  i t  i s  i m p o r t a n t  t o  r e c a l l  
t h a t  i n  i t s  most  r e c e n t  pape r  on t h e  F u n d ' s  l i q u i d i t y  (EBS/87 /176 ,  
8 / 5 / 8 7 ) ,  t h e  s t a f f  a l s o  no ted  t h a t  some f a c t o r s  migh t  endanger  t h e  
Fund ' s  p r e s e n t  c o m f o r t a b l e  l i q u i d i t y  p o s i t i o n  as e a r l y  a s  end-1988. 

The s u g g e s t i o n s  made by t h e  s t a f f  t o  p r o t e c t  t h e  T r u s t  
a g a i n s t  t h e  r i s k  of arrears and t o  enhance  t h e  l i q u i d i t y  of c l a i m s  
t o  t h e  T r u s t  a r e  i n s u f f i c i e n t .  The proposed  s u b o r d i n a t i o n  of t h e  
S p e c i a l  Disbursement  Account t o  t h e  enhanced  f a c i l i t y  would dimin- 
i s h  t h e  c r e d i t  r i s k ,  b u t  no t  e l i m i n a t e  i t ,  n o t  o n l y  because  t h e  
s i z e  of t h e  r e s e r v e  w i l l  be smaller t h a n  t h a t  of t h e  proposed 
T r u s t ,  b u t ,  more i m p o r t a n t ,  b e c a u s e  t h e  reserve c a r r i e s  e;sen- 
t i a l l y  t h e  same c r e d i t  r i s k  a s  t h e  T r u s t .  The p o s s i b i l i t y  to-. 
t r a n s f e r  c l a i m s  on t h e  T r u s t  t o  o t h e r  c r e d i t o r s  i n c r e a s e s  t h e  
l i k e l i h o o d  of t h e  l i q u i d i t y  of t h e s e  claims a t  a l l  times b u t  
p r o v i d e s  no c e r t a i n t y ,  and  c e r t a i n t y  i s  n e c e s s a r y  t o  a l l o w  claims 
t o  be p a r t  of o f f i c i a l  r e s e r v e s .  

F i n a l l y ,  we s t r o n g l y  oppose  g o l d  sa les  t o  f i n a n c e  t h e  
enhancement .  We b e l i e v e  t h e  s t a f f  i s  e n t i r e l y  c o r r e c t  w i th  
r e s p e c t  t o  t h e  s e r i o u s  drawbacks  of t h a t  a p p r o a c h .  

Mr. Hammoudi remarked t h a t  he  a g r e e d  w i t h  t h e  s t a f f ' s  a n a l y s i s  t o  a 
l a r g e  e x t e n t ,  e x c e p t  w i t h  r e g a r d  t o  new c h a r g e s  on bor rowers  and t h e  
s h o r t e n i n g  of  m a t u r i t i e s .  I t  was c r u c i a l  t h a t  t h e  c o n c e s s i o n a l  n a t u r e  o f  
t h e  f a c i l i t y ' s  r e s o u r c e s  s h o u l d  be. m a i n t a i n e d .  

E x t e n d i n g  h i s  r emarks ,  M r .  Harnmoudi s u b m i t t e d  t h e  f o l l o w i n g  s t a t e m e n t  
€ o r  t h e  r e c o r d  : 

The s t a f f  r e p o r t  l e a v e s  t h e  impress ior?  t h a t  c o n t r a r y  t o  t h e  
c o n c e s s i o n a l  s p i r i t  of t h e  o r i g i n a l  T r u s t  Fund and t h e  c o o p e r a t i v e  
c h a r a c t e r  of t h e  Fund i t s e l f ,  c r e d i t o r  members and o t h e r  p o t e n t i a l  
c o n t r i b u t o r s  t o  t h e  enhancement  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  a r e  more concerned  a b o u t  t h e  s e c u r i t y  o f  t h e i r  " i n v e s t m e n t s "  
t h a n  t h e  c o n c e s s i o n a l  n a t u r e  o f  t h e  f a c i l i t y  and  t h e  u n d e r l y i n g  
reasons  f o r  i t s  enhancement .  R e g r e t t a b l y ,  t h i s  a t t i t u d e  has  
i n c r e a s i n g l y  p r e v a i l e d  i n  t h e  i n t e r n a t i o n a l  f i n a n c i a l  community 



ERM/87/138 - 9/15/87 - 34 - 

and i s  g r e a t l y  r e s p o n s i b l e  f o r  t h e  p l i g h t  o f  d e v e l o p i n g  member 
c o u n t r i e s  , e s p e c i a l l y  t h o s e  p o o r e r  members f a c i n g  p ro t r ac : ed  
b a l a n c e  of payments  d i f f i c u l t i e s  and h a v i n g  l i t t l e  o r  no a c c e s s  
t o  o t h e r  s o u r c e s  of e x t e r n a l  f i n a n c i n g .  An e x c e p t i o n  would be  
t h o s e  p o t e n t i a l  c o n t r i b u t o r s  who, d e s p i t e  t h e i r  own v u l n e r a b l e  
economic p o s i t i o n s  , have  e x p r e s s e d  w i l l i n g n e s s  t o  a c t i v e l y  s u p p o r t  
t h e  enhancement ,  a l b e i t  w i t h  t h e  l e g i t i m a t e  c o n c e r n  ' t h a t  t h e i r  
claims on  t h e  f a c i l i t y  s h o u l d  be s u f f i c i e n t l y  l i q u i d  t o  e n a b l e  
t h e i r  encashment  i n  t h e  e v e n t  of a b a l a n c e  of payments need.  
I n d e e d ,  t h e  enhancement of t h e  f a c i l i t y - - i n  terms o f  i t s  s i z e  and 
o r i g i n ,  a s  w e l l  a s  t h e  h a n d l i n g  of t h e  i s s u e  by c r e d i t o r  members-- 
c o n t r a s t s  s h a r p l y  w i t h  t h e  e s t a b l i s h m e n t  of t h e  o i l  f a c i l i t y  i n  
t h e  1970s.  

I would l i k e  t o  make two g e n e r a l  o b s e r v a t i o n s .  F i r s t ,  I c a n  
h a r d l y  a g r e e  wi th  t h e  s t a f f  t h a t  " t h e  F u n d ' s  g o l d  h o l d i n g s  a r e  a n  
e s s e n t i a l  e l emen t  i n  i t s  f i n a n c i a l  s t r e n g t h . "  1 c o n t i n u e  t o  na in -  
t a i n  t h a t  as a n  i n t e r n a t i o n a l  c o o p e r a t i v e  i n s t i t u t i o n ,  t h e  Fund ' s  
s t r e n g t h  depends  m a i n l y  o n  t h e  s t r e n g t h  and  r e s o l v e  of t h e  member- 
s h i p  i n  s u p p o r t i n g  i t .  T h i s  stems from t h e  f a c t  t h a t  t h e  Fund i s  
p r i m a r i l y  a quota-based i n s t i t u t i o n .  The need f o r  an  enhancement  
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 ,  t h e  Genera l  Arrangements  t o  
Borrow, and  o t h e r  e x t e r n a l  f i n a n c i n g  h a s  a r i s e n  p a r t l y  as a r e s u l t  
of t h e  r e l u c t a n c e  o f  l a r g e  i n d u s t r i a l  c o u n t r i e s  t o  s u p p o r t  t h e  
i n s t i t u t i o n  by a g r e e i n g  t o  a d e q u a t e  q u o t a  i n c r e a s e s  and r e g u l a r  
SDR a l l o c a t i o n s .  Such r e l u c t a n c e  t e n d s  t o  undermine t h e  s t r e n g t h  
of t h e  Fund. 

A second g e n e r a l  o b s e r v a t i o n  r e s p e c t f u l l y  c o n c e r n s  t h e  manage- 
m e n t ' s  i n t e n t i o n  " t o  propose  t h a t  i n  a d m i n i s t e r i n g  t h e  enhanced 
f a c i l i t y ,  t h e  Fund s h o u l d  r e i n f o r c e  i t s  p o l i c i e s  s o  a s  t o  irnproTre 
t h e  q u a l i t y  o f  t h e  f a c i l i t y ' s  l o a n s . "  I n  t h i s  r e g a r d ,  w h i l e  I 
w i s h  t o  a s s o c i a t e  myse l f  w i t h  M r .  Abda l l ah  and l o o k  forward  t o  t h e  
d i s c u s s i o n  on t h e  i m p l i c a t i o n s  of e n l a r g e d  l e n d i n g  f o r  t h e  moni- 
t o r i n g  of s t r u c t u r a l  a d j u s t m e n t  a r r a n g e m e n t s ,  I f e e l  compel led  t o  
r e i t e r a t e  t h e  c o n s i s t e n t  p o s i t i o n  o f  t h i s  c h a i r  t h a t  t h e  o r i g i n a l  
T r u s t  Fund was a h i g h l y  c o n c e s s i o n a l ,  l o w - c o n d i t i o n a l i t y ,  qu ick-  
d i s b u r s i n g  f a c i l i t y  f o r  t h e  e x p r e s s  b e n e f i t  of p o o r e r  members w i t h  
p r o t r a c t e d  b a l a n c e  of payments problems and w i t h  due  conce rn  t o  
t h e i r  d i f f i c u l t  access t o  o t h e r  r e s o u r c e s  of e x t e r n a l  f i n a n c i n g .  
By c o n t r a s t ,  the  newly e s t a b l i s h e d  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  
has  amounted t o  a n  "extended  Fund f d c i l i t y  f o r  t h e  p o c r , "  i n  v iew 
of t h e  f a c i l i t y ' s  h i g h l y  c o n d i t i o n a l  c h a r a c t e r  and t h e  burdensome 
and l e n g t h y  n e g o t i a t i o n  p r o c e s s  a s s o c i a t e d  wi th  a r r a n g e m e n t s .  
Those c o l l e a g u e s  r e p r e s e n t i n g  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  f a c i l -  
i t y  and o t h e r  l ess  deve loped  c o u n t r i e s  t h a t  a g r e e d  t o  t h e  h i g h l y  
c o n d i t i o n a l  c h a r a c t e r  of t h e  f a c i l i t y  d i d  so i n  t h e  l i g h t  of a s s u r -  
ances g i v e n  r e g a r d i n g  i t s  f u t u r e  enhancement  by means of a d d i t i o n a l  
r e s o u r c e s .  A f t e r  a long  l a p s e  of time and as a r e s u l t  of t h e  
Managing D i r e c t o r ' s  own s t r e n u o u s  and commendable e f f o r t ,  s u c h  
enhancement  i s  on ly  now b e i n g  c o n t e m p l a t e d .  We s h o u l d  t h e r e f o r e  
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be aware of t h e  o r i g i n a l  u n d e r s t a n d i n g  on t h i s  enhancement and 
a v o i d  i n t r o d u c i n g  a d d i t i o n a l  o r  t i g h t e n e d  c o n d i t i o n a l i t y  , which 
c o u l d ,  i n  t h e  long  r u n ,  prove c o u n t e r p r o d u c t i v e .  

On t h e  proposed m o d a l i t i e s  of t h e  enhancement ,  t h e  s t a f f ' s  
a n a l y s i s  and l e g a l  i n t e r p r e t a t i o n s  on l e n d i n g  t o  t h e  General 
Resources  Account a r e  c o n v i n c i n g .  That  approach  ra ises  c o n c e r n s  
about  t h e  v i o l a t i o n  of u n i f o r m i t y  of t r e a t m e n t ,  which c o u l d  r e s u l t  
i n  d i s c r i m i n a t i o n  among members and i s  f u n d a m e n t a l l y  a g a i n s t  t h e  
c o o p e r a t i v e  c h a r a c t e r  of t h e  i n s t i t u t i o n .  Moreover ,  p o s s i b l e  
l e g a l  and budge ta ry  c o m p l i c a t i o n s  f o r  some p o t e n t i a l  c o n t r i b u t o r s  ' 

c o u l d ,  i n  a l l  l i k e l i h o o d ,  d e f e a t  t h e  i n t e n d e d  pu rpose  of t h e  
enhancement by d e l a y i n g  t h e  commencement of o p e r a t i o n s  beyond 
J a n u a r y  1, 1988.  

A s  f o r  t h e  p r o p o s a l  on t h e  s a l e  of g o l d ,  I a g r e e  w i t h  t h e  
s t a f f  on t h e  a d v e r s e  i n f l u e n c e  t h a t  s u c h  an u n d e r t a k i n g  by t h e  
Fund might  have on marke t  c o n d i t i o n s  and t h e  i m p l i c a t i o n s  f o r  t h e  
Fund's  go ld  h o l d i n g s  a s  well  as t h o s e  of t h e  membership. 

A d i s c u s s i o n  on a " c o n d i t i o n a l "  a l l o c a t i o n '  o f  SDKs i s  n o t  
r e l e v a n t  a t  t . h i s  s t a g e  i n  v iew of t h e  r e l u c t a n c e  of a m i n o r i t y  of  
members t o  a g r e e  t o  modera t e  r e g u l a r  a l l o c a t i o n s  , l e t  a l o n e  any 
spec ia l  a l l o c a t i o n .  A s  a m a t t e r  of p r i n c i p l e ,  however ,  I c o n t i n u e  
t o  i n s i s t  on p roceed ing  w i t h  r e g u l a r  a l l o c a t i o n s  under  t h e  b a s i c  
p e r i o d s  b e f o r e  c o n s i d e r i n g  whatever  changes  o r  m o d i f i c a t i o n s  i n  
t h e  sys tem t h a t  t h e  m a j o r i t y  of t h e  membership may d e s i r e .  

- 

On t h e  proposed e s t a b l i s h m e n t  of a p r o t e c t e d  t r u s t  a r r ange -  
ment ,  t h e  i n t e n d e d  pu rpose  of t h e  f a c i l i t y  i s  t o  " p r o v i d e  b a l a n c e  . 
of paymencs a s s i s t a n c e  on  c o n c e s s i o n a l  terms, o n  a uni form b a s i s ,  
t o  low-income deve lop ing  members of t h e  Fund i n  need of such  
a s s i s t a n c e  ...." T h e r e f o r e ,  programs s u p p o r t e d  by t h e  f a c i l i t y  
s h o u l d  h e l p  e l i g i b l e  members t o  c o r r e c t  t h e i r  imba lances  w h i l e  
promoting g rowth ,  and e n a b l e  them t o  n o t  o n l y  d i s c h a r g e  t h e i r  
o b l i g a t i o n s  t o  t h e  Trust--or  wha teve r  form c o n t r i b u t i o n s  t o  t h e  
enhancement  may take--on a t i m e l y  b a s i s ,  b u t  a l s o  t o  honor  a l l  
o t h e r  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund. Undue emphas is  by some 
p o t e n t i a l  c o n t r i b u t o r s  on tlhe s e c u r i t y  of  t h e i r  claims c rea tes  
d o u b t s  r egdcd ing  t h e  q u a l i t y  of  a d j u s t m e n t  and undermines t h e  
c r e d i b i l i t y  of programs s u p p o r t e d  by t h e  f a c i l i t y .  T h i s  i s  n o t ,  
however ,  t o  imply t h a t  t h e  s e c u r i t y  o f  c o n t r i b u t i o n s  t o  t h e  f a c i l -  
i t y ,  as a n y  o t h e r  f i n a n c i a l  i n v e s t m e n t ,  s h o u l d  n o t  b e  a s s u r e d ,  b u t  
r a t h e r  t o  s t ress  t h a t  t h e  c o n c e s s i o n a l  a s p e c t  of t h e  f a c i l i t y  
s h o u l d  l i k e w i s e  be g i v e n  i t s  p r o p e r  weight  and  p r i o r i t y .  

A c c o r d i n g l y ,  I would oppose any s u r c h a r g e  t o  be p a i d  by bor-  
r o w e r s ,  a s  t h i s  w3uld e f f e c t i v e l y  i n c r e a s e  t h e i r  i n t e r e s t  burden  
by some 40 p e r c e n t  acd would c l e a r l y  be c o n t r a r y  t o  t h e  conces-  
s i o n a l  c h a r a c t e r  of t h e  f a c i l i t y .  I c o u l d ,  however ,  a g r e e  wi rh  
t h e  c r e a t i o n  of a reserve i n  t h e  T r u s t  t o  be f i n a n c e d  i n  any one  
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o r  c o m b i n a t i o n  of t h e  p roposed  a l t e r n a t i v e s  s u g g e s t e d  by t h e  
s t a f f ,  p r o v i d e d  t h a t  such  f i n a n c i n g  wou ld  n o t  i n v o l v e  any a d d i -  
t i o n a l  burden on u s e r s .  C o n s i d e r i n g  t h e  c o m p l e x i t y  of t h e  i s s u e s ,  
t h e  u rgency  o f  a n  e a r l y  enhancement  and t h e  commencement of ope ra -  
t i o n s  , and t h e  u n c e r t a i n t i e s  s u r r o u n d i n g  f u t u r e  o p e r a t i o n  of t h e  
enhanced f a c i l i t y ,  I a g r e e  w i t h  M r .  A b d a l l a h  t h a t  m o d a l i t i e s  f o r  
t h e  t e r m i n a t i o n  of a r e s e r v e  c o u l d  b e  worked o u t  a t  some f u t u r e  
p o i n t .  

F i n a l l y ,  t h e  c o n c e r n s  of some p o t e n t i a l  c o n t r i b u t o r s  r e g a r d -  
i n g  t h e  l i q u i d i t y  of c l a i m s  on t h e  enhanced  f a c i l i t y  a r e  l e g i t i -  
m a t e ,  e s p e c i a l l y  t h o s e  c o n c e r n s  w i t h  r e s p e c t  t o  b a l a n c e  of payments 
n e e d s  i n  t h e  f o r e s e e a b l e  f u t u r e .  The s t a f f ' s  s u g g e s t i o n  r e g a r d i n g  
t h e  p a r t i c i p a t i o n  by p o t e n t i a l  c o n t r i b u t o r s  i n  t h i s  c a t e g o r y  o n  a 
b i l a t e r a l  b a s i s  seems r e a s o n a b l e .  I n  s h o r t ,  a n y  one o r  combina- 
t i o n  of proposals  which c o u i d  a m e l i o r a t e  t h e  c o n c e r n s  of t h e s e  
p o t e n t i a l  c o n t r i b u t o r s  would be a c c e p t a b l e .  

M r .  J i a n g  o b s e r v e d  t h a t  p o t e n t i a l  c o n t r i b u t o r s  had e x p r e s s e d  some 
r e s e r v a t i o n s  about  t h e  t r u s t :  a r r a n g e m e n t  p u t  f o r w a r d  by t h e  s t a f f .  It 
was u n d e r s t a n d a b l e  t h a t  c o n t r i b u t o r s  s h o u l d  be c o n c e r n e d  a b o u t  t h e  s e c u r i t y  
and l i q u i d i t y  of t h e i r  claims on t h e  T r u s t .  T h r e e  a l t e r n a t i v e s  had been  
r a i s e d  by p o t e n t i a l  p a r t i c i p a n t s  d u r i n g  t h e i r  d i s c u s s i o n s  w i t h  t h e  s t a f f - -  
f i n a n c i n g  t h e  enhancement t h r o u g h  l e n d i n g  t o  t h e  G e n e r a l  R e s o u r c e s  Accoun t ,  
t h r o u g h  t h e  s a l e  of t h e  Fund ' s  g o l d ,  o r  t h r o u g h  a c o n d i t i o n a l  a l l o c a t i o n  
of SDRS. 

U n f o r t u n a t e l y ,  a l l  t h r e e  a l t e r n a t i v e s  c a r r i e d  some n e g a t i v e  conse-  
q u e n c e s ,  M r .  J i a n g  c o n t i n u e d .  Lend ing  t o  t h e  G e n e r a l  Account would h a v e  
a number of i m p l i c a t i o n s  f o r  t h e  p o l i c i e s  and o p e r a t i o n s  of t h e  Fund,  and 
might  n o t  conform t o  t h e  s p i r i t  of t h e  Ar t ic les  o f  Agreement.  The sale 
of t h e  Fund ' s  g o l d  h o l d i n g s  i n  t h e  p r e s e n t  w o r l d  economic env i ronmen t  
migh t  n o t  be a d v a n t a g e o u s .  And, a n  a l l o c a t i o n  of SDRs f o r  t h e  p u r p o s e  o f  
o n l e n d i n g  t o  t h e  G e n e r a l  Account by c o n t r i b u t i n g  members migh t  g i v e  r ise  
t o  t h e  same a d v e r s e  i m p l i c a t i o n s  as would d i r e c t  l e n d i n g  t o  t h e  G e n e r a l  
Account .  I n  t h e  c i r c u m s t a n c e s ,  h e  would p r e f e r  some t y p e  of p r o t e c t e d  
T r u s t  a r r a n g e m e n t  

As f o r  t h e  t h r e e  p o s s i b l e  n e a n s  p roposed  by t h e  s t a f f  t o  a s s u r e  t h e  
s e c u r i t y  and l i q u i d i t y  of c o n t r i b u t i o n s ,  h e  had no problem w i t h  g i v i n g  
c l a i m s  of t h e  T r u s t  p r i o r i t y  o v e r  t h o s e  of t h e  S p e c i a l  D i sbur semen t  
Account ,  M r .  J i a n g  added.  He had some r e s e r v a t i o n s  r e g a r d i n g  t h e  u s e  o f  
t h e  A c c o u n t ' s  r e s o u r c e s  t o  repay  t h e  o b l i g a t i o n s  of t h e  T r u s t ,  b e c a u s e  
t h a t  a p p r o a c h  m i g h t  a l t e r  t h e  n a t u r e  of t h e  Accoun t .  H e  had no d i f f i c u l t y  
w i t h  t h e  g e n e r a l  t h r u s t  of t h e  p r o p o s a l  t o  e s t a b l i s h  a reserve i n  t h e  
T r u s t ,  b u t  d i d  h a v e  some r e s e r v a t i o n s  r e g a r d i n g  a 0 . 2  p e r c e n t  s a r c h a r g e  
on  loans  e x t e n d e d  by t h e  T r u s t  and t h e  e s t a b l i s h m e n t  of a s i n k i n g  f u n d ,  
b e c a u s e  t h o s e  p r o p o s a l s  would undu ly  i n c r e a s e  t h e  d e b t  burden of u s e r s  
and would modify t h e  p r o c e d u r e s  of t h e  facility. 
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F i n a l l y ,  h e  was concerned  a b o u t  t h e  s low p r o g r e s s  o f  t h e  enhancement ,  
Mr. J i a n g  commented. I n  J u n e  t h e  Heads of S t a t e  o r  Government of t h e  
Group of Seven had  urged a t  t h e i r  mee t ing  i n  Venice  t h a t  d i s c u s s i o n s  on 
t h e  enhancement  s h o u l d  be b rough t  t o  a n  e n d ,  and  t h a t  wha teve r  s teps  were 
needed  s h o u l d  be implemented by t h e  end of t h e  y e a r .  The Board s h o u l d  
n o t  spend t o o  much t i m e  on t h e  i s s u e  of p r o t e c t i o n  a g a i n s t  l o s s ,  s i n c e  
l o s ses  rnight no t  o c c u r ;  i f  t o o  much a t t e n t i o n  was devo ted  t o  t h a t  s i n g l e  
issue, t h e n  t h e  whole scheme c o u l d  become t o o  c o m p l i c a t e d ,  and t h e  commence- 
ment of enhanced  o p e r a t i o n s  might  be pos tponed .  The s t a f f  had emphasized 
t h a t  t h e  b e s t  p r o t e c t i o n  t o  p o t e n t i a l  c r e d i t o r s  l a y  i n  t h e  s t r e n g t h - - o r  
i n  t h e  s u c c e s s ,  as Mr. Sengupta  p u t  i t - -and  a p p r o p r i a t e n e s s  of t h e  a d j u s t -  
ment programs t h o s e  r e s o u r c e s  would s u p p o r t .  He f u l l y  ag reed  w i t h  t h a t  
v i e w  a s  l o n g  a s  it: e n t a i l e d  no i n c r e a s e  i n  c o n d i t i o n a l i t y ,  and he  c o u l d  
a l s o  a g r e e  t o  a p r o t e c t e d  t r u s t  a r r a n g e m e n t ,  i n  p r i n c i p l e ,  w i t h  t h e  
f o r m a l i t i e s  t o  b e  worked o u t  l a t e r .  Tha t  approach  would encourage  t h e  
t i m e l y  i m p l e m e n t a t i o n  of t h e  enhanced f a c i l i t y .  

M r .  F i n a i s h  s a i d  t h a t  h i s  r emarks  were t e n t a t i v e ,  s i n c e  he  had  n o t  
r e c e i v e d  t h e  views of a l l  of h i s  a u t h o r i t i e s  on t h e  v a r i o u s  s p e c i f i c  
p r o p o s a l s  p u t  forward  i n  t h e  s t a f f  p a p e r .  He h a s t e n e d  t o  a d d ,  however ,  
t h a t  h i s  a u t h o r i t i e s  c o n t i n u e d  t o  s u p p o r t  f u l l y  t h e  i n i t i a t i v e  t o  enhance  
t h e  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 ;  t h e y  c o n s i d e r e d  t h e  
enhancement  e s s e n t i a l  i f  t h e  f a c i l i t y  was t o  a c h i e v e  i t s  f a r - r e a c h i n g  
o b j e c t i v e s .  

- 

I n  p r i n c i p l e ,  t h e  c h o i c e  of t h e  s p e c i f i c  mechanism f o r  enhancing  t h e  
f a c i l i t y ’ s  r e s o u r c e s  s h o u l d  s t r i k e  a b a l a n c e  between two b a s i c  c r i t e r i a ,  
Mr. F i n a i s h  remarked .  The f i r s t  c r i t e r i o n  was t o  avoid  any change  i n  t h e  
e x i s t i n g  terms f o r  u s i n g  t h e  f a c i l i t y ‘ s  r e s o u r c e s ,  i n c l u d i n g  b o t h  t h e  
i n t e r e s t  r a t e  and t h e  repayment  s c h e d u l e .  Thus ,  t h e  s u g g e s t i o n s  of a 
s u r c h a r g e  o r  a s i n k i n g  fund  d i d  n o t  seem a p p r o p r i a t e .  The second c r i t e r i o n  
was t o  t r y  t o  f o c u s  on mechanisms t h a t  were l i k e l y  t o  e x p e d i t e  t h e  f l o w  
of r e s o u r c e s  from c r e d i t o r s  and donors  by a d d r e s s i n g  t h e  c o n c e r n s  which 
some of them had r a i s e d  r e g a r d i n g  t h e  s e c u r i t y  and l i q u i d i t y  of t h e i r  
c la ims.  I n  t h i s  r e g a r d ,  t h e  s t a f f  p a p e r  had p rov ided  a u s e f u l  and compre- 
h e n s i v e  d i s c u s s i o n  of v a r i o u s  ways of d e a l i n g  w i t h  t h o s e  c o n c e r n s .  

On t h e  q u e s t i o n  of c o n d i t i o n a l i t y ,  Pir. F i n a i s h  s a i d  t h a t  h i s  r emarks  
made d u r i n g  t h e  Board ’ s  d i s c u s s i o n  on t h e  wor ld  economic o u t l o o k  (EBM/87/134,  
9 / 1 1 / 8 7 )  were p a r t i c u l a r l y  v a l i d  w i t h  r e s p e c t  t o  t h e  s t r u c t u r a l  a d j u s t m e n t  
f a c i l i t y  . 

I n  v iew of t h e  c o n t i n u i n g  d e l i b e r a t i o n s  of h i s  a u t h o r i t i e s  a n d  t h e  
comments of o t h e r  s p e a k e r s ,  h e  b e l i e v e d  t h a t  some d i s c u s s i o n  and r e f l e c -  
t i o n  m i g h t  be n e c e s s a r y  b e f o r e  a c o n s e n s u s  on t h e  b e s t  p o s s i b l e  c o u r s e  
c o u l d ’  be a c h i e v e d ,  Mr. F i n a i s h  commented. In c o n c l u d i n g ,  h e  a g a i n  stressed 
h i s  . .support  f o r  t h e  i n i t i a t i v e  and h i s  hope t h a t  t h e  a d d i t i o n a l  r e s o u r c e s  
would be p u t  i n  place as q u i c k l y  a s  p o s s i b l e .  
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Mr. Hubloue made t h e  f o l l o w i n g  s t a t e m e n t :  

From t h e  o u t s e t  my a u t h o r i t i e s  have  been  h i g h l y  s u p p o r t i v e  of 
t h e  i n i t i a t i v e  t o  e n l a r g e  t h e  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 -  
ment f a c i l i t y .  They a re  conv inced  t h a t  a n  e n l a r g e m e n t  i s  t h e  b e s t  
p o s s i b l e  way of  mee t ing  t h e  low-income c o u n t r i e s '  need f o r  f i n a n -  
c i a l  ass i s tance  on h i g h l y  c o n c e s s i o n a l  terms t o  s u p p o r t  s t r u c t u r a l  
a d j u s t m e n t  . 

Also  from t h e  o u t s e t ,  t h i s  c h a i r  h a s  f e l t  it n e c e s s a r y  t o  
c a u t i o n  s t r o n g l y  a g a i n s t  t h e  proposal .  t o  f i n a n c e  t h e  en la rgemen t  
w i t h  c o n t r i b u t i o n s  t o  a t r u s t  a c c o u n t  funded  from b u d g e t a r y  appro-  
p r i a t i o n s .  The p r o p o s a l s  which Mr. de G r o o t e  s u b m i t t e d  i n  h i s  
n o t e  of J u n e  19 on t h e  c o n d i t i o n a l  u s e  of an  SDR a l l o c a t i o n  i n  
c o n n e c t i o n  w i t h  t h e  en la rgemen t  and on  t h e  sa le  of a pa r t  of t h e  
Fund ' s  g o l d  t o  s u b s i d i z e  i n t e r e s t  payments  on l o a n s  unde r  t h e  
f a c i l i t y  were b a s i c a l l y  i n t e n d e d  t o  a v o i d  e x c e s s i v e  r e l i a n c e  on 
b u d g e t a r y  f u n d i n g s  and t o  promote an  u n d e r s t a n d i n g  on f u n d i n g  
methods from monetary  s o u r c e s .  The main r e a s o n  my a u t h o r i t i e s  
p r e f e r  monetary  f i n a n c i n g  i s ,  o f  c o u r s e ,  t o  e n s u r e  a n  en la rgemen t  
of s u f f i c i e n t  s i z e ,  which w i l l  be  d i f f i c u l t  t o  o b t a i n  i f  c o n t r i b u -  
t i o n s  have t o  come from b u d g e t a r y  rc : sources .  

I n  t h e  m i d s t  of a d i f f i c u l t  a d j u s t m e n t  of t h e i r  own p u b l i c  
f i n a n c e s ,  my a u t h o r i t i e s  canno t  j u s t i f y  a b u d g e t a r y  c o n t r i b u t i o n  
a t  t h i s  s t a g e .  They a l s o  e n t e r t a i n  t h e  more g e n e r a l  conce rn  t h a t  -- 
b u d g e t a r y  fund ing  of t h e  f a c i l i t y  would s e r i o u s l y  c o n f u s e  p a r l i a -  
men ta ry  d i s c u s s i o n s  on t h e  needed i n c r e a s e  of t h e  World Bank ' s  
c a p i t a l ,  and on  o t h e r  e x c e p t i o n a l  donor  e f f o r t s  t h a t  will b e  
n e e d e d ,  b e s i d e  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  e s t a b l i s h  a 
' f avo rab le  f i n a n c i n g  climate f o r  t h e  c o n t i n u i n g  a d j u s t m e n t  and 
developmenr o f  low-income - A f r i c a n  c o u n t r i e s .  F o r  t h e s e  r e a s o n s ,  
my a u t h o r i t i e s  can  o n l y  c o n s i d e r  a c o n t r i b u t i o n  from monetary  
s o u r c e s .  However, t h e y  f i n d  t h a t  t h e  i d e a s  s u b m i t t e d  by t h e  s t a f f  
f o r  f a c i l i t a t i n g  monetary  c o n t r i b u t i o n s  t o  t h e  proposed  t r u s t  
a c c o u n t  f a l l  s h o r t  of t h e  much more c o h e r e n t  f i n a n c i n g  scheme t o  
be  o b t a i n e d  by  o p e r a t i n g  th rough  t h e  G e n e r a l  Resources  Account ,  
and t h e y  f i n d  t h a t  t h e  p o s s i b l e  u s e  of t h e  Account h a s  been  
r e j e c t e d  on t h e  b a s i s  of q u e s t i o n a b l e  a rgumen t s .  

My a u t h o r i t i e s  c o n s i d e r  t h a t  no  mechanism w i l l  e v e r  s u c c e e d  
i n  g i v i n g  r h e  c l a i m s  of t h e  T r u s t  a d e g r e e  of l i q u i d i t y  comparab le  
t o  t h a t  of c l a i m s  on t h e  Genera l  R e s o u r c e s  Account .  The s t a f f ' s  
p r o p o s a l  seems t o  s u f f e r  from a c o n t r a d i c t i o n  of p r i n c i p l e :  t o  
p r o t e c t  t h e  monetary and r e v o l v i n g  c h a r a c t e r  of t h e  Fund ' s  g e n e r a l  
r e s o u r c e s ,  t h e  o p e r a t i o n  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  and 
i t s  f u n d i n g  would b e  d i v e r t e d  t o  a s e p a r a t e  t r u s t  a c c o u n t ;  b u t  
d o i n g  s o  c o n t r a d i c t s  t h e  basic idea  t h a t  t h e  i m p o r t a n c e  of t h e  
monetary  c h a r a c t e r  of t h e  F u n d ' s  r e s o u r c e s  s tems p r e c i s e l y  from 
t h e  need t o  g u a r a n t e e  t h e  l i q u i d i t y  o f  c l a i m s  made by c r e d i t o r  
members,  who now w i l l  b e  a sked  i n s t e a d  t o  c o n t r i b u t e  t o  a t r u s t :  
a c c o u n t  with l ess  l i q u i d i t y .  
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There  i s  a l s o  a c o n t r a d i c t i o n  i n h e r e n t  i n  t h e  s t a f f ' s  view 
t h a t  claims on t h e  T r u s t  c a n  b e s t  be p r o t e c t e d  by t h e  s t r e n g t h  and 
a p p r o p r i a t e n e s s  of t h e  a d j u s t m e n t  programs t h o s e  r e s o u r c e s  w i l l  
sc lppor t .  We f a i l  t o  u n d e r s t a n d  how t h e  q u a l i t y  o f  s t r u c t u r a l  
a d j u s t m e n t  programs c a n  r e a s s u r e  t h e  c r e d i t o r  c o u n t r i e s  i f  i t  i s  
i n s u f f i c i e n t  t o  j u s t i f y  t h e  involvement  of t h e  Fund ' s  own r e s o u r c e s .  
We propose  i n s t e a d  t h a t  t h e  Fund s h o u l d  g i v e  a n  i m p o r t a n t  s i g n a l  
of c o n f i d e n c e  by commi t t ing  i t s  own r e s o u r c e s  t o  a d j u s t m e n t  pro- 
grams whose chances  of s u c c e s s  w i l l  b e  much enhanced by t h e  combi- 
n a t i o n  of s t r u c t u r a l  emphas is  and a p p r o p r i a t e  c o n c e s s i o n a l i t y  . 

Moreover ,  t h e  s t a f f  sees d i f f i c u l t y  i n  e s t a b l i s h i n g  b a l a n c e  
o f  payments c r i t e r i a  t h a t  would q u a l i f y  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  s t r u c t u r a l  ad jus tmen t  f a c i l i t y  f o r  a c c e s s  t o  c o n c e s s i o n a l  
borrowing from t h e  Genera l  Account.  C l e a r l y  i t  canno t  be a ma jo r  
s tumbl ing  b l o c k  t o  e s t a b l i s h  c r i t e r i a  i n  terms of t h e  b a l a n c e  of 
payments problems a s s o c i a t e d  w i t h  a c o u n t r y ' s  l i m i t e d  r e s o u r c e  
b a s e ,  which t h e  programs s u p p o r t e d  by t h e  f a c i l i t y  a r e  t o  a d d r e s s .  
The s t a f f ' s  c o n t e n t i o n  t h a t  t h e  l i s t  of c o u n t r i e s  q u a l i f y i n g  f o r  
e l i g i b i l i t y  under  such  c r i t e r i a  w i l l  p robab ly  n e v e r  comple t e ly  
match t h e  p r e s e n t  l i s t  of e l i g i b l e  c o u n t r i e s  s h o u l d  c e r t a i n l y  n o t  
r e s t r a i n  u s  from a t t e m p t i n g  t o  e s t a b l i s h  p rope r  b a l a n c e  of payments 
c r i t e r i a  t o  e n s u r e  t h a t  t h e  a v a i l a b l e  f u n d s  w i l l  be d i r e c t e d  where 
t h e y  a r e  most needed and where t h e y  can s u p p o r t  t h e  s t r o n g e s t  
a d j u s t m e n t  e f f o r t s .  

F i n a l l y ,  my a u t h o r i t i e s  r e g r e t  t h a t  t h e  s t a f f ' s  p r o p o s a l s  so 
f a r  have n o t  g i v e n  more c o n s t r u c t i v e  c o n s i d e r a t i o n  t o  t h e  cond i -  
t i o n a l  u s e  of an  SDR a l l o c a t i o n  o r  t o  t h e  u s e  of t h e  Fund ' s  g o l d  
i n  c o n n e c t i o n  wi th  t h e  e n l a r g e m e n t .  My B e l g i a n  a u t h o r i t i e s  i n  
p a r t i c u l a r  a r e  of t h e  v iew t h a t  t h e  e x t r a o r d i n a r y  e f f o r t s  t h a t  are 
now r e q u i r e d  of everyone  to .  g i v e  t h e  a d j u s t m e n t  p r o c e s s  of t h e  
low-income c o u n t r i e s  a new momentum would more t h a n  j u s t i f y  t h e  
u s e  of a p a r t  of t h e  Fund ' s  go ld  t o  s u b s i d i z e  i n t e r e s t  payments on 
l o a n s  under  t h e  f a c i l i t y .  

I n  c o n c l u s i o n ,  t h e  s t a f f ' s  p r o p o s a l s  g i v e  t h e  c o n t r a d i c t o r y  
i m p r e s s i o n  t h a t  t h e  Funtd d e s i r e s  t o  i n c r e a s e  i t s  r o l e  i n  t h e  
ad ju s t inen t  p r o c e s s  of :he low-income c o u n t r i e s ,  w h i l e  a t  t h e  same 
time i t  i s  t a k i n g  s t e p s  t-4 b a i l  i t s e l f  ou't of t h o s e  same c o u n t r i e s .  
My a u t h o r i t i e s  s t r o n g l y  hope t h a t  t h e s e  c o n t r a d i c t i o n s  can  soon be  
overcome so a s  t o  e n a b l e  them t o  c o n t r i b u t e  t o  an i n i t i a t i v e  t h a t  
unambiguously r e i n f o r c e s  t h e  r o l e  of t h e  Fund i n  t h e  a d j u s t m e n t  
p r o c e s s .  

The 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  remarked 
t h a t  f o r  t h e  r e a s o n s  g i v e n  i n  t h e  s t a f f  p a p e r ,  t h e  s t a f f  f e l t  s t r o n g l y  
t h a t  t h e  T r u s t  Account was t h e  p r e f e r r e d  i n s t r u m e n t  f o r  enhanc ing  t h e  
f a c i l i t y .  I n  l i g h t  of t h e  comments made by E x e c u t i v e  D i r e c t o r s ,  i t  would 
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c o n s i d e r  t o  what e x t e n t  t h e  argumen.fs f o r  e s t a b l i s h i n g  a T r u s t  c o u l d  b e  
s t r e n g t h e n e d  s o  as t o  p e r s u a d e  t h o s e  who s t i l l  had some d o u b t s  a b o u t  t h e  
d e s i r a b i l i t y  of t h a t  c o u r s e .  

I f  t h e  Board c h o s e  t o  e s t a b l i s h  a T r u s t  A c c o u n t ,  t h e n  i t  was normal 
t h a t  c r e d i t o r s  would s e e k  some a s s u r a n c e  r e g a r d i n g  t h e  s e c u r i t y  of  t h e i r  
loans t o  t h a t  Accoun t ,  t h e  D i r e c t o r  a d d e d .  V a r i o u s  mechanisms f o r  t h a t  
p u r p o s e  had been  p u t  forward  i n  t h e  s t a f f  p a p e r .  It  was n o t  e x p e c t e d  
t h a t  a l l  t h o s e  mechanisms s h o u l d  be u s e d ,  b u t  two s a f e g u a r d s  had r e c e i v e d  
g e n e r a l  s u p p o r t  i n  t h e  d i s c u s s i o n ,  namely ,  s u b o r d i n a t i n g  t h e  claims of 
t h e  Special  Di sbur semen t  Account  t o  c l a i m s  of t h e  T r u s t  and u s i n g  t h e  
i n t e r e s t  o r  r e p u r c h a s e s  f l o w i n g  t o  t h a t  Accoun t ,  which t o g e t h e r  amounted 
t o  some SDR 4 b i l l i o n .  Compared w i t h  a n  enhancement  of SDR 6 b i l l i o n ,  
t h a t  sum r e p r e s e n t e d  a n  i m p r e s s i v e  d e g r e e  of p r o t e c t i o n  a g a i n s t  r i s k .  For 
example, nonrepayment  of l o a n s  amounting t o  SDR 6 b i l l i o n  would i n v o l v e  
d e f a u l t  by a p p r o x i m a t e l y  60 c o u n t r i e s ,  which o n l y  seemed p o s s i b l e  i n  t h e  
c o n t e x t  of m a j o r  s y s t e m i c  d i f f i c u l t i e s .  It was d i f f i c u l t  t o  i m a g i n e  t h a t  
t h e  F u n d ' s  membership would a l l o w  a s i t u a t i o n  l e a d i n g  t o  t h a t  w o r s t - c a s e  
s c e n a r i o  t o  o c c u r .  More r e a l i s t i c a l l y ,  l o o k i n g  a t  t h e  e x p e r i e n c e  w i t h  
t h e  T r u s t  Fund, a r r e a r s  r e p r e s e n t e d  a b o u t  6 p e r c e n t  of  t o t a l  o b l i g a t i o n s .  
I n  t h a t  l i g h t ,  p r o v i s i o n  of a n  SDR 4 b i l l i o n  safeguard .  f o r  a n  SDR 6 b i l -  
l i o n  f a c i l i t y  was c o n s e r v a t i v e .  

On o t h e r  m a t t e r s ,  t h e  amount of r e s o u r c e s  r e q u i r e d  f o r  t h e  enhance-  
ment--SDR 6 b i l l i o n - - w a s  b a s e d  on a c a r e f u l  c o n s i d e r a t i o n  of t h e  f i n a n c i n g  
needs  of t h e  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 - f a c i l i t y ,  t h e  D i r e c t o r  e x p l a i n e d .  
However, t h a t  e s t i m a t i o n  had been  made months e a r l i e r ;  a t  p r e s e n t  t h e  
amount r e q u i r e d  would be even  g r e a t e r .  On g u a r a n t e e s ,  Mr. Z e c c h i n i ' s  
u n d e r s t a n d i n g  was c o r r e c t ;  i n d e e d ,  t h e  Ar t i c l e s  would have  t o  be amended. 
On t h e  m o n i t o r i n g  of s t r u c t u r a l  a d j u s t m e n t  a r r a n g e m e n t s ,  t h e  s t a f f  p a p e r  
would n o t  be r e a d y  u n t i l  a f t e r  t h e  Annual M e e t i n g s .  The q u e s t i o n  
r e g a r d i n g  t h e  method of r e c o r d i n g  o f f i c i a l  development  a s s i s t a n c e  would 
be r a i s e d  w i t h  t h e  O r g a n i z a t i o n  f o r  Economic C o o p e r a t i o n  and Development;  
a d e c i s i o n  on t h a t  q u e s t i o n  m i g h t  have t o  be t a k e n  by t h e  Development 
A s s i s t a n c e  C o m m i t t e e  i t s e l f .  

The i m p l i c a t i o n s  of t h e  u s e  of t h e  G e n e r a l  R e s o u r c e s  Account  a p p r o a c h  
w i t h  r e s p e c t  to  e l i g i b i l i t y  and access were i n d e e d  g r e a t ,  t h e  D i r e c t o r  of 
t h e  Exchange and T r a d e  R e l a t i o n s  Department  remarked.  A combined a p p r o a c h ,  
as s u g g e s t e d  by M r .  Donoso, c o n s i s t i n g  of  l o a n s  t o  t h e  Account and some 
form of t r u s t ,  would be c a r e f u l l y  examined by t h e  s t a f f .  H i s  f i r s t  
i m p r e s s i o n ,  however ,  was t h a t  t h a t  a p p r o a c h  would pose  most of t h e  prob-  
lems i n h e r e n t  i n  t h e  G e n e r a l  Account a p p r o a c h .  

The s t a f f  r e p r e s e n t a t i v e  f rom t h e  L e g a l  Depar tmen t  remarked t h a t  
t h e  s t a f f ' s  a r g u m e n t s  c o n c e r n i n g  t h e  e x c l u s i o n  of a g u a r a n t e e  by t h e  
G e n e r a l  R e s o u r c e s  Account f o r  t h e  T r u s t  o r  of t r a n s f e r s  of r e s o u r c e s  
from t h e  G e n e r a l  R e s o u r c e s  Account  t o  t h e  T r u s t  were based on Art ic le  V ,  
S e c t i o n  2 ( a ) ,  which d e s c r i b e d  p e r m i s s i b l e  o p e r a t i o n s  and t r a n s a c t i o n s .  
A change would r e q u i r e  an amendment t o  t h e  A r t i c l e s .  



The mechanism d i s c u s s e d  i n  t h e  s t a f f  p a p e r  i n v o l v i n g  t h e  u s e  of  t h e  
F u n d ' s  r e s e r v e s  i n  t h e  c o n t e x t  of s a f e g u a r d i n g  claims on t h e  T r u s t  was 
based  on a d i s t r i b u t i o n  of  r e s e r v e s  and a v o l u n t a r y  r e t r a n s f e r  of  p r o c e e d s  
t o  t h e  T r u s t ,  t h e  s t a f f  r e p r e s e n t a t i v e  added .  That  p r a c t i c e  would be 
l i m i t e d ,  however ,  t o  t h e  Fund ' s  g e n e r a l  r e s e r v e ,  because  i n  a c c o r d a n c e  
w i t h  A r t i c l e  XII, S e c t i o n  6 ( b )  t h e  Fund ' s  s p e c i a l  r e s e r v e  c o u l d  n o t  be 
d i s  t r i  b u t  ed .  

The m o b i l i z a t i o n  f a c l i t y  would n o t  a d d r e s s  b a l a n c e  of payments 
p r o b l e m s ,  b u t  deve lopments  i n  a member 's  reserves i n  accordar 'ce  w i t h  
Ar t i c l e  V ,  S e c t i o n  3 ( b ) ( i i ) ,  t h e  s t a f f  r e p r e s e n t a t i v e  no ted .  It  c o u l d  
o f f e r  access t o  t h e  Fund ' s  r e s o u r c e s  f o r  l i q u i d i t y  r e a s o n s  under  a d e q u a t e  
s a f e g u a r d s ,  a s  e x p l a i n e d  i n  t h e  s t a f f  p a p e r .  

Obv ious ly  member c o u n t r i e s  c o u l d  r e f r a i n  v o l u n t a r i l y  from u s i n g  t h e  
r e s o u r c e s  of t h e  General. Resources  Account ,  t h e  s t a f f  r e p r e s e n t a t i v e  from 
t h e  L e g a l  Department  rema-ked.  The Fund c o u l d  a l s o  e s t a b l i s h  a f a c i l i t y  
t h a t  p r e s c r i b e d  c r i t e r i a  f o r  a c c e s s  t.0 t h e  G e n e r a l  Resources  Account on 
t h e  b a s i s  of c i r c u m s t a n c e s  of  b a l a n c e  of  payments  d i f f i c u l t i e s .  L i m i t i n g  
access t o  t h e  Genera l  Resources  Account t o  c o u n t r i e s  e l i g i b l e  f o r  t h e  
e x i s t i n g  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 ,  c o u l d  n o t  be a c h i e v e d  
t h r o u g h  a d e c i s i o n  of  t h e  Board of  Governors .  The p r i n c i p l e  of  u n i f o r m i t y  
of  access t o  t h e  Fund ' s  g e n e r a l  r e s o u r c e s  was e s t a b l i s h e d  by t h e  Art ic les ,  
a n d  a n y  change  would t h e r e f o r e  r e q u i r e  a n  amendment t o  t h e  Ar t i c l e s .  

The Chairman made t h e  f o l l o w i n g  summing up: 

We had  a f r u i t f u l  d i s c u s s i o n  t o d a y  on enriancing 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  (SkF) ,  p r i m a r i l y  on i s s u e s  r e l a t e d  t o  t h e  
m o b i l i z a t i o n  of  r e s o u r c e s .  I t h i n k  i t  would be h e l p f u l ,  as a 
g u i d e  t o  f u r t h e r  s t a f f  work and a s  an  i n d i c a t i o n  of how I w i l l  
c a s t  my r e p o r t  t o  t h e  I n t e r i m  Committee on t h e  s t a t u s  o f  t h e  SAF 
i n i t i a t i v e ,  i f  I were t o  i n d i c a t e  a few g e n e r a l  o b s e r v a t i o n s  t h a t  
h a v e  emerged from t h e  mee t ing .  

G e n e r a l  o b s e r v a t i o n s  

A l l  D i r e c t o r s  r e i t e r a t e d  t h e i r  stroi:g s u p p o r t  f o r  t h e  
e n l a r g e m e a t  of  t h e  r e s o u r c e s  a v a i l a 5 l . z  f o r  SAF-assoc ia ted  l e n d i n g .  
D i r e c t o r s  n o t e d  t h a t  a l t h o u g h  t h e  f i g u r e  of SDR 6 b i l l i o n  i s  
a m b i t i o u s ,  t h e  amount i s  :-ot l a r g e  i n  r e l a t i o n  t o  t h e  n e e d s  of 
SAF-e l ig ib l e  members. Most D i r e c t o r s  s t r e s s e d  t h e  u rgency  of 
i n i t i a t i n g  l e n d i n g  o p e r a t i o n s  unde r  t h e  enhanced  f a c i l i t y  and 
u r g e d  all conce rned  t o  move f o r w a r d  a s  q u i c k l y  as  p o s s i b l e ,  b e a r -  
i n g  i n  mind t h e  d i f f e r e n t  l e g i s l a t i v e  and o t h e r  c o n s i d e r a t i o n s  
a f f e c t i n g  c o n t r i b u t i o n s  by i n d i v i d u a l  members. 

Lending  a r r a n g e m e n t s  

T h e  s t a f f  p a p e r  d i s c u s s e d  two a l t e r n a c i v e  f u n d i n g  a r r a n g e -  
ments  f o r  an  enhanced  SAF--lending t o  a T r u s t  o r  lending t o  t h e  
G e n e r a l  R e s o u r c e s  Account  (GRA). Many D i r e c t o r s  f e l t  p e r s u a d e d ,  
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on t h e  b a s i s  of t h e  c o n s i d e r a t i o n s  r a i s e d  i n  tne s t a f f  p a p e r ,  t h a t  
o p e r a t i n g  t h r o u g h  t h e  GRA would ra i se  v e r y  d i f f i c u l t  p o l i c y  i s s u e s .  
Those D i r e c t o r s  g e n e r a l l y  f e l t  t h a t  a t r u s t  a r r a n g e m e n t  would 
p r o v i d e  g r e a t e r  f l e x i b i l i t y  i n  o p e r a t i n g  a n  e n l a r g e d  SAF and  would 
p r o v i d e  f o r  c o n s i s t e n c y  w i t h  e s t a b l i s h e d  po l i c i e s  on a c c e s s  and 
p ro longed  u s e .  O the r  D i r e c t o r s  t h o u g h t  t h a t  t h e  s t a f f  may have  
o v e r s t a t e d  t h e  p o l i c y  problems t h a t  c o u l d  a r i s e  i n  o p e r a t i n g  t h e  
SAF enhancement  th rough t h e  GRA a n d ,  o n  b a l a n c e ,  f e l t  t ? l a t  s u c h  a 
mechanism was t o  be p r e f e r r e d .  Some of t h e s e  D i r e c t o r s  b e l i e v e d  
t h a t ,  i n  l i g h t  of t h e  known i n s t i t u t i o n a l ,  l e g a l ,  and  b u d g e t a r y  
c o n s t r a i n t s  f a c e d  by some p o t e n t i a l  c o n t r i b u t o r s ,  commitments may 
b e  fo r thcoming  more q u i c k l y  a n d ,  p o s s i b l y ,  in l a r g e r  amounts ,  i f  
c o n t r i b u t o r s  c o u l d  l e n d  t o  t h e  GRA. 

We have l i s t e n e d  c a r e f u l l y  t o  t h e  c o n c e r n s  e x p r e s s e d  by 
D i r e c t o r s  on t h i s  i s s u e  and s h a l l  h o l d  them c l e a r l y  i n  mind as 
we proceed  i n  our  e f f o r t s  t o  c r a f t  a n  a c c e p t a b l e  mechanism f o r  
e n l a r g i n g  t h e  r e s o u r c e s  a v a i l a b l e  f o r  SAF l e n d i n g .  I am encour-  
a g e d ,  however ,  by t h e  view t h a t  i f  a d e q u a t e  p r o t e c t i o n  can  be 
p rov ided  t o  t h e  T r u s t ,  i t  seems l i k e l y  t o  r e c e i v e  b road  s u p p o r t .  
I s h o u l d  add t h a t  we are a l s o  e x p l o r i n g  t h e  p o s s i b i l i t y  o f  b i l a t -  
t e r a l  l e n d i n g  a r r a n g e m e n t s  i n  p a r a l l e l  w i t h  SAF l e n d i n g  i n  o u r  
d i s c u s s i o n s  w i t h  some p o t e n t i a l  c o n t r i b u t o r s .  

D i r e c t o r s  c o n s i d e r e d  t h a t  wha teve r  t h e  f u n d i n g  mechanism, t h e  
enhanced r e s o u r c e s  s h o u l d  be a v a i l a b l e  on a b road  b a s i s ,  a s  a t  
p r e s e n t .  A t  t h e  same t ime,  t h e r e  was a g e n e r a l  s e n s e  t h a t  s u c h  
r e s o u r c e s  s h o u l d  be p rov ided  t o  i n d i v i d u a l  SAF-e l ig ib l e  members i n  
a c c o r d a n c e  wi th  t h e  member 's  b a l a n c e  of payments  need and t h e  
s t r e n g t h  of t h e  a d j u s t m e n t  program b e i n g  u n d e r t a k e n .  

I n  c o n s i d e r i n g  t h e  i s s u e s  a r i s i n g  from o u r  e f f o r t s  t o  p r o v i d e  
a p o s s i b l e  T r u s t  w i t h  a d e g r e e  of l i q u i d i t y  and  s e c u r i t y  a g a i n s t  
t h e  r i s k  of nonrepayment ,  a number of Directors,  m a i n l y  t h o s e  
r e p r e s e n t i n g  p o t e n r i a l  c o n t r i b u t o r s ,  t h o u g h t  t h a t  t h e  s u g g e s t i o n s  
c o n t a i n e d  i n  t h e  s t a f f  p a p e r  were h e l p f u l ,  even  i f  some t h o u g h t  
t h a t  t h e y  d i d  n o t  go f a r  enough. O t h e r  D i r e c t o r s  wondered w h e t h e r  
t h e  p r o v i s i o n s  f o r  t h e  GRA to  p r o v i d e  l i q u i d i t y  f o r  c o n t r i b u t i n g  
c o u n t r i e s  t h a t  e x p e r i e n c e d  ba lar -ce  of payments  d i f f i c u l t i e s  were 
a p p r o p r i a t e .  A l s o ,  a number of D i r e c t o r s  o b s e r v e d  t h a t  c e r t a i n  of  
t h e  proposed  mechanisms t o  p r o t e c t  t h e  l i q u i d i t y  and s e c u r i t y  of  
t h e  T r u s t  r e q u i r e d  t h a t  SAF-e l ig ib l e  xembers  themselves .  wolild h a v e  
t o  assume a d i s p r o p o r t i o n a t e  s h a r e  of t h e  r i s k  t h r o u g h ,  f o r  example ,  
t h e  s e t t i n g  up of r e s e r v e s  o r  of a s i n k i n g  fund  t o  c o v e r  p o s s i b l e  
nonpayment .  

T h i s  i s  o b v i o u s l y  a v e r y  d i f f i c u l t  area.  We need t o  s t r i k e  
a b a l a n c e  be tween t h e  call f o r  g r e a t e r  p r o t e c t i o n  and  l i q u i d i t y  of 
claims as  a means of s e c u r i n g  a r a p i d  and s i z a b l e  i n c r e a s e  i n  SAF 
r e s o u r c e s  available f o r  immedia te  u s e  and t h e  p o s s i b l e  bu rden  on 
SAF-e l ig ib l e  c o u n t r i e s  as a g r o u p  r e s u l t i n g  from s u c h  p r o t e c t i o n .  
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W e  w i l l  c o n t i n u e  t o  e x p l o r e ,  i n  t h e  most e x p e d i t i o u s  f a s h i o n ,  a l l  
p o s s i h i l i t i e s  € o r  t h e  c o n s i d e r a t i o n  of p o t e n t i a l  c o n t r i b u t o r s  and 
of  t h e  E x e c u i i v e  Board. 

Some D i r e c t o r s  s u g g e s t e d  t h 2  p o s s i b i l i t y  of  s e l l i n g  o r  pledg-  
i n g  the Fund ' s  g o l d ,  e i t h e r  t o  fund  t h e  enhanced  SAF O K  t o  p r o v i d e  
s e c u r i t y  a n d / o r  l i q u i d i t y  Lo t h e  T r u s t .  However, a number of 
other D i r e c t o r s  stressed t h a t  t h e  F u n d ' s  g o l d  h o ? d i n g s  a r e  a n  
e s s e n t i a l  e l emen t  of  i t s  f i n a n c i a l  s t r e n g t h  Grid, i n  t h e  p r e s e n t  
w o r l d  economic env i ronmen t ,  i t  i s  i m p o r t a n t  t h a t  t h i s  s t r e n g t h  
s h o u l d  be m a i n t a i n e d .  Gold s e r v e s  n o t  o n l y  t o  u n d e r p i n  t h e  Fund's  
c u r r e n t  o p e r a t i o n s  a n d  f i n a n c i a l  p o s i t i o n ,  b u t  a l s o  t o  enhance  i t s  
a b i l . i t y  t o  respond t o  u n e x p e c t e l  deve lopmen t s  of: a systemi.c  n a t u r e .  
Moreover, t h e  Fund ' s  g o l d  h o l d i n g s  c o u l d  be o f  p a r t i c u l . a r  re le-  
var:cc t o  members i n  c o n s i d e r i n g  f u t u r e  i n c r e a s e s  i n  t h e  r e s o u r c e s  
o f  t h e  F u n d ,  whe the r  t h rough  q u o t a  i n c r e a s e s  o r  bor rowing .  Accord- 
i n g l y ,  we w i l l  examine w i t h  t h e  u tmos t  c a u t i o n  t h e  p r o p o s a l s  
invol .v ing  the u s e  of  the Fund ' s  g o l d  i n  any  way. 

DECISIONS TAKEN SINCE PREVIOUS BOPAD IIEETLEU'G 

T h e  f o l l o w i n g  d e c i s i o n s  were adop ted  by t h e  E x e c u t i v e  Board wit.hout 
m e e t i n g  i n  the p e r i o d  between EBM/87/137 (9 /14 /87)  and  EBM/87/138 ( 9 / 1 5 / 8 7 ) .  

2 .  FORTHCOMING ANNUAL M E E T I N G S  - GOVERNORS' VOTE 

The Executive ijoard a p p r o v e s  t h e  r e p o r t  of t h e  S e c r e t a r y  
(EbD/87/197,  Sup ,  1, 9 / 1 4 / 8 7 )  on t h e  canvass of v o t e s  of  t h e  
Goveriiors o n  R e s o l u t i o n  No. 42-2,  w i t h  respect  t o  t h e  f o r t h c o m i n g  
Annual Meet ings  o f  t h e  Board of  Governor s .  T h e  Governors '  v o t e  
on the R e s o l u t i o n  i s  r e c o r d e d  as  Eol lows:  

T o ~ a l  a f € i r m a t i v e  v o t e s  
T o t a l  n e g a t i v e  v o t e s  

880,036 
0 

T o t a l  v o t e s  c a s t  880,036 

A b s c e n t i o n s  r eco rded  0 

T o t a l  r e p l i e s  830,030 

V o t e s  of inemhers t h a t  d i d  riot r e p l y  57 ,589  

T o t a l  v o t e s  of members 

D e c i s i o n  No. 8694- (  871138)  , a d o p t e d  
September  1 4 ,  1987 
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3 .  APPROVAL OF MINUTES 

The minuces  o f  ExecucLve Board Meetings 8 7 / 2 0  t h r o u g h  8 7 / 2 4  
a r e  a p p r o v e d .  (EBD/87/227, 9 / 8 / 8 7 )  

Adopted September  14 ,  1987 

4. EXECUTIVE BOARD TRAVEL 

T r a v e l  by E x e c u t i v e  D i r e c t o r s  as se t  f o r t h  i n  EBAP/87/200 ( 9 / 1 1 / 8 7 )  
i s  a p p r o v e d .  

APPROVED: May 3 ,  1988 

JOSEPH W, LANG, J R .  
A c t i n g  S e c r e t a r y  
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F u r t h e r  C o n s i d e r a t i o n s  on t h e - M o b i l i z a t i o n  of  Resources  i n -  
A s s o c i a t i o n  w i t h  t h e  S t r u c t u r a l  Adjus tment  F a c i l i t y  

The f o l l o w i n g  i n f o r m a t i o n  i s  p rov ided  i n  r e s p o n s e  t o  a q u e s t i o n  r a i s e d  
by a n  E x e c u t i v e  D i r e c t o r .  

Commitments and d i s b u r s 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  
as o f  September  11, 1987 a s  w e l l  a s  s t a f f  estimates f o r  t h e  remainder  of 
1987 a r e  p r e s e n t e d  i n  t h e  t a b l e  below.  Given t h e  t i m e  r e q u i r e d  f o r  p re sen -  
t a t i o n  of r e q u e s t s  f o r  loans  unde r  t h e  f a c i l i t y ,  t h e  estimates are  subject 
t o  o n l y  a small margin  of e r r o r .  O f  the t o t a l  r e s o u r c e s  of t h e  S p e c i a l  
D i sbur semen t  Account a v a i l a b l e  f o r  t h e  fac i l i ty - -SDR 2.7 b i l l i o n - - a b o u t  
4 4  p e r c e n t  would be committed by t h e  end of t h e  y e a r .  

T a b l e .  U t i l i z a t i o n  of  Resources  Under t h e  
S t r u c t u r a l  Ad jus t inen t  F a c i l i t y  

Arrangements  
Approved Commit- Disburse-  ~- 

(Number of ments  11 ments  
c o u n t r i e s )  ( M i l l i o n  SDRs) 

-- 

Outs t a n d i n g  
S e p t .  11, 1387 855 .5  

( e s t i m a t e d )  - 345 .5  - L  277.8 2 /  7 
S e p t .  12-Dec. 3 1 ,  1987 

O u t s t a n d i n g  Dec. 3 1 ,  
1987 ( e s t i m a t e d )  2 4  1,201 .8 547 .2  2; 

Source :  S t a f f  estimates.  
11 C a l c u l a t e d  as 6 3 . 5  p e r c e n t  of q u o t a  o v e r  a t h r e e - y e a r  

- 2 /  

p e r i o d  . 
SDR 169.3 m i l l i o n  f o r  e i g h t  c o u n t r i e s .  

I n c l u d e s  e s t i m a t e d  second-year  d i s b u r s e m e n t s  of 

By che end of 1987 ,  d i s b u r s e m e n t s  under  t h e  f a c i l i t y  a r e  e s t i m a t e d  t o  
exceed  S I X  0.5 b i l l i o n ,  Zsz-~ ing  aScl;'; S9P, 2 . 2  b i l l i o n  cf p r o j e c t e d  r e s o u r c e s  
a v a i l a b l e  f o r  d i s b u r s e m e n t s  beyond 1987 .  T h i s  i s  a p p r o x i m a t e l y  e q u i v a l e n t  
a t  c u r r e n t  exchange r a t e s  t o  t h e  f i g u r e  of s l i g h t l y  l e s s  t h a n  $ 3  b i l l i o n  
t h a t  c o u l d  be made a v a i l a b l e  d u r i n g  t h e  p e r i o d  1988-90 t h a t  w a s  r e f e r r e d  
~9 I n  t!ie paper on " P r o p o s a l s  f o r  Enhancing A s s i s t a n c e  t o  Low-Income Corm- 
t r i e s  F a c i n g  E x c e p t i o n a l  D i f f i c u l t i e s "  (EB/CW/DC/187/6, 8 / 1 9 / 8 7 ) .  
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It is difficult to estimate with.precision the number and amount of 
new structural adjustment arrangements that may be approved during the 
first five months of 1988. Discussions are i n  various stages of advance 
with member countries which, if arrangements were approved, would involve 
additional commitments of about SDR 1 b i l l i o n .  The actual. level of commit- 
ments will depend to a large extent on the outcome of negotiations with a 
few countries representing a relatively large proportion of  the quotas of 
countries eligible to use the facility. These coumitments assume that 
total access during the three-year program period will amount to 6 3 . 5  per- 
cent of quota, which implies potential access of 13.5 percent of quota 
f o r  the third-year disbursement. The amount of the third-year disbursement 
is to be reviewed by May 1988. 
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Note by M r .  d e  Groo te  on  A l t e r n a t i v e  F i n a n c i n g  Methods f o r  
I n c r e a s i n g  t h e  Resources  of t h e  S t r u c t u r a l  Ad justinent F a c i l i t y  

June  1 9 ,  1987 

I n t r o d u c t i o n  

The o b j e c t i v e s  of t h e  p roposed  increase i n  t h e  resources 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  a re  twofo ld :  t o  s u p o p r t  t h e  a d j u s t m e n t  p r o c e s s  
o f  t h e  low-income c o u n t r i e s  w i t h  a d d i t i o n a l  r e s o u r c e s ,  and t o  i n c r e a s e  
t h e  c o n c e 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 n g  a v a i l a b l e  t o  t h e s e  c o u n t r i e s  
i n  o r d e r  t o  b e t t e r  match t h e i r  l i m i t e d  d e b t  c a p a c i t y .  In  t h i s  c o n t e x t ,  
t h e  p o s s i b i l i t y  of f i n a n c i n g  t h e  en la rgemen t  th rough  long- te rm l o a n s  from 
n a t i o n a l  governments  a t  h i g h l y  c o n c e s s i o n a l  i n t e r e s t  ra tes  comes n a t u r a l l y  
t o  mind. However, a n  e x c e s s i v e  r e l i a n c e  on Eunding from b u d g e t a r y  
r e s o u r c e s  c o u l d  have s e r i o u s  drawbacks  f rom t h e  s t a n d p o i n t  of  t h e  Fund ' s  
o v e r a l l  r o l e  i n  t h e  e x t e r n a l  f i n a n c i n g  p r o c e s s :  i t  may n o t ,  i n  f a c t ,  be 
c a p a b l e  of r a p i d l y  and s u b s t a n t i a l l y  i n c r e a s i n g  f i n a n c i a l  a s s i s t a n c e  f rom 
a wide c i r c l e  of c o u n t r i e s  when many of them are  f a c i n g  severe b u d g e t a r y  
r e s t r a i n t s ;  i t  does  n o t  a d d r e s s  t h e  need f o r  s t r e n g t h e n i n g  t h e  Fund ' s  
r e s p o n s i b i l i t y  on b e h a l f  of  t h e  i n d e b t e d  c o u n t r i e s  i n  g e n e r a l ;  and  f t n a l l y ,  
i t  r i s k s  c r e a t i n g  u n n e c e s s a r y  c o n f u s i o n  a b o u t  t h e  Fund ' s  own f i n a n c i a l  
ro le  as d i s t i n c t  from b i l a t e r a l  a i d  programs and m u l t i l a t e r a l  a i d  i n i t i a -  
t i v e s  such  as t h e  o p e r a t i o n s  o f  t h e  I n t e r n a t i o n a l  Development Assoc . ia t ion .  

The  fund'^ f i n a n c i a l  r o l e  i n  t h e  e x t e r n a l  a d j u s t m e n t  p r o c e s s  has 
t r a d i t i o n a l l y  b u i l t  on i t s  un ique  a b i l i t y  t o  g e n e r a t e  monetary  r e s o u r c e s  
e i t h e r  t h rough  i t s  members' q u o t a  s u b s c r i p t i o n s  o r  t h r o u g h  t h e  a l l o c a t i o n  
o f  SDRs, bo th  of which r e f l e c t  t h e  Fund's  f u n c t i o n  as  a l e n d e r  of  l a s t  
r e s o r t .  P a s t  d e c i s i o n s  t o  r e l y  on e x c e p t i o n a l  bo r rowings  from members 
h a v e  a lways  been d e s i g n e d  t o  respec t  t h i s  monetary  q u a l i t y  of t h e  Fund's  
i n t e r m e d i a t i o n .  The f o l l o w i n g  p r o p o s a l s  on a l t e r n a t i v e  f i n a n c i n g  mechods 
f o r  i n c r e a s i n g  t h e  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  a t t e m p t  
t o  p r o t e c t  t h e  monetary c h a r a c t e r  o f  t h e  Fund, w h i l e  a t  t h e  same t i m e  p l a c i n g  
t h e  i n i t i a t i v e  i n  a more g e n e r a l  c o n t e x t  f rom which a g l o b a l  r e i n f o r c e m e n t  
of t h e  Fund ' s  ro l e  i n  t h e  d e b t  s t r a t e g y  c a n  l o g i c a l l y  be e x p e c t e d .  These  
p r o p o s a l s  o b v i o u s l y  do n o t  e x c l u d e  t h e  p o s s i b i l i t y  of a number of  c o u n t r i e s  
spoa taneousLy and d i r e c t l y  l e n d i n g  t o  t h e  Fund from t h e i r  T r e a s u r i e s  on 
h i g h l y  c o n c e s s i o n a l  terms. However, few c o u n t r i e s  t oday  seem i n  a p o s i t i o n  
t o  do t h i s ;  t h e  a c t i o n s  of t h e s e  c o u n t r i e s  would g a i n  g r e a t l y  i n  e f f e c t i v e -  
n e s s  i f  t h e y  were embedded i n  a w i d e r ,  more permanent  framework s u p p o r t e d  
by a l a r g e  nunber  of Fund members. 

__ 

C o n d i t i o n a l  u s e  o f  a n  SDR a l l o c a t i o n  

The p o s s i b i l i t y  o f  a l l o c a t i n g  S D R s  g i v e s  t h e  Fund a power fu l  i n s t r u m e n t  
f o r  g e n e r a t i n g  a d d i t i o n a l  r e s o u r c e s  t o  s u p p o r t  t h e  i n t e r n a t i o n a l  a d j u s t m e n t  
p r o c e s s .  
of  t h e  SDR a l l o c a t i o n  have  c r e a t e d  a set  of u n d e r s t a n d i n g s  on which  t h e  
p r o v i s i o n  of e x c e p t i o n a l  f i n a n c i n g  i n  S u p p o r t  o f  t h e  a d j u s t m e n t  e f f o r t s  

Repea ted  Board d i s c u s s i o n  on a p r o p o s a l  f o r  t h e  c o n d i t i o n a l  u s e  
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of one subgroup of Fund members might-now be based. 1/ 
to the principles of such a proposal, an allocation gf SDRs in the present 
basic period could easily be adjusted to channel additional resources 
toward countries that adopt programs supported by a structural adjustment 
arrangement. A similar approach, proposed last year by Mr. Nebbia, sug- 
gested that the industrial countries would transfer their share of an SDR 
allocation to the Fund in order to finance contingency mechanisms, such 
as those contained in the Mexican program (see EBM/86/125, 7/30/86). In 
practi.ce, an allocation of some SDK 9 billion over the next three years 
would enable the industrial countries to transfer their allocations to 
the Fund in order to meet the Managing Director's request for an increase 
of SUR 6 billion in the resources available to support structural adjustment 
arrangements, while the developing countries would keep rheir allocations. 
This approach would have the great merit of placing the exceptional effort 
envisaged in favor of one specific group of countries in the context of 
an overall reinforcement of the Fund's role in the adjustment process. 
Moreover, the decision to fund the facility with S D R s  transferred from 
members who do not need their allocation is in full compliance with the 
principles of the SDR mechanism as presently defined by the Articles of 
Agreement: no changes would need to be introduced in the rules concerning 
acceptance limits, designation, and remuneration. In sua, a decision to 
make conditional use of an SDR allocation in support of the facility's 
operation would permit the enlargement to be based on long-standing Fund 
mechanisms, and would preserve the monetary character of the Fund's 
financial intermediation. - 

If made according 

The only adjustment which would have to be considered has t o  do with 
the concessionality of the SDR loans extended to beneficiaries of the 

. facility and would accordingly consist in an adjustment of the terms 
under.which industrial countries would transfer their allocation to the 

. Fund. The original scheme f o r  the conditional use of an SDR allocation, 
which the Legal Department endorsed in EBS/84/191 (9/5/84) and Supplement 1 
(9/11/84), proposed that the Fund should borrow, at the SDR interest 
rate, currency from each country in amounts equal to the amount of SDRs to 
be transferred to the Fund for onlending, and should purchase those SDRs 
from the country in exchange for the borrowed currency. The only change 
in this techniqge to be envisaged would be to reduce the interest paid by 
the Fund on its currency borrowings from industrial countries so as to 
offset the interest forgone by the Fund through its concessional lending 
o f  SDRs t o  beneficiaries o f  the facility. An alternative method of accom- 
plishing this offsetting might be the establishment of a subsidy account. 
Depending on the means at its disposal, such an account could cover, com- 
pletely o r  partly, the difference between the SDR interest rate arrd Lhe 
concessional rate at which the beneficiaries of the facility would borrow 
S D R s  from the Fund; however, it is not a necessary component of the 
proposed mechanism. 

1/ See, inter alia, my statement at EBM/84/45 (3126184); Minutes of 
Exgcutive Board  Meeting 86/35 (2126186); and the staff paper entitled 
"Proposals for Pos t-Allocation Adjustment in the Distribution of SDRs" 
(SM/86/154, 6/27/86). 
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E : i t a b ! . j . ~ t : i ~ ~ g  a s u b s i d y  a c c o u n t  would make i t  p o s s i b l e  t o  d i . s soc i . a t e  
the f u n d i r q  o f  o a d i t i o n a l .  r e s o u r c e s  f o r  t h e  s t r u c t u r a l  a d j u s t m e n t  facili.t:7 
f rom t h e  cr3:ices3.i(,~~;il.i.t.y t o  be a t t a c h e d  t o  t h o s e  r e s o u r c e s .  Such a d i s -  
s o c i a t i o n  w o u l d  g i v e  inembers f l e x i b i l i t y  i n  s h a p i n g  t h e  m o d a l i t i e s  of  
t h e i r :  i n d i v i d u a l .  c o n t r i b u t i o n s  t o  t h e  s u b s i d i z i n g  of i n t e r e s t  payments .  
The o p e r a t i o n  of  t h i s  s u b s i d y  a c c o u n t  would he f u n d a m e n t a l l y  s i m i l a r  t o  
that. of  o t h e r  a c c o u n t s  which t h e  Fund e s t a b l i s h e d  i n  t h e  vast f o r  r e d u c i n g  
t h e  i . n t e r e s t  c o s t s  of t h e  1975 o i l  f a c i l i t y  and  t h e  supp lemen ta ry  f i . n a n c i n g  
Ei?.c.:i'Li.t.y. The  resources of  t h e  a c c o u n t  c o u l d  b e  drawn from a v a r i e t y  of 
soucces :  b u d g e t a r y  c o n t r i b u t i o n s  by donor  c o u n t r i e s ,  t h e  r e m u n e r a t i o n s  
which c r e d i t o r  members e a r n  f rom t h e i r  reserve p o s i t i o n s  i n  t h e  Fund,  
i n t e r e s t - f r e e  Loans whic.h would o v e r  time be r e i m b u r s e d  by t r a n s f e r s  t o  
tile a c c o u n t  of reflows t o  the Fund ' s  S p e c i a l  Disbursement  Acc.ount, a.nd 
t ! ~ e  s a i e  o f  p a r t  o f  t h e  F u n d ' s  g o l d  h o l d i n g s .  The e s t a b l i s h m e n t  or' a 
s u h s i d y  account. isould a l s o  f a c i l i .  t a t ?  t h e  r e c y c l i n g  o f  s u r p l u s e s  f rom 
iarjse c r e d i t o r  c o u n t r i e s ,  i n s o f a r  as t h e y  might  be r e a d y  t o  c o n t r i . b u t e  
l a r g e  amounts t o  the f i n a n c i n g  o f  t h e  en la rgemen t  w i t h o u t  n e c e s s a r i l y  
accep t i . ng  a c o n c e s s i o n a l  i n t e r e s t  r a t e  on t h e  t o t a l i t y  of  t h e s e  amounts .  

While t h e  sa1.t of g o l d  i s  n o t  a n  e s s e n t i a l  c.omponent of t h e  p r o p o s a l  
f o r  a s u b s i d y  ~ c c o u i i t ,  i t  must be a d m i t t e d  t h a t  t h e  s u b s i d i z a t i o n  of 
interest: payments th rough  t h e  p r o c e e d s  of g o l d  s a l e s  i s  h a r d l y  a new idea 
f o r  the  Fund: t h e  Fund ' s  g o l d  was i n d i r e c t l y  a l r e a d y  u s e d  in a si.mi.ia.r. 
manner v i t h  t h e  d e c i s i o n  t o  c h a n n e l  p a r t  of  t h e  o r i g i n a l  T r u s t  Fund l o a n  
repayments  i n t o  t h e  Supplementary  F i n a n c i n g  F a c i l i t y  S u b s i d y  Acc0un.t. 
I n d e e d ,  t h e  proposed  u s e  of g o l d  sa les  seems e s p e c i a l l y  a p p r o p r i a t e  when 
w e  r e f l e c t  t h a t  tile s t r u c t u r a l .  a d j u s t m e n t  f a c i l i t y  i t s e l f  was c r e a t e d  
through a ?.o,vical e x t e n s i o n  of  t h e  o r i g i n a l  d e c i s i o n ,  t a k e n  more t h a n  a 
d e c a d e  a g o ,  to sell g o l d  a n d  u.se t h e  p r o c e e d s  t o  b e n e f i t  t h e  lowest- income 
c r j u n t r i e s .  'it would a l s o  be f u l l y  j u s t i f i a b l e  i n  c o n n e c t i o n  w i t h  t h e  
e n v i s a g e d  rep:!.acernent of p a r t  o f  t h e  F u n d ' s  s tand-by  l o a n s  by c o n c e s s i o n a l  
:!.CJanS b e t t e r  s u i t e d  t o  t h e  l i m i t e d  a d j u s t m e n t  c a p a c i t y  o f  t h e  b e n e f i c i a r y  
c o u n . t r i e s :  such  a r e p l a c e m e n t  would s i g n i f i c a n t l y  e n h a n c e  t h 2  p o s s i b i l i t y  
f o r  t h e  Fund to be  re imbursed  from i t s  members and  t h e r e f o r e  improve t h e  
qc;a .Li ty  of i t s  loan a s s e t s .  Used i n  t h i s  way, g o l d  s a l e s  would have a 
dj.rcct: and p o s i t i v e  impact  on t h 2  F u n d ' s  f inanc. i .a l  e x p o s u r e .  F i n a l l y ,  
g o l d  saJ .es  w o u l d  a l s o  f a c , i i i t a t e  p a r t i c i p a t i o n  i n  t h e  e n l a r g e u e n f  b y  t h e  
middle- - incone  d e v e l o p i n g  countries, which c o u l d  b e  i n v i t e d  tc t r z n c f o r  a 
p a r t  of t:heir :;hares i n  t h e  g o l d  s a l e  p r o c e e d s  t o  t h e  proposed  s u b s i d y  
aCCc?crnt. 


