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2. DESIGNATION PLAN AND OPERATIONAL BUDGET FOR JUNE--AUGUST 1987 

The Execu t ive  D i r e c t o r s  c o n s i d e r e d  t h e  d e s i g n a t i o n  p l a n  (EBS/87/115, 
5 /29 /87)  and o p e r a t i o n a l  budget  (EBS/87/118, 5/28/87)  € o r  t h e  q u a r t e r l y  
p e r i o d  June-August 1987. 

Without  d i s c u s s i o n ,  t h e  Execu t ive  Board approve? le following 
d e c i s i o n s ;  

a .  SDR Department - D e s i g n a t i o n  P l a n  f o r  June-August 1987 

The E x e c u t i v e  Board approves  t h e  d e s i g n a t i o n  p l a n  f o r  
t h e  q u a r t e r l y  p e r i o d  beg inn ing  J u n e  1 2 ,  1987 as set  o u t  i n  
EBS/87/115 (5 /29/87) .  

Dec i s ion  No. 8608-(87/86) S ,  adopted  
J u n e  1 2 ,  1987 

b. O p e r a t i o n a l  Budget f o r  June-August 1987 

The J x e c u t i v e  Eaard approves  t h e  l i s r  of members 
c o n s i d e r e d  s u f f i c i e n t l y  s t r o n g  a s  s e t  out i n  ERS/87/118 
(5 /28/87) ,  page 3 ,  f o o t n o t e  1, and t h e  o p e r a t i u n a l  budget  
f o r  t h e  q u a r t e r l y  p e r i o d  beg inn ing  June  1 2 ,  1987,  as  
se t  o u t  i n  EES/87/:118. 

Dec i s ion  No. 8609-(8’//86), adop ted  
J u n e  1 2 ,  1987 

2 .  PROVISIONING AGAINST LOAN LOSSES IN FUND CONTEXT - FURTHER ASPECTS; 
OVERGUE FINANCIAL OBLIGATIONS - SIX-MONTHLY REPORT, AND REVIEW OF 

SPECIAL CHARGES - 
The Execu t ive  D i r e c t o r s  cons ide red  a s t a f f  pape r  on f u r t h e r  a s p e c t s  

w i t h  r e s p e c t  t o  p r o v i s i o n i n g  i n  t h e  c o n t e x t  of t h e  Fund (EBS/87/97, 
5 / 6 / 8 7 ) ,  t o g e t h e r  w i t h  a s ix-monthly r e p o r t  on overdue  f i n a n c i a l  ob l iga-  
rl .ons t o  t h e  Fund and a proposed d e c i s i o n  wi th  r e s p e c t  t o  t h e  rev iew of 
s p e c i a l  c h a r g e s  on  overdue  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund (EBS/87/105, 
5/14/87;  and Sup. 1, 6/5/87) .  

Mr. Wi.jnholds 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  our  l a s t  d i s c u s s i o n  on p r o v i s i o n i n g  a y e a r  ago,  deve l -  
opments  have t a k e n  p l a c e  which have c l e a r l y  s t r e n g t h e n e d  t h e  c a s e  
f o r  taking a d d i t i o n a l  measures  t o  p r o t e c t  t h e  Fund’s f i n a n c i a l  
i n t e g r i t y .  F i r s t ,  t h e r e  is t h e  mounting problem of overdue  ob1.i- 
gations t o  the Fund. These a r r e a r s  a r e  now rough ly  e q u a l  t o  t o t a l  
reserves and could  r ise  t o  a m u l t i p l e  of t h a t  i n  coming y e a r s ,  
e v e n  .if no new cases  of overdue  o b l i g a t i o n s  w e r e  t o  e p p e a r .  
However, a s  t h e  staff  o b s e r v e s  in EBS/87/105, “ . . . i t  canno t  be 
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prec luded  t h a t  o t h e r  members w i l l  e n c o u n t e r  s e r i o u s  d i f f i c u l t i e s  
i n  remain ing  c u r r e n t  w i t h  t h e  Fund." Second,  t h e r e  h a s  been an  
i n c r e a s i n g  r e c o g n i t i o n  among f i n a n c i a l  o r g a n i z a t i o n s  t h a t  a 
s t r e n g t h e n i n g  of t h e i r  f i n a n c i a l  p o s i t i o n ,  e i t h e r  i n  t h e  form of 
r e s e r v e s  o r  p r o v i s i o n s  or  b o t h ,  i s  c a l l e d  f o r  i n  t h e  p r e s e n t  
i n t e r n a t i o n a l  environment .  I need t o  mention o n l y  t h e  i n t r o d u c -  
t i o n  of  p r o v i s i o n i n g  by t h e  World Bank las t  year and t h e  r e c e n t  
Large i n c r e a s e s  i n  l o a n - l o s s  p r o v i s i o n s  by some l a r g e  U.S. banks.  
I n o t e  i n  p a s s i n g  t h a t  many European commercial banks i n v o l v e d  
i n  i n t e r n a t i o n a l  l e n d i n g  had a l r e a d y  a t  a n  ear l ier  s t a g e  s t a r t e d  
b u i l d i n g  up p r o v i s i o n s  a t  a more g r a d u a l  pace  a g a i n s t  s o - c a l l e d  
c o u n t r y  r i s k s .  

Another impor t an t  development h a s  been t h e  s t r o n g  c a l l  by 
t h e  E x t e r n a l  Audit  Committee f o r  a r e c o n s i d e r a t i o n  of a more 
comprehensive and s t r u c t u r a l  approach  t o  dealing w i t h  t h e  problem 
of overdue o b l i g a t i o n s  i n  t h e  Fund's f i n a n c i a l  s t a t e m e n t s .  It  
would be a weighty  s r e p  indeed  f o r  t h e  Fund t o  d e p a r t  from 
G e n e r a l l y  Accepted Account ing P r i n c i p l e s  by e l e c t i n g  n o t  t o  
i n t r o d u c e  a n  a d e q u a t e  r e sponse  t o  t h e  arrears problem. A q u a l i -  
f i e d  assessment  by t h e  Audi t  Committee of  t h e  Fund's  f i n a n c i a l  
statements cou ld  have an  a d v e r s e  impact on t h e  Fund's  f i n a n c i a l  
i n t e g r i t y .  It  cou ld  be i n t e r p r e t e d  by c r e d i t o r s  i n  a n  unfavor-  
a b l e  manner with p o s s i b l y  n e g a t i v e  consequences.  K t  should  n o t  
be f o r g o t t e n  t h a t  Fund c r e d i t s  a r e  no rma l ly  f i n a n c e d  o u t  of t h e  
r e s e r v e s  of member c o u n t r i e s  i n  a s u f f i c i e n t i y  s t r o n g  p o s i t i o n .  
Any doub t s  these c o u n t r i e s  may f e e l  abou t  t h e  l i q u i d i t y  of t h e i r  
claims on t h e  Fund cou ld  c a l l  i n t o  q u e s t i o n  t h e i r  con t inued  
r e a d i n e s s  i n  t h e  f u t u r e  t o  a g r e e  t o  i n c r e a s e s  i n  t h e  Fund's  
g e n e r a l  r e s o u r c e s .  

The Fund h a s  of c o u r s e  a l r e a d y  t a k e n  a number of measures  t o  
t r y  t o  p r o t e c t  i t s  f i n a n c i a l  p o s i t i o n ,  i n c l u d i n g  a;l i n c r e a s e  i n  
t h e  annua l  r e s e r v e  t a r g e t ,  f i r s t  t o  5 p e r c e n t  and l a s t  y e a r  t o  
7.5 p e r c e n t .  While t h e  larger  a d d i t i o n s  t o  t h e  Fund's r e s e r v e s  
have been h e l p f u l ,  i t  should be rec.ognized t h a t  t h e y  have pro- 
v ided  o n l y  l i m i t e d  and v e r y  g e n e r a l  p r o t e c t i o n .  I t  can be no ted  
i n  t h i s  connec t ion  t h a t  t h e  Fund's  r e s e r v e s  as  a p e r c e n t a g e  of 
t o t a l  quo ta s  a t  p r e s e n t  amount t o  no more t h a n  1.3 p e r c e n t  as  
a g a i n s t  2 = 5  p e r c e n t  ir. 1974. T h j s  p e r c e n t a g e  will obv ious ly  
d e c l i n e  a g ~ i n  when a new q u o t a  i n c r e a s e  i s  ag reed  upon. Moreover, 
increases i n  r e s e r v e s  do n o t  e n t a i l  t h e  s e t t i n g  a s i d e  of amounts 
s p e c i f i c a l l y  f o r  and p r o p o r t i o n a l  t o  t h e  f n c r e a s e d  r i s k s  f o r  t h e  
Fund stemming from overdue o b l i g a t i o n s .  

The developments  and i ? n s i d e r a t i o n s  d e s c r i b e d  i n  t h e  f o r e -  
go ing  l e a d  me t u  conc lude ,  i n  t h e  same v e i n  a s  t h e  s t a f f ,  t h a t  
a d d i t i o n a l  measures a re  now needed t o  p r o t e c t  t h e  Fund's  f i n a n c i a l  
p o s i t i o n  and t o  g i v e  .'3 t r u e  p i c t u r e  of t h a t  p o s i t i o n .  A f u r t h e r  
i . nc rease  i n  t h e  r e s e r v e  ta rge t :  i s  one p o s s i b l e  s o l u t i o n ,  but  
would n o t  appea r  t c  be adequa te  a s  i t  would no t  meet t h e  need t o  
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conform t o  t h e  G e n e r a l l y  Accepted Account ing l > r i n c i p l e s  as r e g a r d s  
a f a i r  r e f l e c t i o n  of t h e  v a l u e  of t h e  Fund ' s  c r e d i t s .  
I see a need f o r  e s t a b l i s h i n g  as soon a s  p o s s i b l e  a system of 
p r o v i s i o n i n g  i n  t h e  Fund. 

T h e r e f o r e ,  

Before  d i s c u s s i n g  how p r o v i s i o n i n g  i n  t h e  c o n t e x t  of t h e  Fund 
s h o d d  be s t r u c t u r e d ,  I would l i k e  t o  emphasize a few p o i n t s  on 
which t h e r e  seems t o  be scope  fox  misunders tanding .  I t  i s  impor- 
t a n t  t o  be  as c l e a r  a s  p o s s i b l e  on t h e  n a t u r e  of p r o v i s i o n i n g ,  so  
t h a t  sound judgments can  be  reached  which do j u s t i c e  t o  t h e  
i n t e r e s t s  of t h e  Fund and o f  i t s  v a r i e d  membership. 

F i r s t ,  i t  should  b e  f u l l y  r e a l i z e d  t h a t  p r o v i s i o n i n g  a g a i n s t  
assets i s  no t  t o  be equa ted  w i t h  a wr i t e -o f f  of assets.  Indeed  
t h e  s t a f f  c l e a r l y  states (page  7 of EBSj87/97)  t h a t  e s t a b l i s h i n g  
a p r o v i s i o n  does n o t  imply t h a t  a l o s s  h a s  occur red  o r  t h a t  any 
wr i t e -o f f  t a k e s  place. A wri t e -o f f  on ly  becomes necessa ry  i n  
t h e  c a s e  of a c t u a l ,  i r r e t r i e v a b l e  l o s s e s .  I n  t h e  c o n t e x t  of t h e  
Fund t h a t  would, i n  my view, only need t o  occur  when a member 
leaves t h e  Fund and does  n o t  s e t t l e  i t s  o b l i g a t i o n s .  I t  shou?d  
a l s o  be emphasized t h a t  p r o v i s i o n s  w i l l  be undone when t h e  v a l u e  
of t h e  a s s e t s  c m c e r n e d  has  been r e s t o r e d .  I n  t h e  c o n t e x t  of 
t h e  Fund t h i s  would occur  when long  o u t s t a n d i n g  overdues are 
r e p a i d .  The emounts t h u s  r e l e a s e d  from p r o v i s i o n s  could  t h e n  be 
r e p a i d  t a  t h e  member c o u n t r i e s  t h a t  f i nanced  t h e  p r o v i s i o n s .  

Second, i t  i s  n e c e s s a r y  t o  d i s t i n g u i s h  c l e a r l y  between 
p r o v i s i o n s  and r e s e r v e s .  U n f o r t u n a t e l y ,  t h e r e  i s  c o n s i d e r a b l e  
confus ion  ove r  these c o n c e p t s ,  w i th  p r o v i s i o n s  o f t e n  r e f x r e d  t o  
as l o a n - l o s s  r e s e r v e s .  A s  t h e  s c a f f  h a s  p o i n t e d  o u t ,  however, 
r e s e r v e s  a r e  part .  of t h e  e q u i t y  c a p i t a l  of a n  o r g a n i z a t i o n ,  
p r o v i d i n g  p r o t e c t i o n  a g a i n s t  un fo reseen  u n f a v o r a b l e  e v e n t s .  
P r o v i s i o n s ,  on t h e  o t h e r  hand, are more i n  t h e  n a t u r e  of s e t  
a s i d e s ,  n o t  c o n s t i t u t i n g  p a r t  o f  c a p i t a l ,  and t h e r e f o r e  n o t  t o  
be c a l l e d  r e s e r v e s ,  and a r e  connec ted  w i t h  p robab le ,  i d e n t i f i a b l e ,  
u n f a v o r a b l e  e v e n t s .  

T h i r d ,  a d i s t i n c t i o n  should  be made between g e n e r a l  and 
s p e c i f i c  p r o v i s i o n s .  Gene ra l  p r o v i s i o n s ,  a l s o  r e f e r r e d  t o  as 
b a s k e t  p r o v i s i o n s ,  are  r e l a t e d  t o  the p r o b a b i l i t y  of l o s s  f o r  
all o r  a c e r t a i n  c a t e g o r y  of  assets  i n  a g e n e r a l  s e n s e ,  and as 
such  are  c l o s e s t  t o  r e s e r v e s .  S p e c i f i c  p r o v i s i o n s  a r e  r e l a t e d  
t o  i n d i v i d u a l l y  i d e n t i f i e d  claims and can  be s e e n  as a t a i l o r  
made r e a c t i o n  to a perce ived  impairment of t h e i r  v a l u e .  

IR d e c i d i n g  on t h e  s t r u c t u s e  o f  p r o v i s i o n i n g  i n  t h e  c o n t e x t  
of t h e  Fund, f u l l  account  should  be t a k e n  of t h e  o r g a n i z a t i o n ' s  
un ique  c h a r a c t e r .  The Fund is an ir-::ergovernmental o r g a n i z a t i o n  
and h a s  been w i d e l y  pe rce ived  ta  be a p r e f e r r e d  c red i tn r - - a l though  
this s t a t u s  appea r s  t o  have been somewhat undermined l a t e l y .  T h i s  
i m p l i e s  t h a t  p r o v i s i o n i n g  i n  t h e  Fund s h o u l d  be of a more l i m l t e d  



EBM./87/%6 - 6 /12 /87  - 5 -  

c h a r a c t e r  t h a n  i n  cominercial  o rganizar . ionP and  shou ld  also prcceed  
at a more g r a d u a l  p a c e .  P r o v i s l o n j n g  i n  t h s  Fund s h o u l d  i n  my 
vfew be l i m i t e d  t o  cases i n  which p r o t r a c t e d  ove rdue  o b l i s a t i o n s  
have a r i s e n  a g a i n s t  t h e  Fund, and  n o t  t a k e  i n t o  accoun t  arrears 
t ~ r  commercial  o r g a n i z a t i o n s .  The scope  f a r  p r o v i s i o n i n g  i n  t h e  
Fund would t h e r e f o r e  be c o n s i d e r a b l y  smaller t h a n  i n  t h e  case o f  
cmmercial banks ,  where t h e  e x i s t e n c e  of arrears i n  any  form o r  
of r e s c h e d u l i n g  by +}.e c o u n t r y  concerned  i s  of t e n  a l r e a d y  s u f f i -  
c i e n t  ground f o r  making p r o v i s i o n s .  

A s  t o  t h e  e x a c t  form p r o v i s i o n i n g  i n  t h e  Fund s h o u l d  t a k e ,  I 
have no s t r o n g  p r e f e r e n c e ,  excep t  t o  irisist t h a t  what i s  needed 
a r e  s p e c i f i c  p r o v i s i o n s  o r  con t ingency  a l l o w a n c e s ,  i f  t h a t  term 
i s  p r e f e r r e d .  A t  t h e  o c c a s i o n  of t h e  p r e v i o u s  Board d i s c u s s i o n  
on provis ionin ; ,  Mr. P o l a k  advoca ted  t h e  a p p l i c a t i o n  of a n  objec-  
t i v e  formula under  which p r o v i s i o n s  would i n c r e a s e  a t  a s t e a d y  
pace o v e r  time. .Judgmental e l emen t s  would have t o  be avoided  a s  
much as p o s s i b l e  i n  o r d e r  t o  p reven t  t h e  Board from h a v i n g  t o  make 
d L f f i c u l t  s u b j e c t i v e  a s s e s s m e n t s  which c o u l d  g r e a t l y  c o m p l i c a t e  
ou r  t a s k .  These i d e a s  are ve ry  much i n  l i n e  w i t h  t h e  s t a f f ' s  
s u g g e s t i o n s  conce rn ing  a presumpt ive  r u l e .  

A number of p r o p o s a l s  have been put  forward  on how t o  s t r u c -  
t u r e  p r o v i s i o n i n g  i n  t h e  Fund. Apar t  from t h o s e  ment icned  i n  t h e  
s t a f f  p a p e r ,  there is  a l s o  Mr. Polak's p r o p o s a l  of a y e a r  ago ,  
which env i saged  t h a t  p r o v i s i o n s  would s t a r t  t o  be  made whenever 
a member h a s  been c o n r i n u o u s l y  overdue  t o  t h e  Fund f o r  t h r e e  
y e a r s .  A t  t h a t  t i m e  2 0  p e r c e n t  cou ld  be  s e t  a s i d e  a g a i n s t  a l l  
o u t s t a n d i n g  claims on t h e  overdue  member, w i t h  a d d i t i o n a l  t r a n c h e s  
of 2 0  p e r c e n t  added a n n u a l l y  as  long as  ove rdues  remain o u t s t a n d -  
i n g .  Of c o u r s e ,  d i f f e r e n t  p e r c e n t a g e s  and a d i f f e r e n t  t i m e  pa th  
c o u l d  be chosen .  It i s  a l s o  p o s s i b l e  t o  r e l a t e  p r o v i s i o n s  o n l y  
a g a i n s t  a c t u a l  overdue  o b l i g a t i o n s - b u t  +hen  f o r  the full amount-- 
and not  a g a i n s t  a l l  t h e  claims o u t s t a n d i n g  a g a i n s t  t h e  riember i n  
arrears .  Whatever s y s t e m  i s  c h o s e n ,  t h e  main c o n s i d e r a t i o n  shou ld  
be t h a t  t h e  sys-tern r u l e s  o u t  a s  much as p o s s i b l e  s u b j e c t i v e  
e l emen t s  and e n s u r e s  u n i f o r m i t y  of t r e a t m e n t .  

The c o s t  of p r o v i s i o n i n g  w i l l  have t o  be bo rae  by c r e d i t o r s  
and d e b t o r s  a l i k e .  I n  o t h e r  words ,  I s u p p o r t  a p p l y i n g  t h e  dec i -  
s i o n  on burden  sharing reached l a c t  y e a r  also w i t h  respect t o  
p r o v i s i o n i n g .  The s t a f f  e x p l a i n s  t h a t  t h e r e  i s  c o n s i d e r a b l e  
room under  t h a t  d e c i s i o n  f J r  f i n a n c i n g  overdue  c h a r g e s  as w e l l  a s  
p r o v i s i o n i n g .  If t h e  f l o o r  on r e m u n e r a t i o n  were t o  be r e a c h e d ,  
t h e  Board would have t o  d e c i d e  on how t o  procczd  f u r t h e r .  I do 
n o t  t h i n k  t h a t  we sholild t r y  t o  s e t t l e  such  matters a t  t h i s  s t a g e .  
I t  i s  impor t an t  f i rs t  t o  r each  a d e c i s i o n  i n  p r i n c i p l e ,  which can 
be done by a s i m p l e  majority, t h a t  a sys tem of p r o v i s i o n i n g  needs  
t o  be i n t r o d u c e d  i n  t h e  Fund,  so  t h a t  such  a d e c i s i o n  c a n  be 



-- 7 - EBP/i/%7/86 - 6/12/87 

t a k e n  i n t o  account  by t h e  Ex te rn t l l  Audi t  Committee i n  i t s  coming 
e v a l u a t i o n  of t h e  Fund'? f i n a n c i a l  s t a t e m e n t s .  I n  a secGnd s t a g e  
w e  can  d e c i d e  on t h e  e x a c t  m o d a l i t i e s  of p r o v i s i o n i n g .  

f would a t  t h i s  s t a g e  l i k e  t o  ment ion ,  however,  t h a t  t h e  
implementa t ion  of p r o v i s i o n i n g  i n  t h e  Fund ahou1.d be accompanied 
by a r eas ses smen t  of t h e  r e s e r v e  t a r g e t .  Indeed ,  a t  t h e  t i m e  of 
t h e  i n c r e a s e  of  t h i s  t a r g e t  t o  7.5 p e r c e n t  i t  was unders tood  t h a t  
i t  would have t o  be looked a t  a g a i n  i f  p r o v i s i o n i n g  were i n t r o -  
duced. Another impor t an t  r e l a t e d  e lement  which 1 would l i k e  t o  
ment ion b r i e f l y  i s  t h e  d i s c u s s i o n  on t h e  Fund ' s  income p o s i t i o n  
t o  be h e l d  on J u n e  1 7 .  P a r t  of t h e  excess income f o r  f i n a n c i a l  
y e a r  1987 of SDR 4 9  m i l l i o n  cou ld  be  u t i l i z e d ,  as t h e  s t a f f  
s u g g e s t s  i n  EBS/87/119, f o r  s t a r t i n g  t o  make p r o v i s i o n s .  

I n  c o n c l u s i o n ,  I b e l i e v e  t h a t  t h e  t i m e  has, u n f o r t u n a t e l y ,  
come €or  t h e  Fund t o  e s t a b l i s h  a system of p r o v i s i o n i n g  o r  
cont ingency  a l lowances .  I f  w e  f a i l  t o  do so ,  and t h e r e b y  i n v i t e  
a q u a l i f i e d  a p p r a i s a l  by t h e  E x t e r n a l  Audi t  Committee of ou r  
f i n a n c i a l  s t a t e m e n t s ,  t h e  Fund ' s  f i n a n c i a l  r e p u t a t i o n  i s  l i k e l y  
t o  be a f f e c t e d .  Such a development cou ld  have s e r i o u s  a d v e r s e  
e f f e c t s  i n  t h e  f u t u r e ,  p a r t i c u l a r l y  w i t h  r e s p e c t  t o  t h e  Fund's 
p o s s i b i l i t i e s  t o  supplement  i t s  g e n e r a l  r e s o u r c e s .  

- 
M r .  Ismael made 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  l a s t  meet ing  of t h e  Board on p r o v i s i o n i n g  in May 1986,  
t h i s  c h a i r  was n o t  f u l l y  convinced of  t h e  need f o r  p r o v i s i o n i n g  
a s  an a d d i t i o n a l  measure t o  t h e  i n c r e a s e  i n  t h e  r e s e r v e s  t a r g e t .  
Ci rcumstances  have changed markedly s i n c e  then .  I n o t e  i n  p a r t i c -  
u l a r  t h e  f i n d i n g s  i n  t h e  l a t e s t  r e p o r t  on  overdue  f i n a n c i a l  o b l i -  
g a t i o n s  (EBS/87/105) t h a t  such overdue o b l i g a t i o n s  have con t inued  
t o  i n c r e a s e  a t  a r a p i d  pace.  Recen t ly ,  some najor i n t e r n a t i o n a l  
banks have begun t C :  acknowledge f o r m a l l y  t h a t  a p o r t i o n  of t h e i r  
assets h a s  been impai red  i n  va lue .  I a m  n . J  p repa red  t o  s u p p o r t  
p r o - 7 i s i m i n g  i f  t h e  r e s e r v ?  t a r g e t  i s  a l s o  reduced and a c e i l i n g  
i s  imposed on t h e  r a t e  of  cha rge .  I s h a l l  r e t u r n  t o  t h i s  p o i n t  
l a t e r .  

WhilP r e c o g n i z i n g  t h e  unique  c h a r a c t e r  of t h e  Fund a s  a n  
i n t e r g o v e r n m e n t a l  c o o p e r a t i v e  i n s t i t u t i o n ,  I f e e l  t h a t  t h e  til?? 

has come f o r  t h e  Eoard t o  be r e a l i s t i c  a b o u t  i h e  economic r i s k s  
of nonrepayrnent and come t o  g r i p s  wi th  p r o v i s i o n i n g  s p e c i f i c a l l y .  
T h e  p o l i t i c a l  r i sks - - i . e . ,  a formal  r e p u d i a t i o n  of  debt--may be 
remote, bur t h e  economic risks--namely, a n  inability t o  repur- 
chase even i f  t!ie overdue members wanted t o  do so--are rea l .  
These r i s k s ,  a<; w e l l  as  t h e  amounts s u b j e c t  t o  such r i s k s ,  have 
a l s o  i n c r e a s e d  s i g n i f i c a n t l y  i n  t h e  past: twelve  rrcnths.  
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Overdue r e p u r c h a s e s  a re  c o n c e n t r a t e d  I n  a small c o r e  of mem- 
b e r s  w i t h  long- s t and ing  overdue  o b l i g a t i o n s ,  o r  p r o t r a c t e d  
ex te rna l .  payments problems.  P r o s p e c t s  p o i n t  toward a n  S n c r e a s i n g  
t o t a l  of ovezdue o b l i g a t i o n s  from t h e s e  d i f f i c u l t  cases, as  w e l l  
as a d d i t i o n a l  members l i k e l y  t o  e x p e r i e n c e  d i f f i c u l t i e s  i n  repay- 
i n g  t h e  Fund on t i m e ,  as noted  i n  EBS/87/105. I n  t h e  wors t  
s c e n a r i o ,  my own rough s i m u l a t i o n s  i n d i c a t e  t h a t  t o t a l  c r e d i t  
o u t s t a n d i n g  t o  members overdue  f o r  two y e a r s  o r  morc c o u l d  
i n c r e a s e  from $923 m i l l i o n  a t  t h e  end of Msrch 1987 t o  abou t  
$ 2 . 5  b i l l i o n  by t h e  end of March 1989,  i f  a l l  members c u r r e n t l y  
overdue do n o t  repay .  T h i s  l a t t e r  sum would r e p r e s e n t  more than  
twice t h e  p r e s e n t  l e v e l  o f  Fund r e s e r v e s .  I t  would be o n l y  
p ruden t  f o r  t h e  Fund t o  b e g i n  t o  p r o v i d e  f o r  a p o s s i b l e  loss from 
nonrepayment. Otherwise ,  t h e  i io te  on "Overdue O b l i g a t i o n s "  i n  
t h e  accounts--page 136 of  t h e  1986 Annual Report--wil l  make i t  
i n c r e a s L n g l y  a p p a r e n t  t o  f i n a n c i a l  a n a l y s t s  t h a t  t h e  Fund ' s  
f i n a n c i a l  p o s i t i o n  i s  be ing  s e r i o u s l y  impa i red ,  i f  o n l y  i n  a 
narrower  sense, as d e f i n e d  by t h e  s t a f f  i n  EE(S/87/97, t h a n  t h e  
commercial  concep t .  

Be fo re  I come t o  t h e  s p e c i f i c s  of p r o v i s i o n i n g ,  l e t  m e  com- 
ment b r i e f l y  on t h e  problem of overdue  f i n a n c i a l  o b l i g a t i o n s .  I 
t h i n k  t h e  Fund p o l i c i e s  and measures  a l r e a d y  i n  place are a d e q u a t e  
t o  cope wieh t h e  problem. Howeve?, I would emphasize t h a t  t h e  
Fund should  i n t e n s i f y  i - s  e f f o r t s  so  n e l p  overdue members become 
c u r r e n t  a g a i n ,  i n c l u d i n g  a s s i s t a n c e  i n  f o r m u l a t i n g  s u i t a b l e  
programs of a d j u s t m e n t ,  t h e  m o b i l i z a t i o n  Lf m u l t i l a t e r a l  and 
b i l a t e r a l  a i d ,  and t h e  p r o v i s i o n  of a d d i t i o n a l  r e s o u r c e s  i n  appro- 
p r i a t e  cases. While I remain s k e p t i c a l  abou t  t h e  impac t ,  I can  
s u p p o r t  t h e  propose3  d e c r s i o n  on spec ia l  cha rges .  

I f  members c o n t i n u e  t o  be overdue ,  t h e r e  are  two p r i n c i p a l  
methods t o  s t r e n g t h e n  t h e  Fund's  f i n a n c i a l  p o s i t i o n  t o  cope w i t h  
t h e  problem: a f u r t h e r  i n c r e a s e  i n  r e s e r v e s ,  o r  p r o v i s i o n i n g  as 
a c o s t  of  b u s i n e s s .  Although t h e  u l t i m a t e  burden on members i s  
a b o u t  t h e  same, I would p r e f e r  p r o v i s i o n i n g  t o  a f u r t h e r  b u i l d u p  
of  r e s e r v e s .  P r o v i s i o n i n g  r e c o g n i z e s  e x p l i c i t ! y  as a b u s i n e s s  
c o s t  t h e  ircpairment of t h e  e f f e c t i v e  raal izaDle valr ie  of Fund 
assets, a s  w e l l  a s  t h e  p o s s i b l e  l o s s .  L i k e  t h e  st:Ff and 
M r .  Wijnlioldo, 1 would emphasize,  however, t h a t  p r o v i s i o n i n g  does  
not mean a wr i t e -o f f  of claims. It would only enable t h z  Fund 
t o  be i n  a b e t t e r  p o s i t i o n  i n  t h e  f u t u r e  t o  w r i t -  o f f ,  o r  t o  
r educe  i n  v a l u e ,  any of i t s  assets i n  a separate  d e c i s i o n  from 
t h a t  on p r o v i s i o n i n g .  

I c o n s i d e r  t h e  b u i l d u p  of a d d i t i o n a l  r e s e r v e s  a s  l e s s  desir- 
a b l e .  I n  a d d i t i o n  t o  t h e  arguments  p r e s e n t e d  i n  t h e  s t a f f  p a p e r ,  
T would a l s o  l i k e  t o  p o i n t  ou t  t h a t  under  t h i s  method, G e n e r a l l y  
Accepted ACCoURting P r i n c i p l e s  r e q u i r e  any f u t u r e  r e d u c t i o n s  i n  
t h e  v a l u e  of Fund asse ts  t o  be r ecogn ized  as  an expense i n  t h e  
Fund ' s  income s t a t e m e n t .  If t h e  a d d l t i o n a l  r e s e r v e s  c r z a t e d  a r e  
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u s e d  fo r  such  arire-dowiis i n  furure, l a r g e  losses would be shown 
i n  t h e  statement of income and expenses  i a  t h e  write-down y e a r s ,  
as s e e n  ir! c h e  case of s e v e r a l  commercial  banks r e c c n t l y .  I n  
c o n t r a s t ,  e v e n t u a l  wrj.t.c-bowns under  t h e  p rov i s ion ing  method would 
o n l y  i n v o l v e  ba l ance  shee;  i t e m s  s i n c e  t h e  a l lowances  had 
a i r c a d y  been  r ecogn ized  as  a n  expense  i n  t h e  income s t a t e m e n t ,  
Let me ampl i fy  my p o i n t .  Unde.r p r o v i s i o n i n g ,  i! d e f i c i e n c y  i n  
income can be made up under  t h e  burden-shar ing  fo rmula  t o  a c h i e v e  
t h e  reserves t a r g e t .  But i n  t h e  r e s e r v e s  method, s u c h  d e f c c i e n c i e s  
i n  t h e  write-down y e a r s  canno t  be covered i n t e r - t e m p o r a l l y  by rhe  
a d d i t i o n a l  s u r p l u s  income c o n t r i b u t e d  by members i n  e a r l i e r  years. 
I hope t h e  s t a f f  c a n  conf i rm t h i s  d i f f e r e n c e .  It seems t o  m e  
t h e n  t h a t  t h e  reserves method would o n l y  postpone t h e  "day of 
r eckon ing"  i n  expens ing  t h e  impai red  assets,  i f  a l o s s  i s  f i n a l l y  
judged t o  be l i k e l y .  

If t h e  Board d e c i d e s  OR p r o v i s i o n i n g ,  t h e r e  ar ises  t h e  ques-- 
t i o n  as t o  which method i s  most c o n s i s t e n t  wi th  G e n e r a l l y  Accepted 
Account ing P r i n c i p l e s ,  while a l s o  n o t  imposing a n  i n t o l e r a b l e  
burden o n  members. I n  t h i s  c o n n e c t i o n ,  I a g r e e  wi th  t h e  s t a f f  
t h a t  overdue o b l i g a t i o n s ,  o r  overdues  beyond a s p e c i f i e d  p e r i o d ,  
r e p r e s e n t  o n l y  a p a r t  of t h e  Fund's o v e r a l l  e x p o s u r e . t o  r i s k .  
Hence, Mr. N i m a t a l l a h ' s  p r o p o s a l  a t  t h e  l a s t  Board d i s c u s s i o n  of 
an a l lowance  €o r  r e p u r c h a s e s  overdue  f o r  a s p e c i f i e d  pe r iod  
a p p e a r s  i n a d e q u a t e  t o  me. The Fund cannot  p r o v i s i o n  f o r  t h e  pro- - 

t r a c t e d  overdues  o n l y  and  s t i l l  make a judgment t h a t  t h e  remain ing  
o u t s t a n d i n g  c r e d i t  of t h e  members concerned remains unimpai red .  
S i m i l a r l y ,  a p r o v i s i o n i n g  p o l i c y  t o  cover  only t h e  overdue  
r e p u r c h a s z s  of members l a t e  i n  their repayment by two years o r  
more s u f f e r z  from t h e  same c o n c e p t u a l  d e f e c t .  Under t h i s  method, 
t h e  amount of; $464 m i l l f o n  t o  be p r o v i s i o n e d  i n  f i n a n c i a l  y e a r  
1987 may also impose t o o  large a burden.  A t  t h e  same t i m e ,  I 
a g r e e  w i t h  t h e  s ta€f  t h a t  i t  might  n o t  be a p p r o p r i a t e  t o  l i n k  
p r o v i s i o n i n g  t o  t o t a l  Fund c r e d i t  o u t s t a n d i n g ,  o r  change i n  
c r e d i t  o u t s t a n d i n g ,  s i n c e  t h e  i n s t i t u t i o n  does n o t  f a c e  a g e n e r a l  
or b r o a d l y  p r e d i c t a b l e  r i s k  l i k e  t h e  commercial  banks. 

I am most i n c l i n e d ,  t h e r e f o r e ,  t o  s u p p o r t  t h e  p r o p o s a l ,  
s imi la r  t o  t h a t  sugges t ed  by Mr. P o l a k  l a s t  y e d r ,  t o  l i n k  provi -  
s i o n i n g  t o  t h e  amount of c r e d i t  o u t s t a n d i n g  t o  members overdue 
fcr  a s p e c i f i e d  pe r iod  of " i m e ,  s a y ,  two y e a r s .  Under t h i s  
method which would be  p a r a l l e l  t o  t h a t  of t h e  World Bank, t h e r e  
would be a presumpt ive  r u l e  t h a t  a l l  c r e d i t  ou t s+and ing  of 
members w i t h  repzyments  overdue f o r  two y e a r s  o r  more i s  l i k e l y  
t o  be impa i red  in v a l u e .  P r o v i s i o n i n g  over  a pe r iod  of time 
W O I I L ~  t h e n  be made a g a i n s t  s u c h  c r e d i t  o u t s t a n d i n g ,  depending on 
Lne maximrm anol.int t h e  members want t o  f i n a n c e  i n  a yea r .  Provi.- 
s t o n i n g  each y e a r  would a l s o  depsnd on t h e  amount o€ d e f e r r e d  
income and t h e  reserves t a r g e t ,  s u b j e c t  t o  a maximum o f  about 
$ 4 2 0  rnill3,on a year t h a t  can be g e n e r a t e d  th rough  a d j u s t n e n t  of 
c h e  ra tes  of chdirge and remunera t ion  under  bu rden  s h a r i n g .  

http://anol.int
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Hence, 1 a m  unab le  t o  s a y  what p e r i o d  f o r  p r o v i s i o n i n g  would 
be o p t i m a l  u n t i l  I see v a r i o u s  f i n a n c i a l  s c e n a r i o s  p repa red  by 
t h e  s t a f f  f o r  t h e  cext few y e a r s .  My rough c a l c u l a t i o n s  i n d j c a t e  
t h a t  p r o v i s i o n i n g  o v e r  f i v e  y e a r s  may be too burdensome, s i n c e  t h e  
amount r e q u i r e d  f o r  this purpose  a l o n e  would peak a t  $450-500 mil- 
l i o n  a y e a r  i n  f i n a n c l a l  y e a r s  1989-91, assuming a two-year over-  
due t r i g g e r .  I would u r g e  t h e  s t a f f  t o  show t h e  Board v a r i o u s  
f i n a n c i a l  s c e n a r i o s  beyond f i n a n c i a l  y e a r  1987 t o  e n a b l e  i t  t o  
make a sound d e c i s i o n  on p r o v i s i o n i n g .  T h i s  i s  t o  e n s u r e  t h a t  
t h e r e  would be no " s u r p r i s e s "  t h a t  may need t h e  Board t o  change 
t h e  rrethod of p r o v i s i o n i n g  a f t e r  a d e c i s i o n  i s  t aken .  

I would a l s o  l i k e  t o  make s e v e r a l  g e n e r a l  p o i n t s  t o  pu t  pro- 
v i s i o n i n g  i n  i t s  p rope r  p e r s p e c t i v e .  F i r s t ,  a d e c i s i o n  on provi -  
s i o n i n g  cannot  be made i n d e p e n d e n t l y  o f  t h e  r e s e r v e s  t a r g e t .  I f  
t h e  Board d e c i d e s  on p r o v i s i o n i n g ,  t h e  n e t  income t a r g e t  of 
7.5 p e r c e n t  of o u t s t a n d i n g  r e s e r v e s  ought  to be reduced t o  3 per- 
c e n t ,  t h e  l e v e l  b e f o r e  d e f e r r e d  income and overdue o b l i g a t i o n s  
began t o  f e a t u r e  i m p o r t a n t l y  i n  t h e  Fund's  f i n a n c i a l  p o s i t i o n .  
T h e  s t a f f  should  examine t h e  adequacy of  such  a reduced r e s e r v e  
t a r g e t ,  t - k i n g  account  of t h e  d e c i s i o n s  on r ionaccrual  of  d e f e r r e d  
income and on  p r o v i s i o n i n g .  Second, p r o v i s i o n i n g  shou ld  be 
handled  w i t .  u tmost  care t o  minimize any a d v e r s e  e f f e c t s  on t h e  
f i n a n c i a l  s t a n d i n g  of t h e  Fund, and t h e  c r e d i t w o r t h i n e s s  of t h e  
ove rdue  members. T h i r d ,  p r o v i s i o n i n g  a l o n e  canno t  d e a l  w i th  t h e  
problem of overdue o b l i g a t i o n s  f a c e d  by t h e  Fund. It o n l y  
s t r e n g t h e n s  t h e  Fund's  f i n a n c i a l  p o s i t i o n  a f t e r  t h e  arrears  i n  
repayments  have occur red .  The Fund should  c o n t i n u e  a c t i v e l y  t o  
p reven t  t h e  o c c u r r e n c e  of overdue o b l i g a t i o n s ,  th rough p r o v i d i n g  
t i m e l y  a d v i c e  and adequa te  f i n a n c i n g  f o r  ad jus tmen t .  F o u r t h ,  
t h e  Fund would also need t o  c o n t i n u e  t o  assist  overdue members t o  
become c u r r e n t  a g a i n ,  so  t h a t  t h o s e  members which f i n a n c e d  t h e  
p r o v i s i o n i n g  can  be r e p a i d .  I n  p a r t i c u l a r ,  overdue members must 
no t  g e t  t h e  impress ion  t h a t  t h e i r  d e b t  h a s  been w r i t t e n  o f f .  It 
must a l s o  be emphasized t h a t  t h e y  c o n t i n u e  t o  have a l e g a l  
o b l i g a t i o n  t o  t h e  Fund arid a i t o r a l  o b l i g a t i o n  t o  t h e  members. 
F i n a l l y ,  i t  might be t i m e l y  f o r  t h e  Fund t o  examine o t h e r  o p t i o n s  
on a case-by-case b a s i s ,  such a s  r e p u r c h a s e s  beyond t h r e e  t o  f i v e  
y e a r s ,  and repayment i n  domes t i c  cu r rency .  I n  the world  today ,  
t h e  Fund seems a r a t h e r  i n f l e x i b l e  i n s t i t u t i o n ,  nor  responding  
a d e q u a t e l y  t o  t h e  needs  o f  t h e  c i r c u m s t a n c e s -  

L e t  m e  r e t u r n  t o  my f i r s t  p o i n t  above. I sometimes f i n d  
i t  d i F c o n c e r t i n g  t h a t  s t a f f  p a p e r s  and Board d e c i s i o n s  d e a l  w i t h  
financial i s s u e s  i n  a p iecemeal  manner. T h i s  o c c a s i o n  seems 
appropriate t o  me t o  s t a r t  a comprehensive rev iew o i  a l l  f i n a n -  
c i a l  i s s u e s  i n  i? c o h e r e n t  manner. Toge the r  w i t h  t h e  problems of 
p r o v i s i o n i n g  and  r h e  r e s e r v e s  t a r g e t ,  I. have i n  mind t h e  f o l l o w i n g  
p roposa l s  t o  be c o n s i d e r e d  i n  a comprehensive framework. F i r s t ,  
t h e  proposed r e s e r v e s  t a r g e t  of 3 p e r c e n t  should  be s u b j e c t  t o  
burden s h a r i n g .  Rese rves  s t r e n g t h e n  t h e  g e n e r a l  f i n a n c i a l  
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p o s i t i o n  of t h e  Fund, a r e s p o n s i b i l i t y  of  all members. I f  bo th  
d e f e r r e d  i.icome and p r o v i s i o n i n g  are s u b j e c t  t o  burden s h a r i n g ,  
t h e r e  i s ,  i n  p r i n c i p l e ,  no  reason why t h e  same t r e a t m e n t  s h o u l d  
not be accorded  t o  reserves. 

Socond, a c e i l i n g  on c h a r g e s  shou ld  be e s t a b l i s h e d ,  g i v e n  
t h e  e x i s t e n c e  of  a f l o o r  on remunera t ion .  I n  a d d i t i o n  t o  t h e  
p r i n c i p l e  of e q u i t y ,  a c e i l i n g  on c h a r g e s  would a l s o  h e l p  t o  
e n s u r e  t h a t  Fund c h a r g e s ,  which are a l r e a d y  much less  conces- 
s i o o a l  t h a n  i n  t h e  p a s t ,  do  n o t  g e t  t o o  f a r  o u t  of l i n e  w i t h  
market rates.  

F i n a l l y ,  a d e f i n i t e  c r i t e r i o n ,  in terms of t h e  p e r i o d  be ing  
overdue ,  shou ld  be s e t  f o r  w r i t i n g  o f f  overdue  o b l i g a t i o n s  f o r  
which p r o v i s i o n i n g  h a s  a l ready  been made. I n  t h i s  r e g a r d ,  t h e  
Board shou ld  be aware t h a t  p r o t r a c t e d  overdue  o b l i g a t i o n s  n o t  
w r i t t e n  o f f  add t o ’ t h e  amount of c h a r g e s  be ing  d e f e r r e d ,  so  t h a t  
members “pay twice” i n  e f f e c t - - f o r  p r o v i s i o n i n g  of the p r i n c i p a l  
and f o r  t h e  d e f e r r e d  c h a r g e s  n o t  c o l l e c t e d  eve ry  y e a r .  

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

G e n e r a l l y  Accepted Account ing P r i n c i p l e s  ( G - W )  r z q u i r e  t h a t  
t h e  f i n a n c i a l  s t a t e m e n t s  of a f i n a n c i a l  o r g a n i z a t i o n  shou ld  
r e f l ec t  che f a i r  and accurate v a l u e  of t h e  assets  o f  such  an  
o r g a n i z a t i o n .  Whm a d i s c r e p a n c y  a p p e a r s  between t h e  book va lue  
and t h e  t r u e  valr’e of a n  asse t ,  t h e  o r g a n i z a t i o n  sets a s i d e  
amounts t o  make up for t h e  d i f f e r e n c e .  C i t i c o r p  and o t h e r  l a r g e  
commercial  banks have r e c e n t l y  t a k e n  such  a c t i o n  by s e t t i n g  t iside 
r e s e r v e s  o r  p r o v i s i o n s  t o  make up  f o r  t h e  d i f f e r e n c e  hetween t h e  
market v a l u e  and t h e  nominal  book v a l u e  of some of t h e  assets  
r e p o r t e d  on t h e i r  ba l ance  s h e e t s .  T h e s e  banks i n c r e a s e d  t h e i r  
p r o v i s i o n s  by a s imple  a c c o u n t i n g  t r a n s a c t i o n ,  a c c o r d i n g  t o  which 
t h e y  moved ce r t a i . n  amounts from t h e i r  r e t a i n e d  e a r n i n g s  a c c o u n t s  
~ C I  special  r e s e r v e  accoun t s .  By s;! do ing ,  t h e y  have s a t i s f i e d  
t h e i r  a u d i t o r s ,  and have a l s o  s t r e n g t h e n e d  t h e i r  f i n a n c i a l  posi- 
t i o n  i n  t h e  eyes  of  their  d e p o s i t o r s  and s h a r e h o l d e r s ,  and t h e  
p u b l i c ,  i n  g e n e r a l .  The World Bank, as a f i n a n c i a l  i n s t i t u t i o n ,  
h a s  a l s o  set  as ide  some ainounts i n  l i g h t  of its growing problem 
of overdue  payments,  and i n  l i n e  wi th  GAAP. 

T h i s  b r i n g s  m e  t o  t h e  problem of overdue f i n a n c i a l  o b l i g a -  
t i o n s  t o  t h e  Fund. The Fund i s  a f i n a n c i a l  i n s t i t u ; i o n  and ,  as 
Such ,  has f i n a n c i a l  s t a t e m e n t s ,  which a r e  a l s o  a u d i t e d  by e x t e r n a l  
a u d i t o r s .  The Fund‘s a u d i t o r s  have s i g n a l e d  t h e i r  concern  by 
requesLin2  t h e  Board t o  devel-op E? s t r u c t u r e d  approach f o r  d e a l i n g  
with the impact  of overdue  o b l i g a t i o n s  ofi t h e  Fund’s b a l a n c e  Sheet. 
As t h e  s t a f f  p u t s  i t ,  “ i n  view of t h e  scale and d u r a t i o n  of  overdue  
o b l i g a t i o n s  t o  ttle Fund, t h e r e  would seem l i c t l e  doubt  t h a t  t h e  
e f f e c t i v e ,  r e a l i z a b l e  v a l u e  to t h e  Fund of a n o t  I l l cons ide rab le  



- 12 - 

p o r t i o n  of I ts  a s s e t s ,  r e p r e s e n t i n g  ove rdue  c r e d i t  ex t ended  t o  
i t s  members, i s  less  t h a n  i s  i n d i c a t e d  by t h e i r  nominal book 
value, 8s shown i n  t h e  Fund's f i n a n c i a l  s t a t e m e n t s . "  Tha t  f a c t ,  
t h e  a u d i t o r a  i n d i c a t e ,  shou ld  be r e c o g n i z e d  by the  Fund. 

I n  my judgment ,  i t  i s  a t e c h n i c a l  matter t h a t  has  t o  be 
r ecogn ized  by t h e  Board, p r e f e r a b l y  soone r  r a t h e r  t h a n  l a t e r ,  t o  
s a t i s f y  t h e  a u d i t o r s .  if t h e  Fund r e c o g n i z e s ,  i n  p r i n c i p l e ,  t h a t  
t h e  v a l u e  of some of i t s  assets i s  i m p a i r e d ,  t h e  nex t  q u e s t i o n  
i s ,  how t o  de t e rmine  t h e  e x t e n t  of t h a t  impairment and set  a s i d e  
an e q u i v a l e n t  amount t o  mdke up f o r  t h e  e s t i m a t e d  impairment i n  
t h e  v a l u e  of such  assets .  The t h i r d  s t e p  would be t o  de t e rmine  
how t o  f i n a n c e  t h e s e  amounts. It  i s  c e r t a i n l y  much more d i f f i -  
c u l t  f o r  t h e  Fund t o  make a judgment c o n c e r n i n g  t h e  e x t e n t  of 
t h i s  impai rment ,  owing t o  t h e  unique  n a t u r e  of t h e  Fund and of 
i t s  members, which a r e  s o v e r e i g n  governments.  It  may even be 
more d i f l c u l t  f o r  t h e  Fund t o  r each  a n  agreement on how t o  
f i n a n c e  t h e  amounts o r  p r o v i s i o n s  set a s ide  t o  make up f o r  t h e  
impairment  i n  v a l u e .  

A s  overdue o b l i g a t i o n s  a r e  c o n t i n u i n g  t o  i n c r e a s e ,  i t  makes 
s e n s e  fo r  t h e  Board t o  r e c o g n i z e  t h e  n e g a t i v e  impact of t h e  prob- 
l e m  of overdue  o b l i g a t i o n s  on some of t h e  assets i n  t h e  Fund ' s  
b a l a n c e  s h e e t .  I c e r t a i n l y  r e c o g n i z e  t h a t  t h e r e  i s  an impairment 
i n  some of t h e  Fund ' s  assets  owing t o  t h e  size and t h e  p r o - t r a c t e d  
p e r i o d  of t h e  overdue  payments. 

' While  s t i l l  on t h i s  s u b j e c t ,  I have a coup le  of o b s e r v a t i o n s  
t o  make 3n t h e  s ix-month ly  r e p o r t .  It is  clear t h a t  c o u n t r i e s  are 
beg inn ing  be l a x  when i t  comes t o  making t i m e l y  payments t o  the 
Fund. While many of t h e s e  cases do n o t  come t o  t h e  formal  a t t e n -  
t i o n  of t h e  Board ,  n o n e t h e l e s s ,  t h e r e  a r e  members t h a t  have been 
abou t  two weeks l a t e  i n  s e t t l i n g  t h e i r  o b l i g a t i o n s .  T h i s  f a c t  
f u r t h e r  c m v i n c e s  m e  t h a t  there  are  F n s u f f i c i e n t  i n c e n t i v e s  f o r  
c o u n t r i e s  t o  r e p a y  01 t i m e ,  owing t o  t h e  absence  of h i g h  p e n a l t i e s  
f o r  d e l a y s  o r  of a t h r e a t  of a c u t o f r  of d i s b u r s e m e n t s ,  a t h r e a t  
t h a t  i s  available t o  t h e  World Bank. 

A s  f o r  i n c e n t i v e s  t o  encourage  t h e  t i m e l y  s e t t l e m e n t  of- 
o k l i g a t i o n s ,  t h e  Fund can  e x p l o r e  p o s s i b i l i t i e s  i n  t h e  form of  
g i v i n g  d i s c o u n t s  t o  t h o s e  members t h a t  s e t t l e  on t i m e  and  impos- 
i n ,  p e n a l t i e s  on t h o s e  t h a t  a re  l a t e .  The re  a r e  f i n a n c i a l  
i n s t i t u t i o n s ,  such as some funds  i n  Saudi A r a b i a ,  which g i v e  
d i s c o u n t s  t o  cus tomers  t h a t  pay  on t ime  on a r e g u l a r  b a s i s .  I n  
my judgment,  i t  i s  t h e  i n i t i a l  d e l a y  i n  r e p u r c h a s i n g  t h a t  i s  most 
se r j -ous ,  a s  i t  s t a r t s  members on t h e  m a d  to f a l l i n g  further i n t o  
a r r e a r s .  I n  t h i s  c o n n e c t i o n ,  I a m  p l e a s e d  t o  l e a r n  from t h e  s t a f f  
t h a t  t h e  T r e a s u r e r ' s  Depar tment  i s  f o l l o w i n g  up more i n t e n s i v e l y  
i n  cases of s l i g h t  d e l z y  i n  s e t t l e m e n t ,  by  making c o n t i n u o u s  
c o n t a c t s  w i t h  t h e  member conce rned .  
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L do n c t  want t o  spend t o o  much time on  t h e  s ix-monthly 
r e p o r t  on overdue  o b l i g a t f o n s ,  n o t  only because  my views are  w e l l  
known t o  t h e  Board, bu t  a l so  because  1 have  n c t  been i n s p l r e d  by 
t h i s  r e p o r t .  I look  forward  t o  t h e  d i s c u s s i o n  by t h e  Board of 
t h e  for thcoming p a p e r s  on i s s u e s  r e l a t e d  t o  cve rdue  o b l i g a t i o n s .  
T a l s o  s u p p o r t  the  d e c i s i o n  proposed by t h e  s ta f f  c o n c e r n i  2 t h e  
review of r h e  sys tem of s p e c i a l  c h a r g e s .  S p e c i a l  charges e x i s t  
o n l y  t o  r e t r i e v e  cos ts  i n c u r r e d  by t h e  Fund. They a re  n o t  p e n a l t y  
c h a r g e s ,  and t h e  q u e s t i o n  of whether  o r  n o t  t h e y  encourage  roeni- 
bers i n  s r rears  t o  pay i s  t h e r e f o r e  i r r e l e v a n t .  It i s  o n l y  when 
p e n a l t y  c h a r g e s  are  imposed t h a t  t h e  Board shou ld  assess t h e i r  
impact  on a t  l e a s t  d i s c o u r a g i n g  i n i t i a l  4 e l a y s  i n  s e t t l e m e n t .  

Re tu rn ing  t o  t h e  q u e s t i o n  o f  p r c v i s i o n i n g ,  l e t  m e  e x p l o r e  
some issue:  f u r t h e r .  To determine t h e  magni tude of asset impsi r -  
ment, commercial  f i n a n c i a l  i n s t i t u t i o n s  go  t o  t h e  market t o  est'- 
mate t h e  Rdrke t  value of t h e i r  ass?ts, compare t h i s  w i t h  t h e  book 
v a l u e ,  and make up t h e  d i f f e r e n c e  by p r o v i s i o n i n g .  I n  t h e  case 
o f  t h e  Fsnd ,  t h i s  i s  n o t  s o  e a s i l y  done. Rovever ,  t h e r e  a r e  some 
c r i t e r i a ,  as t h e  s t a f f  i n d i c a t e s ,  by which t h e  Fur'' car a= ' -+-c - i  
t h e  p o s i t i o n  of a mem!):l I ~ L  r- r t t l c  , es r ,  
€ o r  a l l  p r a c t i c a l  p u r p o s e & ,  2nd z i v t n , t h e  p o s s i b i l i t y  of s end ing  
t h e  wrong s i g n a l  a t  t h i s  t i m e ,  i t  w i l l ' . b e  v e r y  d i f f i c u l t  t o  
judge t h e  e x t e n t  of t h e  impairment .  T3at is  why I sugges t ed  a t  
o u r  p r e v i o u s  d i s c u s s i o n  O R  t h i s  issue (EBX/86/84 and EBM/86/85, 
5/19/37)  t h a t  it might  be 8 good i d e a  t o  s t a r t  w i t h  a small and  
symbolic amocnt s e t  a s i d e  t o  s a t i s f y  eke e x t e r n a l  a u d i t o r s  t h a t  
t h e  Board i s  moving i n  che  r i g h t  d i r e c t i o n .  I sugges t ed  t h a t  t h e  
Fund p r o v i d e  f o r  o n l y  t h e  small amoulrts t h a t  have remained over- 
due f o r  t h r e e  y e a r s  o r  l o n g e r  by any members i r r e s p e c t i v e  of t h e  
r e r r s in ing  c r e d i t  o u t s t a n d i n g  w i t h  t h o s e  members. The Board cou ld  
look a t  t h e  i s s u e  a g a i n  in a y e a r  o r  t k o ,  i n  t h e  l i g h t  of e v e n t s ,  
t o  f i n d  a b e t t e r  mechanism i f  needed. 

vi LLI <jt.?rd& D b l i g a t i o n s ,  

I n  a d d i t i o n  t o  the f a c t  t h a t  my mechanism s t a r t s  w i t h  o n l y  
sinall amounts,  i t  a l s o  has t h e  merit of e n s u r i n g  t h a t  t h e  amounts 
w i l l  be  set  a s i d e  i n  a f l e x i b l e  way so t h a t  t h e y  r i s e  and f a l l  i n  
l i n e  w i t h  t h e  d e g r e e  of impairment  i n  t h e  F u n d r s  assets. When 
overdue o b l i g a t i o n s  are  s e t t l e d ,  t h e  d e g r e e  of impairment  goes 
down, and ,  t h e r e f o r e ,  amounts set  a s i d e  2 s  p r o v i s i o n s  shou ld  be  
r e t u r n e d  t o  t h o s e  members t h a t  c o n t r i b u t e d  t o  t h e i r  fo rma t ion .  A s  
a matter of fact, i t  i s  t h i s  s i n d  of mechanism t h a t  w i l l  s a t i s f y  
t h e  e x t e r n a l  a u d i t o r s ,  whit% i s  something t h a t  t h e  general  r e s e r v e s  
will noc achieve.  Genera l  reserkes, a s  t h e  s t a f f  e x p l a i n s  i n  the 
p a p e r ,  usually I , f fe r  p r o t e c t i o n  a g a i n s t  u n c e r t a i n t y ,  w h i l e  amounts 
s e t  a s i d e  a s  p r o v i s i o n s  s e r v e  a s p e L i f i c  purpose  and f l u c t u a t e  
w i t h  changes i n  t h e  ticed f o r  t h e i r  e x i s t e n c e .  

With r e s p e c t  t o  f i n a n c i n g ,  t h e  commercj.al banks are f o r t u -  
n a t e  i n  t h a t  they  have p r o f i t s  t o  d i p  i n t o  to f i n a n c e  p r o v i s i o n s  
against impai red  a s s e t s .  I am c e r t a i n  t h a i  even t h e  World Bank 
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found i t  easier t o  se t  a s i d e  p r o T i s i o n s ,  pErt3.y because  it a l s o  
has  p r o f i t s  from wnich i t  i s  a b i e  t o  f i c a n c e  amounts t o  iiake U Q  

for  t h e  impairment i n  t h e  v a l u e  of some of i t s  assets. 

Howwer,  f o r  t h e  Furld t.) f i n a n c e  t h e s e  proposed mechanisms, 
t h e  Board c o u l d  p o s s i b l y  r e l y  for now o n  the mechanism of burden 
s h a r i n g  which was p u t  i n  p l a c e  t o  f i n a n c e  t h e  d e f e r r e d  income. 
Another p o s s i b i l i t y  t h a t  i s  s v a i l a b l e  a t  t h i s  s t a g e ,  as a one- 
rim? a c t i o n ,  i s  t o  s t a r t  by u s i n g  some o f  n e t  income i n  excess 
of t h e  t a r g e t  f o r  f i n a n c i a l  y e a r  1987 Per: a n o t h e r  p o s s i b i l i t y  
i s  t o  m a i n t a i n ,  o r ,  even  lower ,  t h e  p r e s e n t  n e t  incame Zarget, 
t - d t  t o  d i v i d e  i t s  a b s o l u t e  amount between g e n e r a l  r e s e r v e s  acd 
t h e  ser: a s i d e  of s p e c i f i c  m o u n t s  e v e r y  f i n a n c i a l  y e a r ,  I n  l i g h t  
of developments  i n  t h e  ove rdue  papments problem. I t  wculd,  per- 
haps ,  be b e s t  i f  t h e  Board c o u l d  t a k e  a d e c i s i o n  t o  t r a n s f e r  
some of tRe g e n e r a l  r e s e r v e s  t o  a spec ia l  r e s e r v e  accoun t  f o r  
t h i s  pitrpose, and add t o  bo th  a certain p e r c e n t a g e  a n l l u a l l y  
which, i n  t o t a l ,  would be  e q u i v a l c n t  t o  o r  l e s s  t h a n  t h e  p r o s e n t  
7 . 5  p e r c e n i  n e t  income t a r g e t .  

F j n a l l y ,  t h e r e  are  some minor  i s s u e s  t o  c o n s i d e r  such as w h a t  
t o  name t h e  s e t - a s i d e  amounts. I have an open mind on d i e t h e r  t o  
( a l l  them " p r o v i s i o n s ,  If " s p e c i a l  r e s e r v e s ,  " s u p p l e m e a t a l  income, " 
jr some o t h e r  name, as ' _mg as  t h e  c r i t e r i a  f o r  s e t t i n g  t h e s e  

formal  r e c o g n i t i o n  t h a t  some of i i s  assets a r e  impa i red .  F i n a l l y ,  
I r e q u e s t  t h a t  t h e  s t a f f  look i n t o  f u r t h e r  possible o p t i o n s  f o r  
f i n a n c i n g  t h e  s e t - a s i d e  amounts. 

- amounts a re  c lear .  I o n l y  hope t h a t  t h e  Board today  makes a 

Mrs. P l o i x  = d e  t h e  f o l l o w i n g  a;aternent: 

Although oiir p s e v i o u s  d i s c u s s i o n  of p r o v i s i o n i n g  i n  May 1986 
was o n l y  p r e l i m i n a r y ,  I think t h a t  my s t a t e m e n t  a t  t;?.zt t i m e  
(EBM/86/85, 5/19/85) a l r e a d y  c l e a r l y  o u t l i n e d  t h e  r e a s o n s  why 
p r o v i s i o n i n g  i s  p o l i t i c a l l y  and t e c h n i c a l l y  u n a c c e p t a b l e .  1 /  
Today'z pape r  t r ies  t o  c o n v i n c e  us  t h a t ,  f i r s t ,  t o  e n s u r e  a f a i r  
and a c c u r a t e  r e f l e c t i o n  of i t s  f i n a n c i a l .  p o s i t i o n ,  t h e  Fund needs  
t o  e s t a b l i s h  p r o v i s i o n i n g ,  and s e c m d ,  i t  i s  p r o v i s i o n i n g ,  n o t  
r e s e r v e  b u i l d i n g ,  t h a t  " e n a b l e s  a n  o r g a n i z a t i o n  t o  p r e s e n t  a i a i r  
and a c c u r a t e  s ta tement;  of i t s  f i n a n c i a l  p o s i t i o n  when t h e  organi- 
z a t i o n  c o n c l u d e s  t h a t  some of i t s  assets may have been impa i red  o r  
a l o s s  on o u t s t a n d i n g  c r e d i t  i s  p robab le . "  

1 s h a l l  f i r s t  answer t h e  core q u e s t i o n :  d o e s  t h e  Fund need 
t o  e s t a b l i s h  p r o . v i s i o n s  :o e n s u r e  a f a i r  and a c c u r a t e  r e f l ec t ion  
of its f i n a n c i a l  p o s i t i o n ?  I do n o t  t h i n k  bo. 

- -- 
1/ See s t a t e m e n t  reproduced i n  Annex. - 
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1 will e l a b o r e t e  n e i t h e r  on the damage t o  i n t e r n a t i o n a l  
c r e d i t w o r t h i n e s s  of t h e  members whose h o l d i n g  of c u r r e n c i e s  w i l l  
prompt t h e  e s t s b l i s h m e n t  of p r o v i s i o n s ,  n o r  on t h e  u n d e r l y i n g  
ausumpcion t h a t  such a d e c i s i o n  e n t a i l s  f o r  t h e i r  f u t u r e  member- 
s h i p  i n  t h e  Fund. I f  t h e  Fun1 were t o  act  l i k e  any o t h e r  f i n a n -  
cial 4 7 s t i t u t i o r 1 ,  p r o v i s i o n i n g  would l e a d  t o  c l o s i n g  t h e  a c c o u n t ,  
or i n  Fund terms, t e r m i n a t i n g  t h e  nembership.  

I would l i k e  t o  comment i n  d e t a i l  on t h e  unique natii. o f  
t h e  Fund av.d i t s  s p e c i a l  a c c o u n t i n g  p r i n c i p l e s  which p r e c l u d e  
p r o v i s i o n i n g .  The Fund does  n o t  ex tend  c r e d i t s  t o  i t s  members; 
J.ts t r a n s a c t i o n s  t a k e  t h e  form of swaps of currencies .  I n  t h e  
case of commercial banks,  t h e  s u b s t a n t i a l  d i f f e r e n c e  between 
swap and c r e d i t  i s  r e f l e c c e d  i n  d i f f e r e n t  p r u d e n c i a l  approaches .  
Be fo re  commenting on < h e  i n t r i c a t e  problem r a i s e d  by o f f -ba l ance  
s h e e t  o p e r a t i o n s ,  l e t  n;e stress t h e  main argument s u p p o r t i n g  t h e  
i d e a  of t h e  unique n a t u r .  of t h e  Fund. 

I unde r s t and  t h a t  t h e  l i n e  " c u r r e n c i e s  and s e c u r i t i e s ,  " a l o n g  
w i t h  appended Notes 2 and 5 ,  makes the Externa l  Aud i t  Committee 
wonder i f  i t  s h o u l d  i s s u e  a n  u n q u a l i f i e d  o p i n i o n .  The t h i r d  
pa rag raph  j n  Note 2 i s  t h u s  p a r t i c u l a r l y  i m p o r t a n t .  It stztes 
t h a t  "each member i s  o b l i g a t e d  t a  m a i n t a i n  t h e  v a l u e  of t h e  ba l -  
ances of I t s  c u r r e n c y  h e l d  ky t h e  Fund i n  terms of t h e  SDR e x c e p t  
f o r "  some a c c o d n t s  which a r e  o f  no concern t o  us  today. 

I n  my Gpinion t h e  core  of t h e  q u e s t i o n  l i e s  here:  e ' t h e r  
t h i s  o b l i g a t i o n  i s  f u l f i l l e d ,  i n  whlc5  case t h e  r e p o r t i n g  of t h e  
Fund's  f i z a n c i a l  s i t u a t i o n  i s  " f a i r  and a c c u r a t e "  arid ;he re  i s  no  
need f o r  p r o v i s i o n i n g ,  o r ,  i t  i s  no t  f u l f i l l e d  because of t h e  mem- 
b e r ' s  temporary o r  permanent i n a b i l i t y  t o  pay o r  because of t h e  
Fund ' s  i n a b i l i t y  t o  d e t e r m i n e  t h e  v a l u e  of a c u r r e n c y  i n  terms of 
SDRs a t  a g i v e n  d a t e .  P a s t  r e c o r d s  show t h a t ,  a l t h o u g h  t h e  amounts 
due t o  temporary d e l a y s  are f a i r l y  large--net  SDR 1,484.53 m i l l i o n  
r e c e i v a b l e  by t h e  Fund. on  March 31 ,  1987--members g e n e r a l l y  s e t t l e  
s e t t l e  t h e i r  o b l i g a t i o n s  w i t h i n  a c c e p t a b l e  p e r i o d s .  There is, i n  
my o p i n i o n ,  no risk h e r e  t h a t  w a r r a n t s  p r o v i s i o n i n g .  

However, I do see a c l ea r  r i s k  o f  l o s s e s  when c o u n t i i e s  do n o t  
m a i n t a i n  t h e  v a l u e  of  t h e  Fund h o i d i n g s  i n  t h e i r  c u r r e n c i e s .  The 
c l a i m  i n  c h i s  c a t e g o r y  c o u l d  amount t o  a p 2 r o x i m a t e l y  SDR 32 m i l -  
l i o n  i n  Juri? 1987. I t h u s  s u p p o r t  c o v e r i n g  t h e s e  p o s s i b l e  losses. 

I n  t h e  c z s e  of  t h e  Fund's  i n a b i l i t y  Eo d e t e n i n e  t h e  v a l u e  
of a c u r r e n c y  i n  SDRs OR a g i v e n  d a t e ,  t h e  member's o b l i g a t i o n  
t o  m a i n t a i n  t h e  value of t h e  balances of i t s  c u r r e n c y  czvnot  be 
fulfilled. T h i s  s i t u a t i o n  opens f a r  g r e a t e r  q u e s t i o n s  which 
d e a l  d i r e c t l y  w i t h  t h e  f u n c t i o n i n g  of t h e  whole i n t e r n a t i o n a l  
'nonctarp sys te rn .  These q u e s t i o n s  do not: conce rn  o n l y  h o l d i n g s  i n  
t h e  currencies of  c o u n t r i e s  i n  arrears, bu t  a l l  c u r r e n c i e s ,  e v e n  
Lite most  c o n v e r t i b l e  ones. 
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I do no t  t h i n k  t h a t  t h e  E x t e r n a l  Audi t  Committee i n t e n d e d  
t o  open t h i s  f a r - r e a c h i n g  issue,  b u t  i t  i s  o u r  d u t y  t o  stress 
t h a t ,  i ndeed ,  t h i s  Pandora ' s  box would be opened i f  p r o v i s i o n s  
were e s t a b l i s h e d  without t a k i n g  c o n s i d e r a b l e  p r e c a u t i o n s .  
Obvious ly ,  my a u t h o r i t i e s  s t r o n g l y  d i s a g r e e  w i t h  t h e  s t a f f ' s  
s t a t e m e n t  i n  pa rag raph  5 03 page 20. 

The second argument 1 would l i k e  t o  b r i n g  o u t  today  a g a i n s t  
p r o v i s i o n i n g  i s  t h e  f o l l o w i n g :  i f  t h e r e  are  indeed  "adve r se  
e f f e c t s  of overdue  o b l i g a t i o n s  on the  Fund's  assets," t h e s e  
e f f e c t s  do n o t ,  i n  my o p i n i o n ,  endanger  " f a i r  and a c c u r a t e  r e p o r t -  
i n g  of t h e  Fund ' s  f i n a n c i a l  position," a c c o r d i n g  t o  G e n e r a l l y  
Accepred Account ing P r i n c i p l e s ,  u n l e s s  c o u n t r i e s  r e f u s e  t o  comply 
w i t h  t h e  c u r r e n c y  v a l i t a t i o n  p rocess .  These e f f e c t s  a r e  r a t h e ;  
q u e s t i o n  of judgment,  s i n c e  once t h e  revenue  a s p e c t  i s  t a k e n  care 
of th rough t h e  burden s h a r i n g  and once t h e  v a l u e  q u e s t i o n  i s  o f f -  
s e t  through t h e  main tenance  of v a l u e  in terms of SDRs, t h e  only 
consequence of overdue  f i n a n c i a l  ob1 . iga t ions  i s  t o  compel t h e  
Fund t o  re ta in  s m e  asse t s - -ho ld ings  of currency-- longer  t h a n  
a n t i c i p a t e d  o r  desired. 

T h i s  s i t u a t i o n  i s  comparable  t o  t h a t  of a bank engaged i n  
" f u t u r e "  markets, w i t h  two very s p e c i a l  f e a t u r e s :  f i r s t ,  t h e  
d a t e  on which t h e  o p e r a t i o n  w i l l  be completed i s  unknown, and 
second,  t h e  r e s p e c t i v e  7alLes of both  t e t m s  of  t h e  swap a r e  
c o n s t a n t l y  ba l anced  a c w r d i n g  t o  comput s t i ans  made -by t h e  bank 
i t s e l f .  

The q u e s t i o n  of r i s k  coverage  of "of f -bs? once s h e e t  opera-  
t i o n s "  is, as f a r  as I know, s t i l l  under  d i s c u s s i o n  i n  most 
c o u n t r i e s ,  and 1 wonder how t h e  f e a t u r e s  I mentioned e a r l i e r  
would be t aken  i n t o  accoun t .  . 

A s  I s t r o n g l y  c h a l l e n g e d  t h e  need t o  e s t a b l i s h  p r o v i s i o n i n g ,  
1 w i l l  no t  e l a b o r a t e  on t h e  arguments  used t o  f a v o r  p r o v i s i o n i n g  
a g a i n s t  accumula t ion  of r e s e r v e s ;  l e t  m e  j u s t  s ay  t h a t  t hey  do 
n o t  convince  me. I would l i k e  t o  comnent on t h r e e  p o i n t s  which 
I w i l l  q u o t e  d i r e c t l y  from t h e  r e p o r t .  

"The accumula t ion  of r e s e r v e s  does n o t  r e f l e c t  a c o s t  o f  
conduc t ing  t h e  o p e r a t i o n s  of a n  o r g a n i z a t i o n .  More i m p o r t a n t l y ,  
I t  does  n o t  reduce  n e t  income but  r a t h e r  i n d i c a t e s  a s p e c i f i c  
use of i t "  (page  9 ) .  T h e  f o o t n o t e  on t h e  same page r e f u t e s  t h i s  
argument.  It r e c o g n i z e s  t h a t  t h e  r e l e v a n c e  of t h i s  f a c t  "may be 
somewhat reduced i n  t h e  c a s 2  of t h e  Fund by t h e  f a c t  t h a t  the 
reserve t a r g e t  i t s e l f  i s  a f a c t o r  i n  t h e  d e t e r m i n a t i o n  of t h e  
r a t e  of charge necessary t o  achieve t h e  ag reed  l e v e l  of net 
income." I am g l a d  t o  r ead  h e r e  t h a t  t h e  r e p o r t  recognizes t h a t  
the Fund i s  unique a n d  should  n o t  be  compared  t o  a n y  other 
financial i n s t i t u t i o n .  
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b. T h e r e  i s  '.iii n e i t h e r  ( p r o v i s i o n i n g  n o r  r e s e r v e  accumu- 
l a t i o n ) ,  3 r equ i r emen t  t? i d e n t i f y  t h e  assets  a g a i n s t  which 
p r o v i s i o n s  are e s t a b l i s h e d "  (page 8, i v ) .  T h e r e f o r e ,  p r o v i s i o n i n g  
wou1.d n o t  p i n p o i n t  one counury.  I ' d o  n o t  see how t h i s  i s  p o s s i b l e  
as t h e  r e p o r t  a l s o  reminds u s  t h a t :  " p r o v i s i o n s  r e f l e c t  a judg- 
ment t h a t  t h e  c u r r e n t  s t a t u s  of i n d i v i d u a l  l o a n s  o r  classes of 
r e c e i v & b ? e s  makes it a d v i s a b l e . . . t o  t a k e  c o r r e c t i v e  a c t i o n  in t h e  
form of  e s t a b l i s h i n g  a c o n t i n g e n t  a l lowance  w i t h  r e s p e c t  t o  t h e  
nominal  o r  book v a l u e  of some p a r t  o f  t h e  assets of  a n  o rgan iza -  
t i o n , "  and " t h e  d i s c h a r g e  of an o b l i g a t i o n  a g a i n s t  which a provi -  
s i o n  has been e s t a b l i s h e d  would no rma l ly  ... l e a d  t o  a n  e q u i v a l e n t  
r e d u c t i o n  of p r o v i s i o n s . "  

c .  "The proceeds  of a r e d u c t i o n  i n  p r o v i s i o n s  ... c o u l d  be. . .  
r e funded  t o  members t h a t  had f i n a n c e d  t h e  p r o v i s i o n  through a 
s u r c h a r g e  on c h a r g e s  o r  a d isco t in t  from remunera t ion ."  I n  con- 
t r a s t ,  a r e d u c t i o n  i n  t h e  r c e e r v e  t a r g e t  would normal ly  n o t  
b e n e f i t  e x a c t l y  t h e  same members t h a t  o r i g i n a l l y  f i n a n c e d  t h e  
r e s e r v e  accumula t ion  and i n  p ropor t io r ,  t o  t h e i r  c o n t r i b u t i o n . "  
I d o  n o t  see why a d e c i s i o n  s imi la r  io t h e  d e c i s i o n  made t o  
"burden s h a r e "  t h e  i n c r e a s e  i n  r e s e r v e  t a r g e t  from 5 p e r c e n t  t o  
7 5 p e r c e n t  i s  i m p o s s i b l e  while a d e c i s i o n  t o  "burden  s h a r e "  
p r o v i s i o n i n g  i s  unders tood .  

To sum up, my a u t h o r i t i e s  cou ld  go a l o n g  w i t h  f u r t h e r  
s t u d i e s  on e s t a b l i s h i n g  a p l a n  f o r  d e a l i n g  w i t h  a c o u n t r y  which 
does  n o t  m a i n t a i n  t h e  v a l u e  of t h ,  Fund h o l d i n g s  i n  i t s  c u r r e n c y .  
However, w e  a r e  n o t  p repa red  ro a g r e e  wi th  any more f a r - r e a c h i n g  
p r o v i s i o n i n g  p l ans .  

We t h i n k  t h a t  t h e  problem of t h e  image of t h e  Fund i s  more 
acute v i s - + v i s  d e b t o r s  t h a n  v is -2-v is  c r e d i t o r s  and p r i v a t e  
f i n a n c i a l  marke ts .  

Newer the le s s ,  i f  management were t o  c o n s i d e r  f u r t h e r  s t e p s  
t o  p r o t e c t  t h e  Fund ' s  f i n a n c i a l  p o s i t i o n ,  my a u t h o r i t i e s  would 
o n l y  c o n s i d e r  r e s e r v e  accumula t ion  and would i n s i s t  t h a t  t h e  
burden of t h e  r e s u l t i n g  n e c e s s a r y  f i n a n c i n g  be sha red .  

Mr. N F m a t a l l a ? i  s t a t e d  t h a t  he had unde r s tood  M t s .  P l o i x  t o  h:tve s a i d  
t h a t  p r o v i s i o n i n g  shou ld  t a k e  p l a c e  o n l y  when a member coun t ry  withdrew 
from t h e  Fund. There was pe rhaps  some c o n f u s i o n  between p r o v i s i o n i n g  and  
t h e  w r i t i n g  o f f  of assets.  H e  ag reed  t h a t  c o n s i d e r a t i o n  should be g iven  
t o  w r i t i n g  o f f  a s s e t s  when a member wi thdrew from t h e  Fund o r  d e c l a r e d  i t s  
i n t e a t i o n  no t  t o  repay  i t s  o t l i g a t i o n s  t o  t h e  Fund. However, t h e r e  were 
t e c h n i c a l  f a c t o r s  t h a t  war ran ted  p r o v i s i o n i n g ,  such a s  concerns abou t  
d e v a l u a t i o n  of a rneinber's cu r rency .  
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i4rs. PZoix remarked t h a t  s h e  had s t a t e d  t h a t  p r o v i s i o n i n g  was o n l y  a 
s t e p  toward t e r m i n a t i n g  a c o u n t r y ' s  membership i n  t h e  Fund and t h a t  such  a 
d e c i s i o n  shou ld  n o t  be t a k e n  l i g h t l y .  A d e c i s i o n  t o  p r o v i s i o n  was u s u a l l y  
a f i r s t  s t e p  toward w r i t i n g  o f f  t h e  assets of a c l i e n t .  

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

The Board took s e v e r a l  e s s e n t i a l  and i m p o r t a n t  s t e p s  l a s t  
year t o  beg in  a d d r e s s i n g  t h e  problem of overdue  o b l i g a t i o n s ,  
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 nonacc rua l  p o l i c y ,  i n c r e a s i n g  ' 
t h e  Fund's  g e n e r a l  reserves, and p u t t i n g  i n  p l a c e  a mechanism f o r  
s h a r i n g  t h e  c o s t s  a s s o c i a t e d  w i t h  overdue  o b l i g a t i o n s .  However, 
f o r  some time, we have a l s o  been c o n s i d e r i n g  p r o v i s i o n i n g  i n  
o r d e r  t o  s p e c i f i c a l l y  a d d r e s s  t h e  problem of overdue r e p u r c h a s e  
o b l i g a t i o n s ,  as w e  have s i m i l a r l y  s p e c i f i c a l l y  a d d r e s s e d  overdue  
i n t e r e s t  o b l i g a t i o n s  wi:h t h e  e s t a b l i s h m e n t  of t h e  nonacc rua l  
p o l i c y  

A s  t i m e  h a s  p a s s e d ,  p r o v i s i o n i n g  h a s  t a k e n  on much mare 
s i g n i f i c a n c e  because  of t h e  growing and p r o t r a c t e d  n a t u r e  o f  t h e  
a r r e a r s  problem. A s  was p o i n t e d  o u t  by t h e  External  Audi t  
Corcmj.ttee a t  t h e  t i m e  of t h e  1986 a u d i t ,  overdue  o b l i g a t i o n s  
have grown t o  a s i z e  t h a t  t h e y  are  material  i n  r e l a t j o n  t o  t h e  
Fund's r e s e r v e s .  I b e l i e v e  t h a t  no one would a r g u e  t h a t  t h i s  
is n o t  a s e r i o u s  problem f o r  t h e  i n s t i t u t i o n .  

The case f o r  t a k i n g  t h e  a p p r o p r i a t e  s t e p s  t o  a d d r e s s  t h e  
problem of overdue r e p u r c h a s e  o b l i g a t i o n s  i s  made c l e a r l y  i n  t h e  
paper  b e f o r e  us .  F i r s t ,  t h e  s t a f f  reca l l s  t h a t  i n  1985, t h e  
T r e a s u r e r  of t h e  Fund proposed e s t a b l i s h i n g  a comprehensive and 
s t r u c t u r e d  approach  t o  e v a l u a t i n g  t h e  r i s k s  a s s o c i a t e d  w i t h  over- 
due o b l i g a t i o n s .  The E x t e r n a l  Audit  Committee a l s o  emphasized 
t h e  impor tance  of t h i s  m a t t e r ,  and endorsed  t h e  T r e a s u r e r ' s  
p r o p o s a l .  I n  view of t h e  worsening of the problem by t h e  t i m e  
of  t h e  1986 a u d i t ,  t h e  E x t e r n a l  Audi t  Committee s t r o n g l y  urged 
f u r t h e r  work on the T r e a s u r e r ' s  p r o p o s a l  f o r  deve lop ing  such  an 
approach ,  s o  tha: a framework f o r  a d d r e s s i n g  t h e  matter of 
a r r e a r s  as i t  a f f e c t s  t h e  Fund ' s  f i n a n c i a l  s t a t e m e n t s  cou ld  be 
e s t a b l i s h e d .  

The p a p e r  b e f o r e  u s ,  t o g e t h e r  w i t h  EBS!86/82, p r o v i d e s  a n  
a n a l y s i s  of t h e  c r i t e r i a  r e l e v a n t  t o  e v a l u a t i n g  t h e  r i s k s  a s s o c l -  
a t p d  w i t h  a s s e t s  n o t  pa id  as scheduled .  I t  i s  c o r r e c t l y  p o i n t e d  
out t h a t  t h e  Fund h a s  no p a s t  e x p e r i e n c e  wi th  l o s s ,  making i t  
i m p r a c t i c a l  t o  u s e  h i s t o r i c a l  e x p e r i e n c e  a s  a c r i t e r i a  f o r  t h e  
Fund. However, t h e r e  a r e  a number of o t h e r  impor t an t  cons ide ra -  
t i o n s ,  i n c l u d i n g  members' f i n a n c i a l  c i r c u m s t a n c e s ,  economic 
~ e r f o r m a n c e ,  and t h e  d u r a t i o n  of  overdue  payments which m u s t  be 
w e i g h e d  h e a v i l y  by t h e  Fund i n  judging  r i s k s  a s s o c i a t e d  w i t h  
overdue o b l i g a t i o n s .  
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T h e  o v e r r i d i n g  c o n s i d e r a t i o n s  f o r  t h e  Fund a re  t h a t  a r r e a r s  
nave mushroomed i n  t h e  p a s t  t h r e e  t o  f o u r  y e a r s ,  and t h a t  some 
o b l i g a t i o n s  have remained overdue f o r  a prolonged p e r i o d  of t ime.  
Given c h i s  s i t u a t i o n ,  and a c c o r d i n g  due  importance t o  t h e  c r i t e r i a  
of p r o r r a c t e d  overdye o b l i g a t i o n s ,  w e  canno t  a v o i d  t h e  c o n c l u s i o n  
t h a t  t h e  e f f e c t i v e  r e a l i z a b l e  v a l u e  of t h o s e  a s s e t s  which have n o t  
been r epurchased  as  s c h e d u l e d ,  and which have remained ove rdue  f o r  
a p r o t r a c t e d  p e r i o d  of t i m e ,  h a s  been impa i red .  T h e r e f o r e ,  I 
f u l l y  concur w i t h  t h e  o b s e r v a t i o n  on page 2 0  of EBS/87/97 t h a t  
" t h e  s h a r p  inc:rease i n  t h e  amount of o b l i g a t i o n s  t h a t  a r e  ove rdue  
f o r  p r o t r a c t e d  p e r i o d s  of t i m e  s u g g e s t  t h a t  from t h e  p o i n t  of view 
of t r u e  and a c c u r a t e  r e p o r t i n g  of t h e  Fund's  f i n a n c i a l  p o s i t i o n ,  
t h e  e f f e c t i v e  r e a l i z a b l e  v a l u e  of t h e  assets  which have n o t  been 
r epurchased  when due have been d imin i shed  r e l a t i v e  t o  t b e  nominal 
o r  book va lue .  I n  t h e s e  c i r c u m s t a n c e s  i t  would seem a p p r o p r i a t e  
t o  p rov ide  f o r  a means t o  compensate f o r  t h e  a d v e r s e  e f f e c t s  o f  
overdue o b l i g a t i o n s  on t h e  Fund's  assets  and on  i t s  f i n a n c i a l  
p o s i t i o n  and t h u s  ensure  f a i r  and accurate r e p o r t i n g  o f  t h e  
Fund's f i n a n c i a l  p o s i t i o n . "  

R e l a t e d  t o  t h e  issue of f a i r  and a c c u r a t e  r e p o r t i n g ,  t h e  
s t a f f  g i v e s  a c l ea r  e x p l a n a t i o n  as t o  why r e s e r v e s  and p r o v i s i o n s  
canno t  be viewed as s u b s t i t u t e s  f o r  one a n o t h e r .  G e n e r a l l y  
Accepted Account ing P r i n c i p l e s ,  t o  which t h e  Fund does  a d h e r e  i n  
t h e  p r e p a r a t i o n  of i t s  f i n a n c i a l  s t a t e m e n t s ,  c l e a r l y  r e q u i r e  t h a t  
p r o v i s i o n s  be e s t a b l i s h e d  when a n  o r g a n i z a t i o n  d e t e r m i n e s  t h a t  
zame of i t s  assets may be impa i red  o r  have a v a l u e  t h a t  i s  less 
t h a n  t h e  nominal  v a l u e  shown i n  t h e  f i n a n c i a l  statements. 
Rese rves ,  o r  e q u i t y  c a p i t a l ,  on t h e  o t h e r  hand, p r o t e c t  a n  o rgan i -  
z a t i o n  o n l y  from g e n e r a l  u n c e r t a i n t y  and u n f o r e s e e n  c i r c u m s t a n c e s  
and a re  n o t  a s p e c i f i c  r e s p o n s e  t o  t h e  judgment t h a t  some p o r t i o n  
of a n  o r g a n i z a t i o n ' s  assets a re  impa i red .  In f a c t ,  as t h e  s t a f f  
p o i n t s  o u t ,  a n  i n c r e a s e  i n  reserves would n o t  e x p l i c i t l y  r e c o g n i z e  
t h e  p r o t r a c t e d  arrears problem and t h 5 r e f o r e  would no t  o b v i a t e  
t h e  need f o r  p r o v i s i o n i n g .  

F a i l u r e  t o  p r o v i s i o n  cou ld  p u t  t h e  Fund i n  d i r e c t  c o n f l i c t  
w i t h  G e n e r a l l y  Accepted Account ing P r i n c i p l e s .  T h i s  would be a 
s e r i o u s  d e p a r t u r e  from t h e  f i n a n c i a l  and a c c o u n t i n g  s t a n d a r d s  t h a t  
t h e  Fund h a s  fol-lowed. Moreover,  t h e r e  i s  t h e  r i s k  t h a t  t h e  Fund 
would be s u b j e c t  t o  a q u a l i f i e d  a u d i t ,  i f  p r o v i s i o n i n g  is n o t  
i n s t i t u t e d  and ou r  f i n a n c i a l  s t a t e m e n t s  a r e  c o n s e q u e n t l y  judged 
t o  be no t  i n  a c c o r d  w i t h  G e n e r a l l y  Accepted Accounting P r i n c i p l e s .  

A q u a l i f i e d  a u d i t  would be most u n d e s i r a b l e  f o r  t h e  Fund; 
i t  would r a i se  q u e s t i o n s  wiLh r e g a r d  t o  t h e  f i n a n c i a l  p r i n c i p l e s  
t h a t  govern t h e  i n s t i t u t i o n .  and w i t h  r e g a r d  t o  t h e  f i n a n c i a l  
i n t e g r i t y  of t h e  Fund- These  i n  t u r n  would likely weaken t h e  
c o n f i d e n c e  t h e  Fund's  c r e d i t o r s  now have i n  t h e  i n s t i t u t i o n ,  and 
weaken t h e  Fund's image  i n  t h e  f i n a n c i a l  s y s t e m .  The i n s t i t u t i o n  
and  its members c a n  a f f o r d  n e i t h e r  of  these. 
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Undoubtedly, provisioning raises a number of difficult issues 
for ;he Fund. I share the view that this is a unique financial 
institution. One aspect of that uniqueness relates to the nature 
of  the Fund's lending which differs in structure from that of 
many lending InsLitutions in that it lends by means of an exchange 
of currenciec. However, regarc'less of the structure of our lend- 
ing arrangements, we clearly do extend credit. Here again, the 
key consideration is that financial obligations to the institu- 
tion, regardless of the unique nature of those obligations, have 
not been met when due and have remained overdue for a protracted 
period of time. 

There are two other unique features of the Fund's operations 
that should be viewed in conjunctim with each other. une is 
that members, even members in arrears, are required to maintain 
the value, in local currency, of the Fund's holdings of their 
currencies. Thp second is that the Fund's lending is based on a 
revo1vin.g fund of usable currencies. Despite the maintenance of  
value obligation, if repurchases are not made on schedule by 
.some members, the Fund is constrained in conducting its operations 
as other menber countries may be deprived of financing that 
requires usable currer.;ies. 

The uniqueness of the institution goes far beyond the nature 
of tts lending arrangsments. Its uniqueness al.so results from 

system. The role that the Fund plays in helping members formulate 
economic policies and programs, and the confidence that members, 
as well as the financial system in general, place in t h e  Fund f o r  
that function a l s o  put the Fund.in a highly unique position. 
Indeed, the Fund plays such a central role in the international 
financial system and in addressing the debt problem, that is is 
even more incumbent upon us to assure that the financial principles 
and accounting standards that we follow are unquestionable. 
Otherwise, the central role played by the Fund, and the benefits 
that this brings t o  the financial system and to members could be 
easily endangered. 

Cl. central role that it plays in the international financial 

More specifically, members have looked to the Fund to play 
a key catalytic role in arranging financing packages with commer- 
cial banks. That cataly-ic role has been possible not only 
because of the extension of Fund resources, but more important, 
because of the Fund's role in helping members develop  economic 
programs that address their balance o f  payments and debt problems. 
I believe that it is crucial that the Fund continue to be in a 
p o s i t i o n  to play that role f o r  members which is central t o  the 
debt strategy and central t o  members obtaining needed financing. 

There are a few additional considerations t h a t  are importa.nt 
to keep in mind as we consider taking t h i s  step. First, p r o v i -  
sioning does not mean that a loss has occurred, or that the Fund 
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i s  w r i t i n g  o f f  a s s e t s .  I n s t e a d ,  i t  would mean t h a t  t h e  Funa h a s  
t a k e n  a n  impor t an t  s t e p  i n  p r o t e c t i n g  i t s  f i n a n c i a l  position and 
i n  f a i r l y  r e p o r t i n g  it.s f i n a n c i a l  c o n d i t i o n .  

Second, I must n o t e  t h a t  t h e  members of t h i s  i n s t i t u t i o n  
o f t e n  must s e e k  a d d l t i o n a l  f i n a n c i n g  o r  a u t h o r i t y  f o r  t h e  Fund 
from our l e g i s l a t u r e s  i n  o r d e r  t o  e n a b l e  t h e  Fund t o  c a r r y  o u t  
i t s  purposes .  We cannot  e x p e c t  t hese  l e g i s l a t i v e  b o d i e s ,  o r  
governments i n  g e n e r a l ,  t o  be  w i l l i n g  t o  a u t h o r i z e  new f i n a n c i n g  
f o r  t h e  Fund, i f  t h e  i n s t i t u t i o n  i s  l a x  i n  p r o t e c t i n g  i t s  f inan -  
c i a l  p o s i t i o n ,  and i f  i t  i s  remiss i n  p r e s e n t i n g  ;_hem w i t h  a n  
a c c u r a t e  r e p r e s e n t a t i o n  of its f i n a n c i a l .  s i t u a t i o n .  

A t h i r d  c o n s i d e r a t i o n  r e l a t e s  t o  t h e  p r a c t i c e s  of o t h e r  
f i n a n c i a l  i n s t i t u t i o n s ,  and I would c i t e ,  i n  p a r t i c u l a r ,  t h e  
World Bank. O f  c o u r s e ,  t h e  Bank h a s  e s t a b l i s h e d  a p o l i c y  of 
p r o v i s i o n i n g .  Some p o i n t  o u t  t h a t  t h e  Bank i s  p a r t l y  re.',iant on 
t h e  p r i v a t e  f i n a n c i a l  markets #o r  i t s  f u n d i n g ,  and t h a t  t h i s  was 
key t o  i t s  d e c i s i o n  t o  proviP-.'on. 1 must n o t e  t h a t  member g o v e r v  
ments ,  who p rov ide  f i n a n c i n g  t o  t h e  Fund through c r e d i t  and q u o t a  
r e s o u r c e s  a l s o  e x p e c t  t h a t  t h e  h i g h e s t  p r i n c i p l e s  of prudent  
f i n a n c i a l  management w i l l  be fo l lowed.  I b e l i e v e  t h a t  o f f i c i a l  
s h a r e h o l d e r s  are  as i n t e r e s t e d  i n  t h e  f i n a n c i a l  s t a n d a r d s  of  a n  
i n s t i t u t j o n  i n  which they  i n v e s t  as  p r i v a t e  s h a r e h o l d e r s .  

- 
While  t h e  need t o  e s t a b l i s h  provisions i s  c l ea r ,  t h e  modali- 

t i es  by which we should  p r o v i s i o n  a r e  n o t  so  c lear .  Mr. D a l l a r a  
pu t  forward a p r o p o s a l  l a s t  y e a r  t h a t  we e s t a b l i s h  a p r o v i s i o n  
o f  some 15 p e r c e n t  a y e a r  a g a i n s t  o u t s t a n d i n g  c r e d i t  of members 
t h a t  have been i n  a r r e a r s  f o r  a s p e c i f i e d  p e r i o d  o f  perhaps  18 o r  
24 months. A f t e r  t h e  i n i t i a l  p r o v i s i o n  of 15 p e r c e n t ,  s i m i l a r  
amounts would bs provf s ioned  f o r  on a n  a n n u a l  basis  t h e r e a f t e r .  
We b e l i e v e  t h a t  t h i s  approach  h a s  merit ,  p a r t i c u l a r l y  as i t  
would base  t h e  amount of p r o v i s i o n s  on t h e  c r e d i t  t h a t  t h e  Fund 
has o u t s t a n d i n g  t o  members where t h e r e  i s  a problem w i t h  overdue 
payments. It d o e s  seem impor t an t  t o  r e c o g n i z e  t h a t ,  when a 
member i s  i n  a r r e a r s ,  t h e  s t a t u s  of expec ted  r e p u r c h a s e s  i s  a l s o  
q u e s t i o n a b l e .  In o t h e r  words,  t h e r e  i s  a n  added r i s k  f a c t o r  
a s s o c i a t e d  w i t h  r epurchases  t h a t  w i l l  come due i n  t h e  f u t u r e .  
I n  sum, we c o n t i n u e  t o  believe t h a t  t h e  approach  p resen ted  by 
M r .  D a l l a r a  i s ,  i n  g e n e r a l ,  a p r a c t i c a l  a n d  f e a s i b l e  one.  The 
s t a f f  h a s  suggested a s imilar  approach ,  a l t h o u g h  t h e  s p e c i f i c  
c r i t e r i a  d i f f e r .  I b e l i e v e  f u r t h e r  t h i n k i n g  on t h i s  i s s u e  t o  
de t e rmine  t h e  s p e c i f i c  c r i t e r i a  and o t h e r  m o d a l i t i e s  i s  war ran ted .  

I n  e s t a b l i s h i n g  p r o v i s i o n s ,  a key i s s u e  O R  which t h e  Board 
will need t o  f o c u s  i s  t h e  f i n e n c i n g  of  p r o v i s i o n s .  C e r t a i n l y ,  
p r o v i s i o n i n g  i s  i n  t h e  I n t e r e s t  of t h e  e n t i r e  rnernbership and 
t h e r e  i s  a logical reason  f o r  hav ing  both  c r e d i t o r s  and d e b t o r s  
sha re  in the f i n a n c i n g .  
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I n  t h i s  c o n t e x t ,  I believe t h a t  t h e  Board should e x p l o r e  3 
range of means of f i n a n c i n g  p r o v i s i o n s .  As a f i r s t  s t e p ,  w e  
shou ld  examine t h e  merits of deeming t h e  income, ea rned  i n  excess 
of t a r g e t  i n  f i n a n c i a l  y e a r  1987, t o  t h e  f i n a n c i n g  of p r o v i s i o n s .  
However, w e  must also e x p l o r e  a d d i t i o n a l ,  more permanent f i n a n c i n g  
t echn iques .  These  shou ld  i n c l u d e  methods of e s t a b l i s h i n g  a more 
e q u i t a b l e  b a s i s  among a l l  members f o r  c o n t r i b u t i o n s ,  pe rhaps  by 
l o o k i n g  i n t o  t h e  methods f o r  C o n t r i b u t i o n s  by c o u n t r i e s  t h a t  are  
n e i t h e r  c r e d i t r o s  n o r  d e b t o r s .  

I n  c o n c l u s i o n ,  t h i s  i s  a n  e x t r e m e l y  i m p o r t a n t  i s s u e  € o r  t h e  
Fund. I t  is  incumbent upon u s ,  i f  w e  are t o  m a i n t a i n  h igh  s t a n -  
d a r d s  of p ruden t  f i n a n c i a l  management, t o  t a k e  t h e  a p p r o p r i a t e  
steps t o  a d d r e s s  t h e  arrears s i t u a t i o n .  T h i s  i s  n e c e s s a r y  both  
from t h e  s t a n d p o i n t  of p r o t e c t i n g  t h e  Fund ' s  f i n a n c i a l  p o s i t i o n  
arid from t h e  s t a n d p o i n t  of f a i r l y  and a c c u r a t e l y  r e p o r t i n g  ou r  
f i n a n c i a l  c o n d i t i o n .  L ike  o t h e r  D i r e c t o r s ,  1 w i l l  s a y  f i n a l l y  
t h a t  r e g a r d l e s s  of t h e  name t h a t  w e  a t t a c h  t o  o u r  answer to t h i s  
problem, i t  must be a d d r e s s e d  i n  a manner t h a t  s p e c i f i c a l l y  
r e c o g n i z e s  t h e  problem, and t h a t  p r e s e r v e s  t h e  Fund's  f i n a n c i a l  
i n c e g r i t y  and t h e  a c c o u n t i n g  s t a n d a r d s  t o  which w e  adhe re .  

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

I s i n c e r e l y  hope t h a t  Mr. Kafka o r  Mr. Hospedal.es can  cor-  
rect  t h e  press r e p o r t s  of J u n e  11, 1987,  which i n d i c a t e  t h a t  t h e  
B r a z i l i a n  M i n i s t e r  of F inance  h a s  a sked  f o r  a postponement  of 
r epurchases  t o  t h e  Fund, t h e r e b y  t r e a t i n g  t h e  Fund i n  a s i m i l a r  
manner as  commercial  banks.  N o . a c t i o n  c o u l d  have d rama t i zed  
more t h e  p r e s e n t  d i s c u s s i o n  on p r o v i s i o n i n g  and t h e  s ix-monthly 
r e p o r t  on  overdue o b l i g a t i o n s .  

The r e p o r t  on  overdue  o b l i g a t i o n s  a l o n e  would have been 
s u f f i c i e n t  t o  a l a r m  t h e  Board. I t  shows t h a t  a r r e a r s  have con- 
t i n u e d  t o  r i s e ,  w i t h  p a r t i c u l a r l y  s t r o n g  i n c r e a s e s  i n  payments 
t h a t  have been o u t s t a n d i n g  f o r  a p r o t r a c t e d  p e r i o d .  A l l  t h e  
r a t i o s  r e l a t i n g  overdue  o b l i g a t i o n s  t o  measures  of Fund a c t i v i t y  
have d e t e r i o r a t e d .  One measure has a p a r t i c u l a r  b e a r i n g  on t h e  
Board 's  c o n s i d e r a t i o n s  abou t  p r o v i s i o n i n g :  i n  o n l y  s i x  y e a r s ,  
overdue o b l i g a t i o n s  have  r i s e n  from l e s s  t h a n  3 p e r c e n t  t o  
a lmost  100 p e r c e n t  of t h e  l e v e l  of r e s e r v e s ,  and t c t a l  c r e d i t  
o u t s t a n d i n g  t o  members i n  arrears h a s  reached  a lmos t  twi.ce t h e  
l e v e l  of reserves.  

While  t h e  problem of a r r e a r s  h a s  t h u s  f a r  been  c o n t a i n e d  t o  
a s m a l l  number of Fund members, t h e  e x t e n t  t o  which it  has  become 
en t r enched  i n  these c a s e s  i s  ve ry  d i s t u r b i n g .  T h e  d i f f i c u l t i e s  
r e c e n t l y  encoun te red  by some members i n  n o r m a l i z i n g  t h e i r  f i n a n -  
c i ~ '  r e l a t i o n s  w i t h  t h e  Fund c l e a r l y  d e m o n s t r a t e s  t h a t  s o l u t i o n s  
may become h a r d e r  t o  f i n d  t h e  l o n g e r  t h e  problem l i n g e r s  o n -  
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'These developments l e a d  m e  t o  t h e  co r . c lus ion  t h a t  w e  must 
s t r e r i g t h e n  t h e  approach f o r  d e a l i c g  w i t h  t h e  i s s u e .  
i s  how can t h i s  be done. 

The q u e s t i o n  

S t e p s  t a k e n  i n  t h e  p a s t  were a p p r o p r i a t e ,  a l t h o u g h  i n s u f f i -  
c i e n t  t o  r e a l l y  come t o  g r i p s  w i t h  t h e  problem. I welcome t h e  
s t e p s  t aken ,  as d e s c r i b e d  i n  t h e  s t a f f  r e p o r t ,  and look fo rward  
t o  t h e  p a p e r s  t o  be produced. I s u p p o r t  t h e  proposed d e c i s i o n  
on t h e  system of s p e c i a l  cha rges .  But I share  M r .  N i m a t a l l a h ' s  
view t h a t  u n l e s s  t h e  s i t u a t i o n  improves,  t h e  Board may have t o  
re-examine whdt a d d i t i o n a l  measures  c o u l d  be i n t r o d u c e d  t o  
p r o v i d e  s t r o n g e r  i n c e n t i v e s  f o r  members t o  pay t h e  Fund on time. 

All d e l i b e r a t i o n s  abou t  p o s s i b l e  s t e p s  t o  overcome t h e  
arrears problem must  s t a r t  w i t h  t h e  r e c o g n i t i o n  of t h e  un ique  
c h a r a c t e r  of t h e  Fund as a c o o p e r a t i v e  o r g a n i z a t i o n  a t  t h e  c e n t e r  
of t h e  i n t e r n a t i o n a l  monetary system. To be s u r e ,  t h e  Fund as 
t h e  major p l a y e r  i n  t h e  f r o n t  l i n e  of t h e  b a t t l e  t o  overcome t h e  
g l o b a l  d e b t  problem h a s  r e c e i v e d  some b r u i s e s .  T h i s  may have 
x e n  unavo idab le .  But now i t  i s  essent ia l  t h a t  eve ry  e f f o r t  be 
made to  s h i e l d  t h e  i n s t i t u t i o n  i n  o r d e r  t o  avo id  i m p a i r i n g  i t s  
a b i l i t y  t o  c a r r y  o u t  i t s  t a s k s  e f f e c t i v e l y .  

To t h i s  e f f e c t ,  members must a c c o r d  f i r s t  p r i o r i t y  t o  meet- 
i n g  t h e i r  o b l i g a t i o n s  t o  t h e  Fund. These o b l i g a t i o n s  canno t  be  
r e schedu led .  T h i s  p r i n c i p l e  needs t o  be uphe ld ,  whatever  t h e  
p a r t i c u l a r  r e a s o n s  f o r  the p a s t  and p r e s e n t  i n a b i l i t y  of some 
members t o  s e r v i c e  t h e i r  d e b t  t o  t h e  Fund. I n  a d d i t i o n ,  che Fund 
must c o n t i n u e  and, i f  p o s s i b l e ,  s t r e n g t h e n  its e f f o r t s  t o  h e l p  
t h o s e  members t o  overcome t h e i r  economic d i f f i c u l t i e s  and e n a b l e  
t h e m  t o  no rma l i ze  t h e i r  f i n a n c i a l  r e l a t i o n s  w i t h  t h e  Fund. 

N e v e r t h e l e s s ,  w e  canno t  i g n o r e  t h e  i n c r e a s i n g  r i s k s  f a c e d  by 
t h e  Fund, which c a l l  f o r  f u r t h e r  s t e p s  t o  s a f e g u a r d  and s t r e n g t h e n  
i t s  f i n a n c i a l  p o s i t i o n .  I see r i s k s  f o r  t h e  Fund a s i d e  from i t s  
weakened l i q u i d i t y  p o s i t i o n .  We canno t  e x c l u d e  t h e  p o s s i b i l i t y  
t h a t  members may withdraw from t h e  Fund, which would, i n  my mind, 
force t h e  Fund t o  wri te  o f f  i n s t a n t l y  t h e  f u l l  amount o f  o b l i g a -  
t i o n s  o u t s t a n d i n - .  The re  a r e  a l s o  r i s k s  t h a t  c r e d i t o r s  of t h e  
Fund may become more concerned and t h a t  d i s c u s s i o n s  on t h e  quo ta  
review may g e t  even more d i f f i c u l t .  We must t h e r e f o r e  s t r e n g t h e n  
t h e  f i n a n c i a l  p o s i t i o n  of t h e  F u n d .  However, t h e  i n t r o d u c t i o n  
of p r o v i s i o n i n g  a t  t h i s  p o i n t  i n  t i m e  does  n o t  appea r  t o  be t h e  
a p p r o p r i a t e  way of a c h i e v i n g  t h i s  o b j e c t i v e ,  w h i l e  s a f e g u a r d i n g  
th?. Fund's c e n t r s l  r o l e  a s  t h e  l e n d e r  of las t  resor t .  I n s t e a d  
of p r o v i s i o n i n g ,  t h e  Fund must c o n t i n u e  t o  b u i l d  up i t s  r e s e r v e s .  
L e t  me e x p l a i n  why. 

The main argument f a v o r i n g  p r o v i s i o n i n g  o v e r  a n  i n c r e a s e  i n  
r e s e r v e s  appears  t o  be based on a c c o u n t i n g  p r i n c i p l e s ,  namely, 
G A A P .  These p r i n c i p l e s  r e q u i r e  t h a t  t h e  s t a t e m e n t s  of f i n a n c i a l  



i n s t i t u t i o n s  g i v e  a f a i r  and a c c u r a t e  r e f l e c t i o n  of t h e i r  f i n a n -  
c i a l  p o s i t i o n .  I f  one  h o l d s ,  as t h e  E x t e r n a l  Audit  Committee 
a p p a r e n t l y  does ,  t h a t  some of t h e  Fund's  assets are impa i red  
because  t h e r e  i s  a r i s k  c h a t  t h e  members i n  arrears w i l l  n o t  
repay  t h e  Fund, i t  might be p ruden t  and even  n e c e s s a r y  t o  p rov i -  
s i o n  a g a i n s t  t h i s  p o s s i b l e  l o s s .  However, in t h e  c o n t e x t  of t h e  
Fund, I b e l i e v e  t h a t  as long  as ire are convinced  t h a t  i n  t h e  
f i n a l  cutcome, members will r e p u r c h a s e ,  i t  i s  d i f f i c u l t  to s t a t e  
t h a t  c e r t a i n  assets are impa i red .  A s  t h e  s t a f f  admi t s ,  t h e r e  i s  
no e x p e r i e n c e  on which t h e  Fund cou ld  base  a n  assessment  of  asset 
impairment .  

More i m p o r t a n t ,  t h e r e  are  s e v e r a l  r e a s o n s  why t h e  Fund can- 
n o t  be t r e a t e d  t h e  same way as o t h e r  f i n a n c i a l  i n s t i t u t i o n s .  
F i r s t ,  t h e  Fur?d h a s  a unique c h a r a c t e r .  It  i s  a c o o p e r a t i v e  
o r g a n i z a t i o r i  of s o v e r e i g n  n a t i o n s ,  and i t s  f i n a n c i a l  r e l a t i o n s  
w i t h  i t s  members d i f f e r  c o n s i d e r a b l y  from t h o s e  between a bank 
and i t s  c l i e n t s .  Thus,  t h e  Fund canno t  be compared w i t h  commer- 
c i a l  e s t a b l i s h m e n t s ,  which a r e  guided  by d i f f e r e n t  m o t i v a t i o n s  
i n  t h e  conduct  of t h e i r  b u s i n e s s .  A s  a n  a s i d e ,  I might add t h a t  
commercial  banks o r  e n t e r p r i s e s  e s t a b l i s h  p r o v i s i o n s  a g a i n s t  
p o s s i b l e  l o s s e s  by no means o n l y  t o  " p r e s e n t  a f a i r  and a c c u r a t e  
s t a t e m e n t  of t h e i r  f i n a n c i a l  p o s i t i o n . "  A p a r t  from n a t i o n a l  
s u p e r v i s o r y  r e g u l a t i o n s  and a c c o u n t i n g  p r a c t i c e s ,  tax cons ide ra -  
t i o n s  f e a t u r e  prominent ly  i n  commercial  e n t e r p r i s e s '  p r o v i s i o n i n g  - 
p r a c t i c e .  Even t h e  World Bank's s i t u a t i o n  i s  d i f f e r e n t  from t h a t  
of  t h e  Fund, because  i t  r e l i e s  on r e f i n a n c i n g  through interna- 
t i o n a l  c a p i t a l  marke ts .  

Second, i f  t h e  Fund were t o  i n t r o d u c e  p r o v i s i o n i n g ,  i t  would 
raise s e r i o u s  p o l i t i c a l  q u e s t i o n s  r e g a r d i n g  t h e  s i g n a l s  such  an 
a c t i o n  would g i v e  t o  members and t h e  i n t e r n a t i o n a l  community. 
Would i t  be unde r s tood  as a d e p a r t u r e  from t h e  p r i n c i p l e  of t h e  
r e v o l v i n g  u s e  of t h e  Fund's  r e s o u r c e s ?  Would i t  n o t  be t a k e n  as 
a weakening of t h e  p r i n c i p l e  t h a t  t h e  Fund i n  i t s  c a p a c i t y  as a 
l e n d e r  of l a s t  r e s o r t ,  h a s  t o  be r e p a i d  and t h a t  such  repayment 
h a s  p r i o r i t y  o v e r  members' 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 ?  Would 
n o t  t h e  Fund be a c t i n g  l i k e  a bank, exposing i t s e l f  t o  t h e  r i s k  
of be ing  t r e a t e d  l i k e  a bank? I a m  a f r a i d  t h a t  t h e  answer t o  
a l l  t h e s e  q u e s t i o n s  i s ,  a t  l ea s t  a q u a l i f i e d ,  y e s .  

T h i r d ,  as Mrs. P l o i x  has po in ted  o u t ,  p r o v i s i o n i n g  might 
have f a r - r each ing  i m p l i c a t i o n s  f o r  t h e  Fund ' s  p r i n c i p l e  of 
main tenance  of v a l u e  t h a t  s t re tch beyond t h e  i s s u e  of overdue  
a b l i g a  t ions .  

I n  c o n c l ~ ~ s i o n ,  d e s p i t e  t h e  ve ry  i n t e r e s t i n g  s t a f f  pape r  and 
c h e  c a n c e t n s  e x p r e s s e d  by t h e  e x t e r n a l  a u d i t o r s ,  t h e  r e s e r v a t i o n s  
against p r o v i s i o n i n g ,  as  re f lec ted  ir, t h e  Chairman's summing up 
of t h e  p r e v i o u s  Board d i s c u s s i o n  on t h e  i s sue  a re  s t i l l  v a l i d .  
B u t  l e t  me s t ress  a g a i n ,  overdue  o b l i g a t i o n s  pose g r e a t  r i s k s  
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f o r  t h e  Fund, a g a i n s t  which i t  h a s  t o  b e  p r o t e c t e d .  fIowever, 
r a t h e r  t h a n  i n t r o d u c i n g  p r o v i s i o n i n g ,  w e  shou ld  aim a t  b o o s t i n g  
t h e  Fund's reserves f u r t h e r .  We have a n  o p p o r t u n i t y  t o  ac t  
a c c o r d i n g l y  a t  the Board ' s  for thcoming d i s c u s s i o n  on t h e  Fund ' s  
income p o s i t i o n  an J u n e  1 7 ,  1987. I am a l s o  open t o  f u r t h e r  
s t u d i e s  on t h e  c h a r a c t e r i s t i c s  of t h e  Fund ' s  r e s e r v e s ,  p a r t i c u -  
1ar l .y  whether  t h e r e  may be a need f o r  e s t a b l i s h i n g  a s p e c i a l  
reserve a c c o u n t ,  pe rhaps  as a subaccount  t o  t h e  Fund's g e n e r a l  
r e s e r v e s .  I hope t h a t  members of t h e  e x t e r n a l  a u d i t  commit tee  
w i l l  be  s a t i s f i e d  w i t h  t h i s  approach ,  as I would c e r t a i n l y  l i k e  
t o  a v o i d  hav ing  a q u a l i f i e d  s t a t e m e n t .  O f  c o u r s e ,  i f  t h e  problem 
c o n t i n u e s  t o  worsen ,  o r  i f  t h e r e  are new developments ,  I would be  
prepared  t o  c o n t i n u e  t h e  d i s c u s s i o n  on p r o v i s i o n i n g .  

Mr. Hospedales  commented t h a t  t h e  p r e s s  a g e n c i e s  had m i s i n t e r p r e t e d  
t h e  s t a t e m e n t  by t h e  M i n i s t e r  of F inance  of B r a z i l .  The M i n i s t e r  had . 

s a i d ,  as  t h e  p r e s s  r e p o r t e d ,  t h a t  i t  would have been h e l p f u l  i n  approach- 
i ng  B r a z i l ' s  o f f i c i a l  c r e d i t o r s  i f  t h e  Fund would a g r e e  t o  postpone 
B r a z i l ' s  o b l i g a t i o n s  t o  t h e  Fund. However, h e  had gone on t o  emphasize 
t h a t  Fund p rocedures  d i d  n o t  a l l o w  s u c h  a postponement.  B r a z i l  was 
c u r r e n t  w i t h  t h e  Fund and would co.iltinue t o  a d h e r e  t o  i t s  o b l i g a t i o n s  t o  
t h e  Fund. 

Mr. Salehkhou made t h e  fr , l lowing s t a t e m e n t :  

The problem of overdue  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund 
c o n t i n u e s  t o  be a c a u s e  f o r  concern .  During th? six-month p e r i o d  
covered i n  t h e  s t a f f  r e p b r t :  overdue  o b l i g a t i o n s  i n c r e a s e d  by 
SDR 280 m i l l i o n  t o  abou t  SDR 1.2 b i l l i o n ,  and t h e y  c o n t i n u e d  t o  
i n c r e a s e  by SDR 7 1  m i l l i o n  i n  A p r i l  and May 1987. Notwi ths tand-  
i n g  t h e  sharp  rise i n  arrears t o  t h e  Fund, i t  shou ld  be empha- 
s i z e d  t h a t  t h e  number of members s u b j e c t  t o  c o m p l a i n t s  remained 
unchanged, a l b e i t  w i t h  two c o u n t r i e s  t a k i n g  t h e  p l a c e  of two 
o t h e r s ,  t h u s  r e f l e c t i n g  a heavy c o n c e n t r a t i o n  of  a r r e a r s  among 
a s m a l l  group of members t h a t  have l .ong-standing overdue o b l i g a -  
t i o n s  t o  t h e  Fund and are  f a c i n g  p r o t r a c t e d  e x t e r n a l  f i n a n c i a l  
imbalances .  A s  i n d i c a t e d  i n  t h e  s t a f f  r e p o r t ,  t h e  p r o t r a c t e d  
a r r e a r s  of a d u r a t i o n  of s i x  months o r  more of e i g h t  members 
r o s e  s h a r p l y  by  63 percent:  d u r i n g  t h e  p e r i o d  under  rev iew and 
accounted  f o r  97 p e r c e n t  of t h e  t o t a l  overdue  o b l i g a t i o n s  t o  t h e  
Fund. T h e  d a t a  provided  i n  t h e  r e p o r t  a l s o  s u g g e s t  t h a t  i n  &he  
absence  of a more s u b s t a n t i a l  improvement i n  t h e i r  e x t e r n a l  
p o s i t i o n ,  t h e  t o t a l  amount of overdue  o b l i g a t i o n s  of r h e s e  e i g h t  
members could  grow to an unsustainab1.e level. of SDR 3.3 b i l l i o n ,  
t a k i n g  intlo accoun t  t h e i r  for thcoming o b l i g a t i o n s  t o  t h e  Fund. 

As ide  f r o m  t h e s e  u n p l e a s a n t  deve lopments ,  i t  i s  h e a r t e n i n g  
t o  n o t e  t h e  s t a f f ' s  cominents t h a t  i n  s p i t e  of f i n a n c i a l  d i f f i c u l -  
t i e s ,  a lmost  all borrowing members have c o n t i n u e d  t o  honor t h e i r  
f i n a n c i a l  o b l i g a t i o n s  i n  o rde r  t o  remain current  w i t h  t h e  Funti. 
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Even i n  t h e  case of t h o s e  members t h a t  have  been d e c l a r e d  
i n e l i g i b l e  t o  use  Furid r e s o u r c e s ,  some paynen t s  have o c c a s i o n a l l y  
been made, a l b e i t  i n s u f f i c i e n t  t o  p r e v e n t  t h e i r  arrears from 
r i s ing .  T h i s  i n d i c a t e s  t h e  a u t h o r i t i e s '  s t r o n g  w i l l i n g n e s s  and  
commitment t a  f u l f i l l  t h e i r  o b l i g a t i o n s  t o  t h e  Fund d e s p i t e  t h e  
s e r i o u s  h a r d s h i p  t h e y  are f a c i n g .  

The economic and f i n a n c i a l  per formance  of  t h e s e  members w i t h  
p r o t r a c t e d  a r rears  t o  t h e  Fund c l e a r l y  i n d i c a t e s  t h a t  exogenous 
f a c t o r s ,  which had a d v e r s e l y  a f f e c t e d  t h e i r  economies,  un fo r tu -  
n a t e l y  show no r ea l  improvement i n  t h e  p e r i o d  unde r  rev iew.  
Indeed ,  r e a l  i n t e r n a t i o n a l  i n t e r e s t  rates remained a t  h i g h  l e v e l s ,  
p r imary  commodity p r i c e s  c o n t i n u e d  t o  d e c l i n e ,  p r o t e c t i o n i s t  
p r e s s u r e s  i n  major  i n d u s t r i a l  c o u n t r f e s  i n t e n s i f i e d  f u r t h e r ,  and  
d e b t - s e r v i c i n g  d i f f i c u l t i e s  p e r s i s t e d .  Moreover,  i n  t h e  p a s t  two 
y e a r s  u n f a v o r a b l e  wea the r  h a s  a l s o  had a n e g a t i v e  impact  on s m e  
economies.  

The c i r cums tances  of members i n  arrears c a l l  f o r  a more care- 
f u l  and comprehensive l o o k  a t  t h e  r o o t  c a u s e s  of t h e  problem of 
arrears, a s  I have c o n s i s t e n t l y  m a i n t a i n e d .  Expe r i ence  h a s  shown 
t h a t  w i thou t  a c t i v e  c o l l a b o r a t i o n  among a l l  p a r t i e s  i n v o l v e d ,  
incluci ing t h e  Fund, che donor  community, and t h e  c r e d i t o r  n a t i o n s ,  
t h e  i s s u e  of overdue  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund i s  u n l i k e l y  
t o  be r e s o l v e d .  

I n  t h i s  r e g a r d ,  t h e  Fund h a s  t a k e n  v a r i o u s  s t e p s  t h a t  mighe 
be c a t e g o r i z e d ,  i n  a broad  s e n s e ,  as  p u n i t i v e  and c o r r e c t i v e .  
Among t h e  p u n i t i v e  measu res ,  which have been  g i v e n  undue emphas is ,  
t h e  Fund has  s h o r t e n e d  t h e  maximum p e r i o d  between t h e  emergence 
of arrears  and s u b s t a n t i v e  c o n s i d e r a t i o n  of t h e  matter by t h e  
Execu t ive  Board and has  imposed s p e c i a l  c h a r g e s  on overdue  
r e p u r c h a s e s  and overdue c h a r g e s .  A s  w a s  s u s p e c t e d ,  t h e  implemen- 
t a t i o n  of s p e c i a l  c h a r g e s  b rough t  a b o u t  no p o s i t i v e  r e s u l t s  
owin,g t o  t h e  i n a b i l i t y ,  r a t h e r  t h a n  t h e  u n w i l l i n g n e s s  of  members 
t o  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  Fund. I wonder whether  i n  
view of  t h e  s t a f f  c o n c l u s i o n  t h a t  " t h e r e  i s  no c l e a r  e v i d e n c e  
t h a t  t h e  system h a s  s i g n i f i c a n t l y  i n f l u e n c e d  members' payments 
b e h a v i o r , "  s p e c i a l  c h a r g e s  s h o u l d  s t i l l  be ma in ta ined .  I n  f a c t ,  
t h e  i m p o s i t i o n  of s p e c i a l  c h a r g e s  n o t  0n.l.y f a i l e d  t o  g i v e  any 
i n c e n t i v e  t o  t h e  members i n  arrears  t o  c l e a r  t h e i r  o b l i g a t i o n s  
but  a l s o  made their d e b t  burden even  h e a v i e r  and ,  by t h e  same 
token ,  d imin i shed  t h e  l i k e l i h o o d  of t h e  p r o v i s i o n  of b r i d g e  
f i n a n c i n g  by c r e d i t o r  and donor  c o u n t r i e s .  

Under  p r e s e n t  c i r c u m s t a n c e s ,  when most c r e d i t o r  n a t i o n s  a r e  
supposedly  s e e k i n g  ways and means t o  a l l e v i a t e  t h e  deve lop ing  
c o u n t r i e s '  d e b t  burden ,  t h e  Fund as  a c o o p e r a t i v e  i n s t i t u t i o n  
s h o u l d  play more a c t i v e l y  and p o s i t i v e l y  i t s  important and l e a d -  
ing r o l e  i n  r e s o l v i n g  t h e  problem of overdue  f i n a n c i a l  o b l i g a t i o n s  
of a s m a l l  number of  i t s  members by encourag ing  t h e m  t o  implemerrt 



- 2 7  - 

c o r r e c t i v e  and a p p r o p r i a t e  p o l i c i e s  r a t h e r  Khan by r e s o r t i n g  t o  
p u n i t i v e  measures  which a re  i n c o n s i s t e n t  w i t h  Che n a t u r e  of t h e  
i n s L i t u t i o n .  The i m p o s i t i o n  of s p e c i a l  c h a r g e s  o r  p r o v i s i o n i E g  
n o t  on ly  undermines i n t e r n a t i o n a l  e f f o r t s  i n  d e a l f n g  w i t h  t h e  
d e b t  problem bu t  a l s o  would d i l u t e  t h e  Fund's  main r o l e  i n  
h e l p i n g  members t o  meet t h e i r  b a l a n c e  of payments needs.  

Be fo re  f u r t h e r  e l a b o r a t i n g  on p r o v i s i o n i n g ,  l e t  me welcome 
t h e  p o s i c i v e  s t e p s  t a k e n  by t h e  Fund t o  n e l p  members a d d r e s s  
t h e i r  e x t e r n a l  imbalances so t h a t  t h e y  c a n  g e n e r a t e  s u f f i c i e n t  
i n t e r n a t i o n a l  r e s e r v e s  t o  meet t h e i r  o b l i g a t i o n s  t o  t he  i n s t i t u -  
t i o n .  These w e l l - i n t e n t i o n e d  measures  i n c l u d e ,  i n t e r  a l i a ,  
i d e n t i f y i n g  p o t e n t i a l  problems a t  a n  e a r l y  s tage ,  p r e v e n t i n g  t h e  
emergence of a r r e a r s ,  a s s i s t i n g  members t o  c o r r e c t  problems, and 
encourag ing  them t o  beceme c u r r e n t  i n  t h e i r  o b l i g a t i o n s  t o  t h e  
Fund. However, f u r t h e r  bo ld  measures  shou ld  be t a k e n  by t h e  Fund 
t o  ster,  up  i t s  f i n a n c i a l  i n t e r v e n t i o n ,  g i v i n g  due r e g a r d  t o  t h e  
balanLe of payments needs and ,  f e a s i b i l i t y  and a c c e p t a b i l i t y  of 
i t s  programs. To be s u r e ,  i n  t h e  l a s t  f e w  years  Fund p o l i c i e s  
have themse lves  been p a r t l y  r e s p o n s i b l e  f o r  t h e  eae rgence  of t h e s e  
arrears.  Indeed ,  t h e s e  p o l i c i e s  have g e n e r a l l y  been gea red  t o  
c u r t a i l i n g  p o t e n t i a l  and a c t u a l  access, e x t e n d i n g  and t i g h t e n i n g  
c o n d i t i o n a l i t y ,  i n c r e a s i n g  t h e  c o s t  of Fund r e s o u r c e  u t i l i z a t i o n  
toward market i n t e r e s t  ra tes ,  and d e l i b e r a t e l y  r e d u c i n g  members' 
o u t s t a n d i n g  d e b t  t o  t h e  Fund r e g a r d l e s s  o f  t h e i r  p e r s i s t e n t  and 
sometimes worsening b a l a n c e  of payments problems. According t o  
t h e  'latest d a t a  a v a i l a b l e  f o r  t h e  f i r s t  f i v e  months of 1987,  t h e  
n e g a t i v e  f low of Fund r e s o u r c e s  from members amounted t o  
SDR 1.9 b i l l i o n ,  a l r e a d y  exceed ing  t h e  amount r eco rded  f o r  1986 
as  a whole. T h i s  s h a r p  r i se  i n  n e g a t i v e  Fund f lows  was simul- 
t a n e o u s l y  compounded by t h e  v i r t u a l  i n t e r r u p t i o n  of p r i v a t e  
l e n d i n g  t o  deve lop ing  c o u n t r i e s ,  and by t h e  c o l l a p s e  of pr imary 
commodity p r i c e s .  T h i s  c l e a r l y  i s  i n  c o n t r a s t  w i t h  t k  develop- 
ments i n  t h e  world economy and w i t h  t h e  mandate of  t h e  Fund under 
i t s  Art ic les  of Agreement. Moreover, t h i s  p o l i c y  h a s  d e p r i v e d  
d e v e l o p i n g  c o u n t r i e s  of t h e  f i n a n c i a l  r e s o u r c e s  r e q u i r e d  t o  
s u p p o r t  t h e  imp lemen ta t ion  of comprehensive,  growth-oriented 
a d j u s t m e n t  programs, which a re  supposed ly  des igned  t o  h e l p  them 
grow o u t  of t h e i r  d e b t  problems. While I a g r e e  w i t h  t h e  p r i n c i p l e  
of m a i n t a i n 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 Fund r e s o u r c e s  and t h e  
c a t a l y t i c  r o l e  of t h i s  i n s t i t u t i o n ,  i t  shou ld  be mentioned t h a t  
such a s s i s t a n c e  would be  s u c c e s s f u l  o n l y  i f  i t  i s  meaningful  and 
commensurate n o t  o n l y  w i t h  t h e  a d j u s t m e n t  e f f o r t s  r e q u i r e d  from 
t h e  member an3  i t s  b a l a n c e  of payments needs ,  bu t  al.so wi th  
p r o s p e c t i v e  c o n t r i b u t i o n s  from o t h e r  c r e d i t o r s .  

The s t a f f  shou ld  be commended f o r  i t s  v i g o r o u s  e f f o r t s  i n  
c a n d i d l y  c o n t a c t i n g  donors  and c r e d i t o r s  t o  encourage them t o  
provide a d e q u a t e  f i n a n c i n g  to menbers i n  s u p p o r t  of their ac!just- 
m e n t  programs and t o  h e l p  members repay t h e  Fund so t h a t  t h e  Fund 
can  approve  debtor .  n a t i o n s '  requests f o r  s t a n d - b y  a r r angemen t s  
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or a r rangemen t s  under  t h e  s t r u c t u r a l  s d j u s t n e n t  fac i1 i :y .  The 
caBe of Somal ia  is a welcome example i n  t h i s  connec t ion .  I 
b e l i e v e  t h a t  o t h e r  c r e d i t o r  members would 5e well  a d v i s e d  and 
should SE encouraged t o  fo l low I t a l y ’ s  example i n  h e l p i n g  members 
t o  clear t h e i r  overdue  o b l i g a t i o n s  t o  t h e  Fund by d e v o t i n g  a t  
least  a f r a c t i o n  of t h e  enonnous t e n s  of t r a d e  g a i n s  t h e y  have 
made i n  r e c e n t  y e a r s  on o i l  and o t h e r  commodities t o  t h i s  end. 

The e s t a b l i s h m e n t  c f  p r o v i s i o n s  o r  con t ingency  a l lowances  f o r  
p r o t e c t i n g  t h e  Fund’s  f i n a n c i a l  p o s i t i o n  a g a i n s t  p robab le  l o s s e s  
should  be c o n s i d e r e d  o n l y  as a l a s t  r e s o r t .  I n  t h i s  respect,  I 
r e g r e t  t h a t  o t h e r  p a p e r s  d e a l i n g  w i t h  r e l a t e d  matters, whict? were 
r e q u e s t e d  by many c o l l e a g u e s  long  b e f o r e  t h e  paper  on p r o v i s i o n i n g  
1w:e n o t  y e t  been  brouqht  t o  t h e  Bpsrd.  S p e c i f i c a l l y ,  I a m  r e f e r -  
r i n g  t o  matters e x p r e s s l y  provided  f o r  i n  t h e  A r t i c l e s  of Agreement, 
namely, t h e  postponement of r e p u r c h a s e s  i n  cases of “ e x c e p t i o n a l  
h a r d s h i p ”  an# t h e  payment of c h a r g e s  i n  domest ic  c u r r e n c i e s .  We 
shou ld  have exhaus ted  a l l  o p t i o n s  r i g h t f u l l y  and legally 3t o u r  d i s -  
p o s a l  b e f o r e  even d i s c u s s i n g  such  extreme measures  as p r o v i s i o n i n g .  

P r o v i s i o n i n g  should  no t  be c o n s i d e r e d  ris r means t o  r e s o l v e  
t h e  problem of overdur  o b l i g a t i o n s ,  as i t  i a  i t i c o n s i s t e n t  w ich  
t h e  c h a r a c t e r  of the Fund as a c o o p e r a t i v e  and i n t e r g o v e r n m e n t a l  
i n s t i t u t i o n .  Here I w i s h  t o  mak, some s p e c i f i c  remarks and t o  
h i g h l i g h t  some impor t an t  p o i n t s  made by t h e  s t a f f  i n  t h e  r e p o r t  
b e f o r e  us.  T h e  Fund has so  fa r  no e x p e r i e n c e  of: l o s s  and as 
i n d i c a t e d  i n  t h e  s t a f f  paper “ t h e  e v a l u a t i o n  of sovereign r i s k  
would appear particularly d i f f i c u l t  i n  t h e  c o n t e x t  of t h e  Fund.“ 
P r o v i s i o n i n g  i s  i n t e n d e d  t o  cove r  t h e  p robab le  l o s s ,  and t h e  
p r o b a b i l i t y  of  a l o s s  i s  up t o  t h e  Board’s  judgment. I n  t h e  
absence  of w i thd rawa l  o f  a member from t h e  Ftznd and e x p l i c i t  
r e p u d i a t i o n  of a member of a l l  i t s  f i n a n c i a l  o b l i g a t i o w  t o  t h e  
i n s t i t u t i o n ,  i t  i s  n o t  on137 d i f f i c u l t  bu t  a l s o  i n a p p r o p r i a t e  f o r  
t h e  Board t o  conclude  t h a t  a lcss i s  l i k e l y  t o  occur.  

I t  i s  d i f f i c u l t  t o  reach a p r e c i s e  judgment as t o  whether  a 
p robab le  l o s s  would i n  f a c t  occur  because,  first, a l l  members i n  
a r r e a r s  t o  t h e  Fund have expres sed  C h e i r  s t r o n g  commitment t o  
honor ,  and a w i l l i n g n e s s  t o  d i s c h a r g e ,  t h e s e  o b l i g a t i o n s .  Second, 
Fund purchases  ate f u l l y  covered  by c o l l a t e r a l  i ~ .  t h e  form of t h e  
Fund’s h o l d i n g s  of each rnem%er‘s c u r r e n c y .  

Regard ing  t h e  inappropr ia teness  of p r o v i s i o n i n g ,  i t  s h o u l d  
be remembered t h a t  t h e  Funa i s  d e a l i n g  w i t h  sovereign governments 
who Eire also members of t h e  i n s t i t u t l o n  and not p r l v a t e  bos‘rowers 
from a prof i t -making  f i n a n c i a l  institution. Loan-loss pr,-*:is.lnn- 
i n g  i s  a normal and n e c e s s a r y  tool f o r  any entity t h a t  depends an 
t h e  c a p i t a l  markecs f o r  i t s  f i n a n c i a l  r e s o u r c e s .  Th? Fund  does 
n o t  fit: this d e s c r i p t i o n  and t h e r e f o r e  oormal a c c o u n t i n g  p r i n c i -  
ples are  not  f u l l y  a p p l i c a b l e  t o  i t .  T h e  ‘und’s f inaf ic ing  opera-  
t i o n  i -nvo lves  t h e  exchange of a s s e t s  r a t h e r  t h a n  the arrangement  
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o f  l o a n  c o n t r a c t s  as i n  o t h e r  f i n a n c i a l  i n s t i t u t i o n s .  T h e  Fund 
may t a k e  F t e p s ,  when n e c e s s a r y ,  t o  enhance i t s  l i q u i d i t y  and 
f i n a n c i a l  F o s i t i o n ,  but p r o v i s i o n i n g  i s  n o t  a n  a p p r o p r i a t e  t o o l  
f o r  t h i s  nurpose .  The e s t a b l i s h m e n t  of l o a n - l o s s  p r o v i s i o n s  
wou1.d a l t z r  t h e  F ~ l n d ' s  image s i g n i f i c a n t l y  and make t h e  i n o t i t u -  
"Lcn merely a x t h e r  commercial e n t e r p r i s e .  Fu r the rmore ,  t h e  
i n ' x o d u c t  i on  of p r o v i s i o n i n g  r-fould n o t  o n l y  r a i s e  s e r i o u s  
Q w s t i o n s  about  the e f f e c t i v e n e s s  of Fund a s s i s t a n c e  t o  members 
i n  d i f f i c u l t y  and  t h e  i n s - t i t u t i o n * s  o v e r a l l  role i n  t h e  i n t e r n a -  
t i o n a l  monetary systera,  b u t  a l s o  hamper i t s  e f f o r t s  i n  encouraging  
p r i v a t e  and o f f i c i a l  c r e d i t o r s  TO m a i n t a i n ,  l e t  a lone  i n c r e a s a ,  . 
t h e i r  exposures in t he -  deve lcp ing  c o u a t r i e s .  Finally, t h e  provi- 
s i o n i n g  which requires t h e  e v a l u a t i o n  o f  member 'SI c r e d i t w o r t h i n e s s  
i u  l i k e l y  t o  become a v e r y  perilous exercise. 

I n  c o n c l u s i o n ,  t h e r e  i s  no need a t % t h e  present j u n c t u r e  f o r  
t h e  e s t a b l i s h m e n t  of p r o y i s i o n i n g ,  and no f u r t h e r  a c t i o n  i s  
r e q u i r e d  i n  t h i s  r e g a r d .  In any  event ,  even i f  t h e r e  was t o  be 
a p r o v i s i o n i n g  system, I could not p o s s i b l y  a g r e e  t h a t  i t  would 
be based  on t h e  same burden-shar ing  p r i n c i p l e s  as those a p p l i e d  
t o  special charges, which put a d i s p r o p o r t i o n a t e  burden  on 
borrowing members. 
burden  s h a r i n g  s h o u l d  be based i n s t e a d  on t h e  q u o t a  s h a r e s  of 
a l l  QembJz-s, s i n c e  t h e  Fund i s  a c o o p e r a t i v e  i n s t i t u t i o n  and i t s  
o p e r a t i o n s ,  i n c l u d i n g  t h e  provision of r e s o u r c e s ,  a re  r u l e d  by 
t h e  m a j o r i t y  of t h e  membership. It  i s  only f a i r  t h a t  all members 
e q u i t a b l y  share the consequences of t h e i r  a c t i a n s .  I f u r t h e r  
propose t h a t  t h e  s t a f f  unde r t ake  a comprehensive r ev iew of t h e  
p o l i c y  on s p e c i a l  c h a r g e s  on overdue  o b l i g a t i o n s  and c o n s i d e r  t he  
p o s s i b i l i t y  of i t s  t e r m i n a t i o n  in view of i ts  i n e f f e c t i v e n e s s .  

It i s  my c o n v i c t i o n  t h a t  thfs s y s t e m  of 

M r  . Rye made t h e  fo l lowing  s tatement : 

When t h e  Baard l a s t  d i s c u s s e d  p r o v i s i o n i n g  i n  t h e  c o n t e x t  of 
t h e  Fund i n  May 1986, I was among t h e  l a r g e  group of D i r e c t o r s  
who e x p r e s s e d  u n e a s i n e s s .  I though t  t h a t  p r o v i s i o n i n g  would rep- 
r e s e n t  a watershed  in t h e  Fund's his tory- -one  t h a t  7: was r e l u c -  
t a n c t  t o  c r o s s  u n t i l  i t  became clear t h a t  no s e n s i b l e  a l t e r n a t i v e  
e x i s t e d .  

E t t en t s  aver  t h e  p a s t  12 months have convinced me t h a t  the 
t i m e  h a s  come t o  i n t r o d u c e  p r o v i s i o n i n g .  This i s  a n  "on-balance" 
judgment. We a l l  s h o u l d  r e c o g n i z e  t h a t  t h o s e  who argue a g a i n s t  
p r o v i s i o n i n g  do have points t h a t  warrant c a r e f u l  c o n s i d e r a t i o n .  
I have i n  mind p a r t i c u l a r l y  t h e  f o l l o w i n g  concerns:  t h c r e  i s  a 
q u e s t i o n  whether p r o v i s i o n i n g  i s  a p p r o p r i a t e  for  an i n t e r n a t i o n a l  
c o o p e r a t i v e  o r g a n i z a t i o n  lik the Fund ,  a s  co r r t r a s t ed  w i t h  o t h e r  
f i n a n c i a l  i n s t i t u t i o n s  such a5 banks; t h e r e  c o u l d  be r i s k s  t o  t h e  
c r e d i t  standing, such  a s  i t  may b e ,  o f  t h o s e  members t7hose a r r e a r s  
were i d e n t i f i e d  w i t h  t h e  p r o v i s i o n i n g  a l l o c a t i o n ;  t h e r e  may well 
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be a degree  of  "moral haza rd"  whereby =embers in arrears may 
f e e l  a reduced o b l i g a t i o n  t o  f u l f i l l  t h e i r  r e s p o n s i b i l i t i e s  t o  
t h e  Fund; and f u r t h e r  e f f o r t s  t o  s t r e n g t h e n  t h e  Fund's  f i n a n c i a l  
p o s i t i o n  would reopen  t h e  vexed q u e s t i o n  of burden s h a r i n g .  

However, I have  concluded that  t h e  a rguments  f o r  p r o v i s i o n -  
ing  have g r e a t e r  we igh t .  It would be n e i t h e r  wise n o r  p ruden t  
t o  i g n o r e  t h e  views of t h e  E x t e r n a l  Audi t  Committee; I a g r e e  
w i t h  Mr. Wijnholds  t h a t  B q u a l i f i e d  a s ses smen t  by t h e  Committee 
of our  f i n a n c i a l  s t a t e m e n t s  could. have a n  a d v e r s e  impact  on t h e  
Fund's  f i n a n c i a l  i n t e g r i t y .  O f  course, t h e  Fund does  n o t  borrow 
i n  c a p i t a l  marke t s ,  bu t  we do s e e k  t o  exert  a n  i n f l u e n c e  o v e r  
t h e  major  p l a y e r s  i n  t h o s e  marke t s ,  and i n  o r d e r  t o  r e t a i n  t h a t  
i n f l u e n c e  i t  i s  n e c e s s a r y  t o  e n s u r e  t h a t  the Fund i s  n o t  open t o  
q u e s t i o n  abou t  i t s  own f i n a n c i a l  t n t e g r i t y .  Nsr should  we over- 
l ook  t h e  p o s s i b l e  a d v e r s e  consequences  of q u a l i f i c a X o n  of o u r  
acr r . -n t s  i n  t h e  minds OS t h e  Fund ' s  ma jo r  o f f i c i a l  c r e d i t o r s .  I 
rega rd  t h i s  as perhaps  t h e  major  r e a s o n s  f o r  t a k i n g  e a r l y  a c t i o n  
on p r o v i s i o n i n g .  There  i s  a l so ,  of c o u r s e ,  t h e  f a c t  t h a t  arrears 
c o n t i n u e  t o  grow a t  a r a p i d  pace and show every i n d i c a t i o n  of 
d o i n g  so  f o r  some time, and a l t h o u g h  t h e r e  i s  c o n s i d e r a b l e  
h idden  s t r e n g t h  i n  t h e  Fund ' s  r e s e r v e s ,  t h i s  i s  n o t  a t r e n d  t o  be 
approached w i t h  any d e g r e e  of complacency. 

I have v e r y  l i t t l e  t o  say  about  t h e  paper  on overdue f inan -  
c i a l  o b l i g 9 , t i o n s  a l though  I have no o b j e c t i o n  t o  t h e  proposed 
d e c i s i o n .  However, I might perhaps  i n t e r p o l a t e  h e r e  t h a t  my 
a u t h o r i t i e s  b e l i e v e  t h a t  t h e  Board has  gone  t o o  f a r  toward 
f l e x i b i l i t y  i n  i t s  p rocedures  f o r  d e c l a r i n g  a member i n e l i g i b l e .  
They would l i k e  t o  see more a u t o m a t i c i t y  i n  t h o s e  p rocedures  and 
have po in ted  o u t  that  dilemmas such  a s  w e  f a c e d  i n  t h e  r e c e n t  c a s e  
of Zambia--where t h e  Fund's  a v a i l a b l e  a c t i o n s  were c o n s t r a i n e d  by 
a need n o t  t o  be seen  as  r e a c t i n g  s p i t e f u l l y  t o  a d e t e r i o r a t i n g  
r e l a t i o n s h i p  w i t h  t h a t  member--would have been s u b s t a n t i a l l y  
eased  had a mechanism been i n  p l a c e  f o r  a u t o m a t i c  i n e l i g i b i l i t y .  

On a p e r s o n a l  l e v e l ,  I t h i n k  t h a t  t h e  l a c k  o f  an  e f f e c t i v e  
l e v e r  t o  induce  t h e  small number of c o u n t r i e s  r e s p o n s i b l e  f o r  
most of t h e  arrears t o  l i v e  up t o  t h e i r  o b l i g a t i o n s ,  as  i s  
demonst ra ted  by t h e  e v e n t s  of t h e  p a s t  year o r  s o ,  adds s t r e n g t h  
t o  t h e  c a s e  f o r  p r o v i s i o n i n g .  The E x t e r n a l  Audi t  Committee h a s  
been r a t h e r  t o o  k ind  i n  d e s c r i b i n g  t h e  s t e p s  w e  have t aken  s o  
fa r  on  overdue  o b l i g a t i o n s  as " i m p o r t a n t  p r o g r e s s .  '* 

It  i s  t r u e  t h a t  some of t h e  o b j e c t i v e s  of  provis 'on ing  c o u l d  
be ach ieved  %;J s t r e n g t h e n i n g  the Fund ' s  r e s e r v e s  through one 
mechanism o r  a n o t h e r .  blowever, I have been convinced  by t h e  
s t a f f  paper  t h a t  t h i s  would be a second b e s t  approach.  I a m  
p a r t i c u l a r l y  impressed by t h e  c o n c l u s i o n  t h a t  " i f  t h e  Fund 
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j udges  t h a t  assets  have been v a l u e  impa i red ,  G e n e r a l l y  Accepted 
Account ing P r i n c i p l e s  c a l l  f o r  t h e  e s t a b l i s h m e n t  oE a p p r o p r i a t e  
p r o v i s i o n s * "  T h i s  is  t h e  e s s e n c e , o f  t h e  matter b e f o r e  us .  

I n  t h a t  r e g a r d ,  I would have g r e a t  d i f f i c u l t y  a c c e p t i n g  any 
argument t h a t  o u r  assets  are  n o t  v a l u e  impai red  by overdue  o b l i -  
g a t i o n s .  To be s p e c i f i c ,  c o n v e r t i b l e  c u r r e n c i e s  have been 
r e p l a c e d  by c u r r e n c i e s  such  a s  t h e  P e r u v i a n  I n t i ,  Sudanese pound, 
and Vietnamese dong, which,  f o r  t h e  Fund's  purposes  a t  l e a s t ,  a r e  
v i r t u a l l y  unusab le  i n  p r e s e n t  c i r c u m s t a n c e s .  I do n o t  t h i n k  t h a t  
t h e  argument i s  d i s p o s e d  o f  by s a y i n g  t h a t  ovezdue o b l i g a t i o n s  
a r e  o n l y  temporary.  So l o n g  as no end i s  i n  s i g h t ,  i t  s t i l l  
r e t a i n s  i t s  f o r c e .  I n  t h i s  r e g a r d ,  Mr. Grosche i n q u i r e d  whether  
i f  t h e  Fund a c t s  l i k e  a bank, w i l l  i t  n o t  b e  t r e a t e d  l i k e  a bank? 
My r e sponse  would b e  t o  s a y  t h a t ,  most r e g r e t t a b l y ,  t h e  Fund i s  
a l r e a d y  be ing  t r e a t e d  by some of i t s  members l i k e  a bank, and we 
canno t  r1Qs.e our  eyes  t o  t h a t  f a c t .  

A s  both  M r .  Wi jnholds  and  Mr. Nima ta l l ah  have reminded u s ,  
r e s e r v e s  usually o f f e r  p r o t e c t i o n  a g a i n s t  u n c e r t a i n t y  o n l y  i n  
g e n e r a l ,  w h i l e  p r o v i s i o n s  s e r v e  a s p e c i f i c  purpose and f l u c t u a t e  
w i t h  changes i n  t h e  need f o r  t h e i r  ex is tence- - twc  p o i n t s  which 
c a r r y  c o n s i d e r a b l e  weight  i n  t h e  p r e s e n t  c o n t e x t .  Mr. I smae l  
h a s  made t h e  f u r t h e r  pe r t i . nen t  p o i n t  t h a t  w r i t i n g  down r e s e r v e s ,  
shou ld  t h a t  u n f o r t u n a t e l y  become n e c e s s a r y ,  would e n t a i l  a major 
l o s s  i n  t h e  y e a r  of write-down, whereas  p r o v i s i o n i n g  s p r e a d s  t h e  
c o s t s  o v e r  a r u n  of y e a r s .  

A s  t o  what k i n d  of scheme might  .be adop ted ,  I have a n  open 
mind. My a u t h o r i t i e s  f a v o r  a two-year t r i g g e r  and a scheme which 
ove r  t i m e  would t a k e  up bo th  t h e  longe r - s t and ing  arrears and t h e  
p r o s p e c t i v e  arrears  of t h e  members concerned--a scheme, i n  s h o r t ,  
s i m i l a r  t o  Mr. D a l l a r a ' s  p roposa l .  

A s  t o  how p r o v i s i o n i n g  would be f i n a n c e d ,  i n i t i a l l y  i t  would 
seem a p p r o p r i a t e  t o  r educe  t h e  income t a r g e t  and r e l y  on t h e  
burden-sharing scheme which we-have,  i n  a rduous  n e g o t i a t i o n ,  
developed o v e r  t h e  p a s t  year .  But b e f o r e  r e a c h i n g  any d e t a i l e d  
conclusion ' ,  I s h o u l d  l i k e  t o  see t h e  c a l c u l a t i o n s  of  var io l ; s  
f i n a n c i a l  s c e n a r i o s  beyond f i n a n c i a l  y e a r  1987. 

I n  t h e  l o n g e r  run ,  my a u t h o r i t i e s  b e l i e v e  t h a t ,  i n  p r i n c i p l e .  
r e s e r v e s  a n d  p r o v i s i o n s  s h c u l d  come from t h e  whole membership 
a c c o r d i n g  t o  t h e i r  q u o t a s ,  J u s t  as such  a l lowances  are a n  asset  
o f ,  o r  a c o s t  t o ,  s h a r e h o l d e r s  i n  a f i n a n c i a l  i n s t i t u t i o n .  They 
f u r t h e r  s u g g e s t  t h a t  t h e  d e s i r a b i l i t y  cf such a development 
c o u l d  be c o n s i d e r e d  i n  c o n j u n c t i o n  w i t h  t h e  rev iew o f  q u o t a s ,  i n  
w h i c h  c o n t e x t  it would be a p p r o p r i a t e  t o  con templa t e  a t  f e a s t  a 
once-off c o n t r i b u t i o n  t o  p r o v i s i o n s -  
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While  I f a v o r  t h e  p r o v i s i o n s  r o u t e ,  if t h e  n e c e s s a r y  s u p p o r t  
i s  n o t  found a t  t h e  p r e s e n t  mee t ing  f o r  s u c h  a p r o p o s a l ,  I would 
be p repa red  t o  j o i n  i n  any c o n s e n s u s  f o r  a ;eserve  scheme provided  
i t  was s u f f i c i e n t l y  s t r o n g  t o  r e p r e s e n t  an a d e q u a t e  r e s p o n s e  t o  
t h e  m a j o r  f i n a n c i a l  c h a l l e n g e s  f a c i n g  t h i s  i n s t i t u t i o n .  

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 :  

The s t a f f  paper  on overdue o b l i g a t i o n s  amply i l l u s t r a t e s  t h e  
wor ry ing  t r e n d  of a r a p i d  i n c r e a s e  i n  t h e  amount of ove rdue  o b l i -  
g a t i o n s  and t h e  l e n g t h e n i n g  of t h e i r  d u r a t i o n .  While v a r i o u s  
p r e v e n t i v e  measures  and measures  t o  p r o t e c t  t h e  Fund's  f i n a n c i a l  
p o s i t i o n  have been  t a k e n ,  t h e  s e r i o u s n e s s  of t h e  problem s u g g e s t s  
t h a t  f u r t h e r  a c t i o n s  a re  needed i n  o r d e r  t o  p r o t e c t  n e t  e q u i t y  
of t h e  Fund. The Fund's  r e s e r v e s ,  a t  SDR 1 . 2  b i l l i o n  a t  t h e  end 
of f i n a n c i a l  yea r  1986,  a re  b a r e l y  e q u i v a l e n t  t o  t h e  t o t a l  overdue  
o b l i g a t i o n s  of SDR 1,184 m i l l i o n  a t  end-March 1987.  I 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  i s  a s t r o n g  need  f o r  t h e  Fund t o  i n c r e a s e  
b r o a d l y  d e f i n e d  reserves t o  p r o t e c t  i t s  f i n a n c i a l  p o s i t i c n .  

Assuming t h a t  D i r e c t o r s  are i n  agreement  on t h e  need t o  
s t r eng t i i en  b r o a d l y  d e f i n e d  reserves, w e  are c o n s i d e r i n g  today  
whether  p r o v i s i o n i n g  o r  a na r rowly  d e f i n e d  r e s e r v e s  i n c r e a s e  
would be a n  a p p r o p r i a t e  r e s p o n s e  t o  overdue  o b l i g a t i o n s  when 
a c c o u n t i n g ,  l e g a l ,  and o t h e r  c o n s i d e r a t i o n s  are  t a k e n  i n t o  
accoun t .  The s t a f f  a p p e a r s  t o  have become more p o s i t i v e  t h a n  
before  abou t  p r o v i s i o n i n g .  The view e x p r e s s e d  by t h e  1985 
E x t e r n a l  Audi t  Committee may have a f f e c t e d  t o  some e x t e n t  t h i s  
p e r c e i v e d  s h i f t  i n  t h e  s t a f f ' s  p o s i t i o n .  Bu t ,  h e r e ,  i t  shou ld  
be noted t h a t  t h e  Committee h a s  endorsed  t h e  T r e a s u r e k ' s  p roposa l  
t o  e s t a b l i s h  a more comprehensive and  s t r u c t u r e d  approach  t o  t h e  
problem and not  a n  o u t r i g h t  recommendation of p r o v i s i o n i n g  p e r  se. 

On t h e  o c c a s i o n  of t h e  p r e l i m i n a r y  Board d i s c u s s i o n  on t h i s  
matter i n  May 1986,  t h i s  c h a i r  drew t h e  Board's a t t e n t i o n  t o  t h e  
f a c t  t h a t  t h e  Fund's c r e d i t  i s  based on a n  exchange of  c u r r e n c i e s  
and d i f f e r s  from l e n d i n g  o p e r a t i o n s  n o r m a l l y  c a r r i e d  o u t  by corn- 
mercizl banks.  T h i s  means t h a t  t h e  e f f e c t i v e  r e a l i z a b l e  v a l u e  
of t h e  Fund's  c r e d i t  can  be judged t o  be  below nominal  v a l u e  
o n l y  a f t e r  t h e  v a l u e  of t h e  c u r r e n c y  t h e  Fund h o l d s  i n  exchange 
f o r  t h e  c r e d i t  i s  judged  t o  be i n s u f f i c i e n t  t o  cove r  t h e  c r e d i t .  
More i n p o r t a n t ,  A r t i c l e  V ,  S e c t i o n  11 p r o v i d e s  t h a t  t h e  v a l u e  of 
t h e  c u r r e n c i e s  of members h e l d  i n  t h e  Genera l  Resogrces  Account 
s h a l l  be ma in ta ined  i n  terms of t h e  spec ia l  drawing r i g h t .  
T h e r e f o r e ,  a presumpt ion  by t h e  Fund t h a t  t h e  v a l u e  O F  some of 
i t s  c r e d i t s  h a s  been impai red  i m p l i e s  a nonobservance  of A r t i c l e  V 
by t h e  member o r  t h e  Fund and  g i v e s  r ise t o  a ques t ior r  of whether  
t h e  Fund h a s  a n  a p p r o p r i a t e  procedure  to e n f o r c e  t h a t  p r o v i s i o n .  
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1 r e g r e t  t h a t  t h i s  l e g a l  a s p e c t  has n o t  been a d e q u a t e l y  d e a l t  
w i th  i n  t h e  p r e s e n t  paper  and u rge  t h e  s t a f f  t o  g i v e  d e t a i l e d  
c c n s i d e r a t i o n  t o  t h i s  matter. I n  t h e  meantime, t h e  s t a f f  may 
w i s h  t u  make s t r o n g e r  e f f o r t s  i n  making t h e  p o i n t  r e l a t i n g  t o  
t h i s  s p e c i a l  f e a t u r e  of t h e  Fund's  c r e d i t  t o  e x t e r n a l  a u d i t o r s .  

I n  a n o t h e r  c o n s i d e r a t i o n ,  C i t i c o r p  and other major  American 
banks have r e c e n t l y  dec ided  t o  set a s i d e  a s u b s t a n t i a l  amount of 
p r o v i s i o n s ,  and t h e  r e p e r c u s s i o n s  and e f f e c t s  of t h i s  a c t i o n  on 
t h e  d e b t  problem have no t  been fully a s s e s s e d  a t  t h i s  moment- 
A s  a n  i n s t i t u t i o n  p l aced  i n  t h e  c e n t e r  of  i n t e r n a t i o n a l  f i n a n c e ,  
t h e  Fund may be w e l l  a d v i s e d  n o t  t o  make a h a s t y  move i n  t h e  
wake of t h e  r e c e n t  u n c e r t a i n t i e s ,  

These c o n s i d e r a t i o n s  l e a d  m e  t o  conclude  t h a t  a f u r t h e r  and 
more d e t a i l e d  s t u d y  i s  c a l l e d  f o r  b e f o r e  d e c i d i n g  on p r o v i s i o n i n g ,  
a l t h o u g h  t h e  p o s s i b i l i t y  of  t h e  f u t u r e  a d o p t i o n  o f  p r o v i s i o n i n g  
need no t  be excluded a t  t h i s  s t a g e .  

N e v e r t h e l e s s ,  as  I s t a t e d  a t  t h e  o u t s e t ,  t h e  r i s k  of  a n  em- 
s i o n  of t h e  f i n a n c i a l  p o s i t i o n  of  t h e  Fund i s  a real one,  a s i d e  
from t h e  l e g a l  q u e s t i o n  I have r a i s e d .  I t h e r e f o r e  have no 
o b j e c t i o n  t o  an i n c r e a s e  i n  t h e  r e s e r v e  target o r  a n  i n t r o d u c t i o n  
of a r e s e r v e  t a r g e t  t h a t  would be set i n  a c e r t a i n  p r o p o r t i o n  t o  
overdue r epurchases  o r  t o  o u t s t a n d i n g  c r e d i t  to  members w i t h  
overdue o b l i g a t i o n s .  I n  c o n s i d e r i n g  t h i s  m a t t e r ,  f i n a n c i a l  
c o n s t r a i n t s  and i m p l i c a t i o n s  f o r  t h e  f u t u r e  need t o  be f u l l y  
t a k e n  i n t o  accoun t ,  bu t  a t  t h i s  s t a g e  I have a n  open mind abou t  
t h e  p a r t i c u l a r  m o d a l i t i e s .  

Mr. Mass5 made t h e  f o l l o w i n g  s t a t emen t :  

Overdue f i n a n c i a l ' o b l i g a t i o n s  t o  t h e  Fund have con t inued  t o  
mount i n  t h e  p a s t  y e a r ,  a l t hough  t h e  problem remains conf ined  t u  
a l i m i t e d  number of members. The r i s k  of i n c r e a s i n g  overdue 
o b l i g a t i o n s  s u g g e s t s  t h a t  t h e  Fund m u s t  assess t h e  adequacy of 
t h e  measures c u r r e n t l y  i n  place t o  d e a l  w i t h  t h i s  problem. I n  
this connec t ion ,  t h e r e  seem t o  be a t  l eas t  two aspects t h a t  w e  
should  addres s :  t o  e n s u r e  t h a t  t h e  f i n a n c i a l  i n t e g r i t y  of t h e  
Fund i s  ma in ta ined ,  and t o  a d d r e s s  t h e  u n d e r l y i n g  f a c t o r s  t h a t  
a re  c o n t r i b u t i n g  t o  t h e  problem i n  a manner t h a t  i s  c o n s i s t e n t  
w i t h  t h e  r e s p o n s i b i l i t i e s  and o p e r a t i o n s  of the Fund. L w i l l  
beg in  by a d d r e s s i n g  t h e  f i r s t  of t hese  i s s u e s ,  t h a t  of  e n s u r i n g  
t h e  f i n a n c i a l  i n t e g r i t y  and c r e d i b i l i t y  o f  t h e  Fund, and  t h e  
p e r c e p t i o n  of s u c h  integrity. 

It i s  a reasonable p r o p o s i t i o n  t h a t  s h a r p  increases i n  t h e  
amount of o b l i g a r i o n s  t h a t  are overdue f o r  p ro t r ac red  p e r i o d s  
suggest ia greater r i s k  of impaired va lue  of some part of the  
F u n d V s  a s s e t s .  I am convinced rha t  o u r  r e a c t i o n  t o  t h i s  problem 
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must f u l l y  r e f l e c t  t h e  unique  n a + u r e  of t h e  Fund and i t s  unique  
r o l e  as a n  i n t e r g o v e r n m e n t a l  c o o p e r a t i v e  o r g a n i z a t i o n .  i n  t h i s  
c o n n e c t i o n ,  i t  t lppears  t h a t  n o t  a l l  a s p e c t s  of GBAP--specif ical ly  
p rov i s ion ing - -a re  r e l e v a n t  t o  t h i s  i n s t i t u t i o n .  P r o v i s i o n i n g  may 
cast  doubt  on t h e  good f a i t h  of  some members and create a mora l  
haza rd  t h a t  would be damaging t o  t h e  v i t a l  c o o p e r a t i v e  s p i r i t  
t h a t  i s  a t  t h e  hear t  of t h e  Fund. T h e r e f o r e ,  my a u t h o r i t i e s  con- 
t i n u e  t o  b e l i e *  2 t h a t  p r o v i s i o n i n g  i s  a n  i n a p p r o p r i a t e  r e s p o n s e  
t o  overdue o b l i g a t i o n s .  

I n  a d d i t i o n ,  i t  i s  notewor thy  t h a t  w h i l e  t h e  fundamenta l  
purpose of GAAIJ is t o  e n s u r e  a f u l l  and f a i r  d i s c l o s u r e  o f  f i n a n -  
c i a l  p o s i t i o n ,  i n  t h e  case of t h e  Fund, members do have f r e q u e n t  
o p p o r t u n i t i e s  t o  rev iew i n  d e t a i l  t h e  Fund's income p o s i t i o n  and 
o t h e r  a s p e c t s  of i t s  f i n a n c i a l  o p e r a t i o n s .  G e n e r a l l y  speak ing ,  
member governments do no t  r e l y  on t h e  pub l i shed  f i n a n c i a l  state- 
ments of t h e  Fund t o  s a t i s f y  t h i s  purpose.  T h e r e f o r e ,  t h e r e  
should  be no i l l u s i o n  t h a t  t h e  membership i s  n o t  f u l l y  aware of 
t h e  f i n a n c i a l  p o s i t i o n  and o p e r a t i c n s  of t h e  Fund. 

However, as 1: have a l r e a d y  no ted ,  t h e r e  i s  r e a s o n a b l e  evi-  
dence s u g g e s t i n g  g r e a t e r  r i s k  from s e v e r a l  s p e c i f i c  s o u r c e s .  We 
m u s t  t h e r e f o r e  react t o  t h i s  r i s k  a p p r o p r i a t e l y ,  w h i l e  n o t  
undermining o r  e r o d i n g  t h e  n a t u r e  of t h e  Fund. 

Fur thermore ,  t h e r e  i s  t h e  q u e s t i o n  of a q u a l i f i e d  a u d i t .  I 
do n o t  t h i n k  t h a t  t h e  Fund ' s  a u d i t o r s  would q u e s t i o n -  t h e  f i n a n -  
c i a l  s t a n d i n g  of t h i s  i n s t i t u t i o n .  However, t h e y  r e q u i r e  us t o  
r e c o g n i z e  our  problem w i t h  overdue o b l i g a t i o n s ,  and t o  deve lop  a 
c o h e r e n t  and s t r u c t u r e d  r e sponse  t o  i t .  Avoiding a q u a l i f i e d  
a u d i t  can  be impor t an t  v i s - % v i s  a wide r  a u d i e n c e  of  i n t e r e s t e d  
o b s e r v e r s ,  i n c l u d i n g  t h e  banking  community: i f  t h e  Fund i s  t o  
c o n r i n u e  t o  p l a y  i t s  a c t i v e ,  c e n t r a l ,  and c a t a l y t i c  r o l e  i n  t h e  
i n t e r n a t i o n a l  monetary sys tem,  it must n o t  o n l y  be i n  f a c t  
f i n a n c i a l l y  sound and competent ,  bur  a l s o  appea r  t o  be so.  I n  
o t h e r  words,  a q u a l i f i e d  a u d i t  r i s k s  undermining t h e  s t a t u r e  and 
p e r c e p t i o n  of competence of t h e  Fund, and i t  is t o  be avo ided ,  
w h i l e  m a i n t a i n i n g  t h e  Fund's un ique  naeure .  

This n a t u r a l l y ,  and l o g i c a l l y ,  s u g g e s t s  a re -examinat ion  of 
t h e  r o l e  of r e s e r v e s  i n  t h e  Fund. A s  i n  t h e  p a s t ,  my a u t h o r i t i e s  
f e e l  t h a t  t h e  Fund's  r e s e r v e s  shou ld  be t h e  p r i n c i p a l  means of 
s a f e g u a r d i n g  t h e  Fund's f i n a n c i a l  p o s i t i o n  a g a i n s t  payments 
arrears .  I t  cou ld  be u s e f u l  f o r  u s  t o  rev iew f u l l y  t h e  q u e s t i o n  
whether  t h e  c u r r e n t  l e v e l  of r e s e r v e s  and  t h e i r  r a te  of i n c r e a s e ,  
g i v e n  311 t h e  p o t e n t i a l  u s e s  of reserves, p r o v i d e s  adequa te  safe- 
guards .  An i n c r e a s e  i n  t h e  r e s e r v e  l e v e l ,  or a f a s t e r  pace of 
r e s e r v e  accumula t ion ,  if needed,  c l e a r l y  should  be borne by t h e  
membership i n  g e n e r a l .  Bu't i n  t h e  absence  of a mechanism t h a t  
would d i s t r i b u t e  t h e s e  c o s t s  t o  a l l  member c o u n t r i e s ,  i t  is 
r e a s o n a b l e  t o  a p p l y  t h e  p r i n c i p l e s  of burden s h a r i n g  t o  t h e s e  



- 35 - 

c o s t s .  I n  a d d i t i o n ,  Z: would a g r e e  w i t h  t h e  g e n e r a l  approach  
sugges t ed  by t h e  s t a f f  f o r  d e t e r m i n i n g  any needed i n c r e a s e  i n  
r e s e r v e s  i n  r e s p e c t  of overdue  o b l i g a t i o n s ,  namely, a presumpt ive  
r u l e ,  which,  f o r  example,  might  be  r e l a t e d  t o  t h e  t o t a l .  c r e d i t  
o u t s t a n d i n g  t o  members who 'nave been d e c l a r e d  i n e l i g i b l e .  

Another  o p t i o n  f o r  c o n s i d e r s t i o n ,  more c l o s e l y  l i n k e d  t o  t h e  
p a r t i c u l a r  problem of r i s k  r e s u l t i n g  from s p e c i f i c  arrears, i a  t o  
e s t a b l i s h  a c lass  of  r e s e r v e s  o u t s i d e  t h e  c o n t e x t  of our  g e n e r a l  
r e s e r v e s  i n  r e c o g n i t i o n  of t h e  r i s k  stemming from p r o t r a c t e d  over- 
due o b l i g a t i o n s .  For  i n s t a n c e ,  we might  c o n s i d e r  d e v o t i n g  t h e  
2.5 p e r c e n t  o f  t h e  r e s e r v e  t a r g e t  t h a t  i s  a l r e a d y  burden sha red  t o  
t h e  fund ing  of a c a t e g o r y  of r e s e r v e s  f o r  t h i s  s p e c i f i c  purpose.  

A more r i g o r o u s  c o n n e c t i o n  t o  o u t s t a n d i n g  overdue  ob l iga -  
t i o n s  would be  t o  link t h e  annua l  i n c r e a s e  i n  t h i s  s p e c i a l  
r e s s r v e  c a t e g o r y  t o  a f r a c t i o n  of t h e  t o t a l  claim on t h o s e  
d e b t o r s  which, f o r  example,  have been d e c l a r e d  i n e l i g i b l e ,  so 
t h a t  ove r  a p e r i o d  of s e v e r a l  y e a r s ,  an  amount e q u i v a l e n t  t o  ,he 
t o t a l  c l a im would be added t o  t h i s  c l a s s  of r e s e r v e s .  Again, I 
b e l i e v e  t h a t  t h e  c o s t  o f  b u i l d i n g  up t h i s  c lass  of reserves 
shou ld  be borne  wide ly  by t h e  membership by a p p l y i n g  t h e  burden- 
s h a r i n g  formula. T h i s  y e a r ,  a p o r t i o n  of e x c e s s  income might 
a l s o  be used t o  h e l p  fund t h i s  class of reserves, a q u e s t i s m  w e  
c o u l d  d e a l  w i th  nex t  week when w e  d i s c u s s  t h e  Fund's  income 
po s i t ion. 

Developing t h i s  p a r t i c u l a r  c lass  of reserves might  go f a r -  
t h e s t  i n  s a f e g u a r d i n g  t h e  Fund's  y o s i t i o n ,  w h i l e  m a i n t a i n i n g  t h e  
unique  n a t u r e  of t h e  Fund and s a t i s f y i n g  t h e  e x t e r n a l  a u d i t o r s .  
T h i s  i d e a  would of c o u r s e  be  s u b j e c t  t o  amounts t h a t  c o u l d  be 
g e n e r a t e d  under  tu rden- sha r ing  p r i n c i p l e s  and t h e  r e s e r v e  t a r g e t ,  
which w e  may want t o  r e c o n s i d e r  i n  view of t h i s  p roposa l .  I 
wou ld  l i k e  t o  stress t h a t  m y  own a u t h o r i t i e s  have no t  y e t  come 
t o  any f i r m  c o n c l u s i o n s  on t h e s e  o p t i o n s ,  bu t  c o n s i d e r a t i o n  and 
s t u d y  by t h e  s t a f f  o f  t h e  Fund's r e s e r v e  p o s i t i o n ,  i n  g e n e r a l ,  
and of t h e  v a r l o u s  p o s s i b i l i t i e s  would be very h e l p f u l -  

A t  t h e  o u t s e t  of my remqrks 1 r e f e r r e d  t o  t h e  need t o  addreits 
unde r ly ing  factors t h a t  are c o n t r i b u t i n g  t o  t h e  problem of  e x i c t -  
i n g  and p r o s p e c t i v e  overdue  o b l i g a t i o n s .  I n  t h i s  r e s p e c t ,  a key 
c o n s i d e r a t i o n  i s  t h e  o b j e c t i v e  of  a s s i s t i n g  members t o  s t r e n g t h e n  
t h e i r  economies.  An enlargement  of the r e s o u r c e s  a v a i l a b l e  under  
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  c o u l d  l e a d  t o  more e f f i c i e n t  
ad jus tmen t  programs o v e r  a r e a s o n a b l e  time h o r i z o n  i n  t h o s e  mem- 
b e r s  where t h e  r i s k  t o  t h e  Fund would o t h e r w i s e  be  t h e  g r e a t e s t -  
It i s  t h e r e f o r e  i m p o r t a n t  t h a t  t h e  Managing D i r e c t o r ' s  p roposa l  
r e g a r d i n g  enhancement of t h a t  f a c i l i t y  be f u l l y  explored, n o t  
only because of the c o n t r i b u t i o n  that it will make t o  p u t t i n g  
these c o u n t r i e s  i n  a soucd  economic and f i n a n c i a l  p o s i t i o n ,  



EBM/87/86 - 5/12/87 - 36 - 

which i s  of c o u r s e  i n h e r e n t l y  d e s i r a b l e ,  h u t  a l s o  because t h i s  
i n  t u r n  w i l l  minfmize t h e  p r o b a b i l i t y  o f  i n c u r r i n g  arrears t o  
t h e  Fund, and w i l l  t h e r e b y  s t r e n g t h e n  t h e  Fund. 

F i n a l l y ,  M r .  Chairman, X can s u p p o r t  t h e  proposed d e c i s i o n  
on s p e c i a l  c h a r g e s  

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

T h i s  c h a i r  having  i n  i t s  c o n s t i t u e n c y  t h e  m a j o r i t y  of t h e  
c o u n t r i e s  i n  arrears h a s  t h e  most d i f f i c u l t  s i t u a t i o n  a t  t h e  
p r e s e n t  meet ing  and i s  v e r y  much concerned  w i t h  t h e  i s s u e s  of  
overdue o b l i g a t i o n s  and p r o v i s i o n i n g .  

Our p o s i t i o n  on p r o v i s i o n i n g  h a s  n o t  changed from t h e  one 
s t a t e d  a t  t h e  Board ' s  p r e v i o u s  discussion on t h e  s u b j e c t .  Provi -  
s i o n i n g  is n e i t h e r  c o n s i s t e n t  w i t h  the c h a r a c t e r  of t h e  Fund and 
i t s  Articles of Agreement, n o r  t h e  a p p r o p r i a t e  way of a d d r e s s i n g  
t h e  problem of overdue  f i n a n c i a l  o b l i g a t i o n s .  The p r e s e n t  s t a f f  
paper  p r e s e n t s  no new conv inc ing  answers  t o  t h e  many doub t s  and 
q u e s t i o n s  r a i s e d  by D i r e c t o r s  a g a i n s t  p r o v i s i o n i n g  i n  t h e  c o n t e x t  
of t h e  Fund a t  t h e  time of our  f i r s t  d i s c u s s i o n  of t h e  i s s u e .  
I n  t h i s  r e g a r d ,  I f u l l y  s h a r e  t h e  views expres sed  by Mrs. P l o i x .  

P r o v i s i o n i n g  does n o t  a p p e a r  t o  have a p rope r  p l a c e  i n  t h e  
c o n t e x t  of t h e  Fund, which has a unique  c h a r a c t e r  as  an i n t e r -  
government c o o p e r a t i v e  i n s t i t u t i o n  d e a l i n g  w i t h  s o v e r e i g n  coun- 
cries.  I ts  i n t e g r i t y  and c r e d i b i l i t y  i s  more dependent  on. t h e  
c o l l a b o r a t i o n  and s u p p o r t  of i t s  members t h a n  on t h e  market  
p e r c e p t i o n  of the s t r e n g t h  of  i t s  f i n a n c i a l  p o s i t i o n .  

The Fund makes i t s  r e s o u r c e s  a v a i l a b l e  t o  a member i n  
exchange f o r  a n  e q u i v a l e n t  amount of t h e  member's cu r rency ,  as 
e x p r e s s e d  i n  terms of t h e  SDR. T h i s  v a l u a t i o n  i s  independent  of 
t h e  member's f u l f i l l m e n t  o r  n o n f u l f i l l m e n t  of i c s  r epurchase  
o b l i g a t i o n s .  A s  was s t a t e d  by t h e  Lega l  Department a t  ou r  l a s t  
d i s c u s s i o n :  " t h e  Fund's  h o l d i n g s  of  a c u r r e n c y  cannot  be w r i t t e n  
o f f ,  i . e . 9  accounted  f o r  below t h e  SDR r a t e ,  even  when t h e  member 
is  i n  arrears ."  According t o  t h e  A r t i c l e s  of  Agreement, t h e  
v a l u e  of t h e  Fund's  ho ld ings  of a member's c u r r e n c y  m u s t  a lways  
be ma in ta ined  i n  te rms  of S D R s .  T h e r e f o r e ,  t h e  e f f e c t i v e  r e a l i z -  
a b l e  v a l u e  of an a s s e t  h e l d  by t h e  Fund i s  always e q u a l  t o  i t s  
book v a l u e ,  as members a r e  under  o b l i g a t i o n  t o  compensate f o r  
any d e p r e c i a t i o n  i n  t h e  v a l u e  of t h e i r  c u r r e n c i e s  h e l d  by t h e  
Fund. T h e  argument t h a t  p r o v i s i o n i n g  i s  needed t o  compensate 
f o r  an impairment of t h e  e f f e c t i v e  r e a l i z a b l e  v a l u e  of t h e  Fund's 
r s s e t a  Iias no basis. The o n l y  s i t u a t i o n  i n  w h i c h  p r o v i s i o n i n g  
m i g h t  be cons ide red  i n  t h e  c o n t e x t  of t h e  Fund and t h e  A r t i c l e s  
of Agreement would be if a member refused t o  m a i n t a i n  t h e  value 
of t h e  Fund ' s  h o l d i n g s  o f  i t s  c u r r e n c y  o r  i f  i t  withdrew from 



the Fund and repuc Ated its financial obligations to the insti- 
tution. .So far, none of the countries in arrears to the  Fund 
has expressed any such intentioas. 

Provisioning is not only inconsistent with the nature of the 
Fund and the Articles of Agreement, but could a l s o  prove harmful 
to both the Fund and members concerned, and may hinder any e a r l y  
settlement of arrears. Rather than strengthening the financial. 
position of  the Fund, provisioning might raise more doubts and 
questions regarding the role of the Fund in helping its members 
in the currrent, difficult circumstances, characterized by a 
systemic liquidity squeeze and widespread problems for a large 
number of countries. In particular, the catalytic role of the 
Fund and its ability to arrange concerted financial packages may 
be impaired by the possible negative implications of provisioning. 
Provisioning would a l s o  require that the Fund make a judgment 
regarding the creditworthiness of members in arrears which could 
have serious implications for the countrles concerned and make 
the possibility of finding ways and means for an early clearance 
of t h e  arrears even more remote. In addition, countries in 
arrears, under  the impression that their debts have been written 
o f f  by provisioning, may attach less priority to settlement of 
overdue obligations to the Fund or give up on their e f f o r t s  to 
reduce the arrears. 

The steps already taken to strengthen the financial position 
of the Fund--in particular, the building up of reserves by more 
than doubling the reserve target and retaining income i n  excess 
of the target amount--are adequate and no further steps are 
needed now, whether in the form of provisioning or special 
reserves. While the question of overdue obligations raises 
serious concerns, it is neither appropriate nor in the interest 
of the Fund to present the situation in a crisis form as if the 
institution were being confronted with a generalized risk of non- 
payment of outstanding credit. Therefore, our position is that 
there is no need f o r  provisioning, at least not a t  :ills time. 

As for the issue of overdue financial obligations to the 
Fund, we are deeply concerned about the increasing amount and 
lengthening duration of arrears. It i s  disturbing to note in 
the main conclusion of the staff paper that not much progress has 
been achieved toward a satisfactory resolution of the problem. 
This f i n d i n g  should at least stimulate critical questions with 
r e g a r d  to our policies on the treatment of the problem and 
reaffirms the view this chair h a s  consistently held that our 
present :  approach t o  the probl.em of  overdue obligations h a s  n o t  
c o n t r i b u t e d  i n  an effective way to the desired solution and that 
there is t h e r e f o r e  a clear need f u r  a more pragmatic approach. 
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The p r e s e n t  p o l i c y  h a s  been i n e f f e c t i v e  f o r  a number of 
-easons we have s t r e s s e d  on p r e v i o u s  o c c a s i o n s .  I w i l l  j u s t  
mention a f e w  of t h o s e  r e a s o n s .  Our p o l i c i e s  are  based  on a 
g e n e r a l i z e d  approach .  while t h e  problem we are  f a c i n g  i s  more 
l i m i t e d ,  r e q u i r i n g  s p e c i f i c  and  i n n o v a t i v e  case-by-case s o l u t i o n s .  
Marly of t h e  measures  adop ted ,  such  as suspend ing  access of coun- 
tr ies in arrears t o  t h e  Fund's  r e s o u r c e s ,  d e c l a r i n g  them i n e l i -  
g i b l e ,  and iinposing s p e c i a l  c h a r g e s ,  a r e  more p u n i t i v e  t h a n  
h e l p f u l  i n  c r e a t i n g  an envi ronment  conduc ive  t o  e n a b l i n g  t h e s e  
members t o  meet t h e i r  o b l i g a t i o n s .  Oui- p o l i c i e s  are preoccup ied  
wi th  a d d r e s s i n g  t h e  symptoms of t h e  problem r a t h e r  t h a n  g o i n g  
deep t o  t h e  r o o t s  and h a n d l i n g  t h e  a c t u a l  c a u s e s  and c i r c u m s t a n c e s  
t h a t  l e a d  t o  t h e  s i t u a t i o n .  

I n  t h i s  c o n t e x t ,  I found two of t h e  s t a f f  f i n d i n g s ,  w h i l e  
n o t  new, of p a r t i c u l a r  E n t e r e s t .  F i r s t ,  c o u n t r i e s  i n  arrears 
a r e  l i m i t e d  t o  a small number of members, and s e r i o u s  pr9blems 
of overdue o b l i g a t i o n s  dio n o t  appea r  t o  be  s p r e a d i n g  a c r o s s  a 
b roade r  range  of c o u n t r i e s .  Second, among t h o s e  c o u n t r i e s  in 
a r r e a r s ,  o n l y  t h r e e  o r  f o u r  c o u n t r i e s  a c c o u n t  f o r  t h e  b u l k  of 
overdue o b L i g a t i o n s ,  and are e x p e r i e n c i n g  p r o t r a c t e d  a r r e a r s .  I 
shou ld  add to  t h e s e  f i n d i n g s  t h a t  most of t h o s e  i n  arrears are 
small, low-.income c o u n t r i e s  f o r  which t h e  Fund r e p r e s e n t s  a 
major c r e d i t o r .  These f a c t s  c l e a r l y  i n d i c a t e  t h a t  a s o l u t i o n  t o  
t h e  problem may b e  found i n  c o n c e n t r a t i n g  ou r  e f f o r t  on t h e  f e w  
cases and t r y i n g  t o  f i n d  a workable  and r e a l i s t i c  s o l u t i o n  f o r  
each c a s e ,  n o t  o n l y  i n  c l e a r i n g  t h e  arrears b u t  a l s o  i n  e n s u r i n g  
t h e  n e c e s s a r y  c o n d i t i o n s  f o r  t h e s e  c o u n t r i e s  t o  remain c u r r e n t  
i n  t h e i r  o b l i g a t i o n s ,  as  many of t h e m  have t o  c o n t i n u e  making 
s i z a b l e  payments t o  t h e  Fund f o r  some y e a r s .  Such a s o l u t i o n  
would d e f i n i t e l y  r e q u i r e  t h a t  w e  approach  t h e  problem w i t h  flexi- 
b i l i t y  and an  open mind, without: any  p rede te rmined  p o s i t i o n s .  
Vhen such ;-i f l e x i b l e  approach i s  a c c e p t e d ,  I am s u r e  many of us 
w i l l  have s p e c i f i c  p r o p o s a l s  and  c o n t r i b u t i o n s  as t o  what can be 
done .  

While r e c o g n i z i n g  t h e  impor tance  of working t o g e t h e r  w i t h  
o t h e r  m u l t i l a t e r a l  i n s t i t u t i o n s ,  c r e d i t o r s ,  and donor  c o u n t r i e s  
t o  f i n d  a s o l u t i o n  t o  t h e  problem of overdue  o b l i g a t i o n s  t o  t h e  
Fund, i t  i s  impor t an t  t o  stress h e r e  t h a t  s u c h  c o l l a b o r a t i o n  
shoul-d not  become a means t o  pu t  undue p r e s s u r e  on  members i n  
a r r e a r s  by  d i f f e r e n t  p a r t i e s .  I n s t e a d ,  c o l l a b o r a t i o n  s h o u l d  be 
aimed a t  f i n d i n g  w r e  d u r a b l e  and r e a l i s t i c  s o l u t i o n s  through 
enhanc ing  t h e  c o u n t r i e s '  a b i l i t y  t o  meet t h e i r  o b l i g a t i o n s .  The 
few c a s e s  where sone members have been a b l e  t o  s e t t l e  t h e i r  
a r rears  through b r i d g i n g  f i n a n c e  s u p p o r t e d  by Fund a r r angemen t s  
have r a i s e d  a number of q u e s t i o n s  r e g a r d i n g  t h e  e s s e n c e  of Fund 
a r r a n g e m e n t s ,  i n c l u d i n g  wherher i n  t h i s  e x e r c i s e  Fund a r r a n g e -  
ments have not been t u r n e d  i n t o  a r e f i n a n c t n g  mechanism f o r  
repr i rchases  t o  t h e  Fiind, which r e p r e s e n t s  ad e n t i r e  d e p a r t u r e  
f rom the o r i g i n a l  o b j e c t i v e  of F u n d  arrangements--to p r o v i d e  
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n e c e s s a r y  f i n a n c i n g  i n  s u p p o r t  o f  a d j u s t m e n t  e f f o r t s .  Resources  
from the Fund are b e i n g  p a i d  t o  commercial  banks t h a t  provided 
b r i d g i n g  f i n a n c e  t o  c lear  t h e  arrears, w h i l e  t h e  c o u n t r i e s "  
d o n e s t i c  e f f o r t s  i?re l e f t  w i t h o u t  t h e  needed f i n a n c i a l  s u p p o r t ,  
and, t h e r e f o r e ,  a d j u s t m e n t  can h a r d l y  succeed.  One does n o t  need 
t o  quoce examples t o  prove t h i s  p o i n t .  

With t h e  good news on t h e  enhancement o f  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  and t h e  e v o l v i n g  comprehensive s t r a t e g y  t o  
h e l p  l o p i n c o m e  c o u n t r i e s ,  I hope t h a t  a s o l u t i o n  w i l l  be  found 
t o  t h i s  d i f f i c u l t  problem. 

On s p e c i a l  c h a r g e s ,  I see no l o g i c  i n  c o n t i n u i n g  w i t h  t h e s e  
c h a r g e s  which have n o t  a c h i e v e d  a n y  of t h e  i n t e n d e d  o b j e c t i v e s .  
On c o s t  r ecove ry ,  one of t h e  o b j e c t i v e s  of s p e c i a l  c h a r g e s ,  t h e  
s t a f f  conc ludes  t h a t  " i t  remains t h e  case t h a t  a c t u a l  c o s t  
r ecove ry  t h u s  f a r  h a s  been o n l y  very p a r t i a l . "  On i n c e n t i v e  f o r  
t i m e l y  s e t t l e m e n t  of o b l i g a t i o n s  t h e  s t a f f  a g a i n  s ta tes  t h a t  
" o v e r a l l ,  no p a t t e r n  o f  d i f f e r e n c e s  i n  payments perlCormance 
emerges t h a t  cou ld  be a t t r i b u t e d  c l e a r l y  t o  imp lemen tc t ion  o f  
che  system of s p e c i a l  cha rges . "  Pe rhaps  t h e  o n l y  c e r t a i n  r e s u l t  
of r.he sys t em of s p e c i a l  c h a r g e s  is t o  i n c r e a s e  t h e  burden on 
c o u n t r i e s  i n  arrears and make i t  even more d i f f i c u l t  f o r  them t o  
become c u r r e n t .  

Mr. d e  Groo te  made t h e  f o l l o w i n g  statement: 

I t  must be r ecogn ized  t h a t  t h e  i n c i d e n c e  of overdue f i n a n -  
c i a l  o b l i g a t i o n s  t o  the Fund poses  s e r i o u s  problems f o r  t h e  
Fund's c r e d i b i l i t y  and f i n a n c i a l  p o s i t i o n .  

A t  t h e  same t i m e  i t  must be bo rne  i n  mind t h a t  t h e  Fund is 
a n  i n t e r g o v e r n m e n t a l  i n s t i t u t i o n  whose members a r e  s o v e r e i g n  
s ta tes ,  and which i s  t h e r e f o r e  u n l i k e l y  t o  become i n s o l v e n t .  
Even more i m p o r t a n t ,  because  t h e  Fund's  a c t i v i t i e s  d i f f e r  funda- 
m e n t a l l y  from t h o s e  of t h e  commercial  banks,  r e s p o n s e s  which a re  
a p p r o p r i a t e  on t h e  p a r t  of t h e  commercial  banks may be found 
q u i t e  i n a p p r o p r i a t e  on t h e  part: of t h e  Fund. One such  d i f f e r e n c e  
a r i s e s  because t h e  Fund's  a c t i v i t i e s  c o n s i s t  o f  t h e  pu rchase  and 
r epurchase  of c u r r e n c i e s .  T h e  Fund's  h o l d i n g s  t h u s  c o n s i s t  of 
its members' c u r r e n c i e s ,  which have i n h e r e n t  v a l u e ,  r a t h e r  t h a n  
o f  claims on t h o s e  members i n  t h e  usual s e n s e .  

Given the curren t  e x t e r n a l  c i r c u m s t a n c e s ,  w e  a g r e e  w i t h  
Mr. Nimatal lah 's  statemenc t h a t  by i n t r o d u c i n g  p r o v i s i o n i n g ,  w e  
would send t h e  wrong s i g n a l  t o  t h e  commercial  banks.  Making 
p r o v i s i o n s  would be i n c o n s i s t e n t  with t h e  leadership ro l e  t h e  
Fund has t a k e n  i n  t h e  past dur ing i t s  negotiations with t h e  
commercial banks .  T h e  Fund should be p e r c e i v e d  a s  a l e a d e r  of 
banks .  F o r  t h e  Fund t o  seem to f o l l o w  t h e  l e a d  of t h e  commercial 
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banks i n  p r o v i s i o n i n g  c o u l d  be  i n t e r p r e t e d  as a s i g n  of weakness .  
T h e r e f o r e ,  w e  shou ld  t a k e  no d e c i s i c n  for t h e  p r e s e n t .  T h i s  view 
i s  r e i n f o r c e d  by t h e  f a c t  t h a t  t h e  c r e a t i o n  of a new a c c o u n t  would 
not  change t h e  Fund ' s  l i q u i d i t y  s i t u a t i o n  i n  t h e  s h o r t  term. 

The impact  of h e a d l i n e s  i n  t h e  p r e s s  t o  t h e  e f f e c t  t h a t  t h e  
Fund i s  p r o v i s i o n i n g  i t s  members c o u l d  a l s o  be adve r se :  t h e  news- 
pape r s  would not  g i v e  much emphas is  t o  t h e  background o r  to t h e  
f a c t  t h a t  t h e  amounts i n v o l v e d  a re  small, and such  h e a d l i n e s  
would t h e r e f o r e  loom l a r g e r  t h a n  any p o s s i b l e  q u a l i f i e d  s t a t e m e n t  
by t h e  e x t e r n a l  a u d i t o r .  For  t h i s  reason, wc d i s a g r e e  h e r e  w i t h  
Mr. Nimata l l ah ,  who would set  a s i d e  a small amount t o  s a t i s f y  t h e  
e x t e r n a l  a u d i t o r .  

A s  co ' Icerns  t h e  p r e s s u r e  f rom t h e  e x t e r n a l  a u d i t o r  f o r  t h e  
Fund t o  follow G e n e r a l l y  Accepted Account ing  P r i n c i p l e s ,  t h e s e  
p r i n c i p l e s  seem more a p p r o p r i a t e  t o  t h e  o p e r a t i o n s  of  t h e  commer- 
c i a l  banks t h a n  t o  t h o s e  of t h e  Fund. It  is  c lear  t h a t  w e  c a n n o t  
open a p r o v i s i o n i n g  a c c o u n t  for p o l i t i c a l  r e a s o n s .  A l m o s t  every-  
one on t h i s  Board w i l l  a g r e e  on t h i s  p o i n t .  We would have t o  
g i v e  any such  accoun t  a d i f f e r e n t  name, i n  which case i t  would 
no l o n g e r  s a t i s f y  t h e  G e n e r a l l y  Accepted Account ing  P r i n c i p l e s .  
All t h i s  i s  t o  say  t h a t  what we have b e f o r e  u s  i s  a n  a c c o u n t i n g  
problem, bu t  one n o t  amenable t o  t h e  G e n e r a l l y  Accepted Account ing  

t h i s  case. 
- P r i n c i p l e s ,  which w e  s h o u l d  t h e r e f o r e  n o t  a t t e m p t  t o  f o l l o w  i n  

The re  i s  a n o t h e r  fundamenta l  d i f f e r e n c e  between t h e  opera-  
t i o n s  of t h e  Fund and t h o s e  of t h e  commercial  banks which b e a r s  
o n  t h e  p r e s e n t  d i s c u s s i o n .  The commercial  banks made p rov i s ion -  
i n g  o f ,  s a y ,  2 0  p e r c e n t  because  t h e y  b e l i e v e  i t  i s  h i g h l y  p r o b a b l e  
t h a t  a siinilar p o r t i o n  of t h e i r  claims w i l l  n o t  be r e p a i d .  I n  t h e  
case o f  t h e  Fund, however, t h e  s t a f f  c l e a r l y  s t a t e s  on page 13 of 
i t s  paper:  

A s  no ted  e a r l i e r ,  t h e  Fund u n t i l  r e c e n t l y  h a s  n o t  had a 
problem of overdue  o b l i g a t i o n s ,  n o r  h a s  i t  expe r i enced  a 
l o s s  o r  cou ld  i t  be  e a s i l y  f o r e s e e n  t h a t  i t ' w o u l d  do so .  
T h e  major  risk facing t h e  Fund a r i s e s  from t h e  iaipact of 
p r o t r a c t e d  overdue  o b l t g a t i o n s  on t h e  Fund's  a s s e t s  and 
on t h e  f i n a n c i a l  p c s i t i o n  of t h e  Fund and t h e  i n h e r e n t  
d i f f i c u l t i e s  i n  corning t o  a c o n c l u s i o n  as  t o  when t h e  
Fund i s  l i k e l y  t o  be r e p a i d .  

T h i s  r e f l e c t s  t he  s t a f f ' s  c o n v i c t i o n  t ha t  t h e  Fund w i l l  be r e p a i d  
i n  t h e  end ,  and t h a t  t h e  e x i s t i n g  l i q u i d i t y  problem is only  
temporary.  Seen i n  t h i s  l i g h t ,  the problem f a c i n g  t h e  Fund i s  
comple t e ly  d i f f e r e n t  from t h a t  facing t h e  commercial  banks. 
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The purpose of p r o v i s i o n s  i s  no t  t o  s o l v e  l i q u i d i t y  problems,  
bu t  t o  cove r  probable  l o s s e s .  
add res sed  by t h e  c r e a t i o n  of r e s e r v e s ,  which i s  a l r e a d y  be ing  done 
on a c o n t i n u i n g  b a s i s .  

L i q u i d i t y  problems should  be 

The f u n c t i o n  of r e s e r v e s  i s  s t i l l  a n o t h e r  a r e a  of d ive rgence  
between t h e  commercial  banks and m e  Fund. The reserves of a 
bank have en e q u i t y  c h a r a c t e r  and are c r e a t e d  t o  broaden t h e  
bank ' s  e q u i t y  base .  FOP tlze Fund, whose o p e r a t i o n s  c o n s i s t  of 
pu rchases  and r e p u r c h a s e s  of  c u r r e n c i e s ,  i t  i s  t h e  q u o t a s  which 
b e a r  a n  e q u i t y  c h a r a c t e r ,  w h i l e  i t  i s  t h e  r e s e r v e s  c r e a t e d  by 
t h e  Fund which s e r v e  t o  p r o t e c t  i t  a g a i n s t  a d v e r s e  f u t u r e  e 7 e n t s .  

I t  has  been proposed t h a t  a " s p e c i a l  account"  should  be 
opened i n  ord.er t o  a v o i d  o b s t a c l e s  t o  repayments  of members 
posed by t h e  Articles of Agreement, which s ta te  t h a t  reserves 
may riot be d i s t r i b u t e d  whL1e g e n e r a l  r e s e r v e s  c a n  on ly  be 
d i s t r i b u t e d  i n  p r o p o r t i o n  t o  t h e  q u o t a s  of t h e  members. In t h e  
event: of repayment of t h e  overdue o b l i g a t i o n s ,  t h e  b a l a n c e s  h e l d  
i n  t h i s  spec' ,I account  would be reimbursed t o  t h e  members who 
had c r e a t e d  them. 

T h e  argument f o r  opening such a n  account  i s  c o n s i d e r a b l y  
weakened, however, because I n  f a c t  the  burden-sharing p r i n c i p l e  
w e  have adopted  makes a repayment of r e t a i n e d  income p o s s i b l e  by 
s t i p u l a t i n g  t h a t  t h e  funds  g e n e r a t e d  by t h i s  p r i n c i p l e  are  
recorded  s e p a r a t e l y .  
s h a r i n g  states t h a t :  

S e c t i o n  I1 of t h e  p r i n c i p l e  of burden  

The a d d i t i o n a l  n e t  income s h a l l  be gene ra t ed  i n  accordance  
wi th  t h e  p r o v i s i o n s  of S e c t i o n  V .  It s h a l l  be r eco rded  
s e p a r a t e l y  i n  t h e  f i n a n c i a l  s t a t e m e n t s  of t h e  Fund. 

I n  S e c t i o n  V ,  w e  read:  

An amount e q u a l  t o  t h e  proceeds  of any ad jus tmen t  made under  
paragraph  2(a)  i n  o r d e r  to g e n e r a t e  supplementa l  income i n  
f i n a n c i a l  y e a r  1988 s h a l l  be  d i s t r i b u t e d ,  i n  accordance  w i t h  
t h e  p r o v i s i o n s  of  t h i s  paragraph ,  t o  members t h a t  have pa id  
a d d i t i o n a l  cha rges  o r  have r e c e i v e d  reduced remunera t ion  as 
a r e s u l t  of t h e  ad jus tmen t ,  when t h e r e  a r e  no  o u t s t a n d i n g  
overdue c h a r g e s  and r e p u r c h a s e s ,  o r  a t  such  ear l ier  t i m e  a s  
t h e  Fund may decid.e. 

There i s  th:is no need t o  open a s p e c i a l  accoun t ,  since t h i s  
function i s  a l r e a d y  a s s i g n e d  t o  t h e  burden-shar ing  mechanism* 

I n  any case, t h e r e  i s  l i t t l e  r ea l i s t i c  hope that t h e  overdue 
payrnents will be r e p a i d  i n  t h e  nea r  f u t u r e ,  and consequen t ly  
l i t t l e  need f o r  u s  t o  worry a t  p r e s e n t  abou t  t h e  repayment of 
r e s o u r c e s g  
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All these arguments seem to compel us to the conclusion 
that at least for the time being the Fund would be well advised 
to open neither a provislon.account nor a special account, but 
rather to protect its assets by the implementation of the buraen- 
sharing principle, and by the creation of reserves as it has 
done until now. As to the question whether the level of these 
resotirces is presently high enough t o  protect the Fund against 
adverse events, this is a completely different question which 
demands t o  be considered in a separate discussion. 

Mr.-Ayales made the fallowing statement: 

The view of this chair on provisioning in the context of the 
We still have hind has not changed since l as t  year's discussion. 

some difficulties in supporting the proposition of  both general 
and specific provisions to present a fair and accurate statement 
of  the institution's financial position. We believe that the 
measures already taken by the Fund are adequate to deal with the 
problem of the accumulation of arrears by a small number of 
countries, and we are, if necessary, willing to conslder f u r t h e r  
steps to protect the Fund's financial position. 

I agree with the main points expressed by Mr. Grosche, 
Mr. Salehkhou, and Krs. Ploix and will focus my brief comments 
on two aspects: the nature of the Fund as an intergovernmental, 
cooperative iiistitution, and the measures already implemented in 
order to strengthen the institution's financial position. 

We fully share Mrs. Ploix's view that t h e  Fund should not 
fo l low commercial accounting practices regarding provisioning. 
We are particularly concerned about damaging members' credit- 
worthiness. This would be very unfortunate, as the members in 
arrears belong to an intergovernmental, cooperative institution, 
and there is no clear indication that these countries would 
repudiate their obligations. Furthermore, in some cases it is 
difficult to assess the prabability of a loss to the Fund. We 
have s e r i o u s  doubts about the compatibility of provisioning w i t h  
t h e  Articles of Agreement in the context of the Fund as an 
intergovernmental cooperative institution. 

I n  any case, provisioning in t h e  context o f  the Fund will 
send a misleading sfgnal to the financial community and to member 
countries a b o u t  the present role of t h e  FLnd in dealing with t h e  
debt problem a n d  other medium- and long-term structural problems - 

Although t t ;e Fund is n o t  a financial institution tha t  needs 
t o  raise resoclrces in e h e  private financial markets, we f u l l y  
ag ree  that: the revolving c h a r a c t e r  o f  the Fund's financial 
r e s o u r c e s  must be preserved. In this regard, we share the COP- 
c e r n  about  t h e  recent  increase o f  o v e r d u e  obligations and are  
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wilXing t o  c o n s i d e r  f u r t h e r  s t e p s  t o  o f f s e t  the impact of a r r e a r s  
on t h e  Fund's f i n a n c i a l  p o s i t i o n .  However., as w e  po in t ed  o u t  on 
t h e  occas ion  o€ t h e  l a s t  Board d i s c u s s i o n  on t h e  six-monthly 
report on overdue f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund, t h e  problem 
of arrears t o  t h e  Fund i s  par;: of a larger p i c t u r e ,  namely, t h e  
d e b t  problem, and,  i n  t h i s  c o n t e x t ,  i t  i s  no t  r e a l i s t i c  t o  expec t  
an o v e r a l l  s o l u t i o n .  

A s  a r r e a r s  have become s i g n i f i c a n t ,  t h e  Fund has t aken  t h e  
necessary s teps  t o  s a f e g u a r d  i t s  f i n a n c i a l  p o s i t i o n :  n e t  income 
target hac heen I.E?cFP,~EP-~ to 7 - 5  percent of r e s e r v e s  f o r  i ' i n a n c i a l  
y e a r s  1987 and 1988; income in e x c e s s  of t h e  t a rge ted  amount has 
been added t o  r e s e r v e s ;  i t  has been dec ided  t h a t  t h e  c h a r g e s  from 
members tha t  are  overdue  f o r  s i x  months or more should  no  longer 
a c c r u e  as  c u r r e n t  income; special. cha rges  on overdue o b l i g a t i o n s  
have been i n t r o d u c e d ;  t h e  timing of p rocedures  f o r  dealing with 
such arrears has been s h o r t e n e d ;  and p e r i o d i c  e v a l u a t i o n  of t h e  
f i n a n c i a l  p o s i t i o n  of thase members w i t h  p r o t r a c t e d  o v e r d w  
o b l i g a t i o n s  h a s  been introduced. We be l i eve  t h a t  t h e s e  measures, 
r e i n f o r c e d  wi th  f u r t h e r  i n i t i a f f v e s  t o  c o n f r o n t  t h e  problem of 
mounting arrears, could avoid t h e  need t o  r e s o r t  to prov i s ion ing .  
The u n c e r t a i n t i e s  su r round ing  the  evolution of t h e  world economy 
c a l l  f o r  mare f l e x i b i l i t y  i n  t a i l o r i n g  s p e c i f i c  a c t i o n s  and 
procedures t o  i n d i v i d u a l  countries,  i n s t e a d  of t h e  a d o p t i o n  of 
mechanfcirl rules. 

Having expres sed  our views Qn thit m a t t e r ,  w e  suppor t  t h e  
proposed dec i s ion  on s p e c i a l  cha rges  i n  t h e  paper  on overdue 
f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund. Regarding p r o v i s i o n i n g  i n  
t h e  context of the Fund, a l t h o u g h  w e  are i n  broad agreement w i t h  
t h e  p o l i c i e s  arid procedures  implemented t h u s  f a r ,  we cannot  
s u p p o r t  p r o v i s i o n i n g  as a means t o  d e a l  w i t h  t he  problem of an 
accurnulat ion of a r r e a r s  t o  the Fund and by s t r e n g t h e n i n g  of t h e  
i n s t i t u t i o n ' s  f i n a n c i a l  p o s i t i o n .  

To conclude ,  as  Mrs. P l o f x  s t a t e d  SO c l e a r l y ,  t h e  unique 
n a t u r r  of t h i s  i n s t i t u t i o n  e x p h i n s  t h e  need f o r  accoun t ing  
practices t h a t ,  i n  some cases, should  d i f f e r  from those fallowed 
by commercial  banks and o t h e r  f i n a n c i a l  i n s t i t u t i o n s .  2 a l s o  
fully s h a r e  Mrs. P l o i x ' s  views t h a t  t h e  Fund's image v is -a -v is  
i t s  own members should  conce rn  u s  more than t h e  image perce ived  
by the  i n t e r n a t i o n a l  f i n a n c i a l .  community. 

Mr. D i  Mama made t h e  fo l lowing  statement: 

Recent developments d e s c r i b e d  i n  t h e  r e p o r t  on overdue f inan -  
c i a l  obligations h igh l igh t -  t w o  b a s i c  considerations. F i r s t ,  t h e  
s i t u a t i o n  of overdue o b l i g a t i o n s  i s  worsening and is l i k e l y  t o  
continue tro d e t e r i o r a t e .  Second ,  a p a l l t e r n  of two  d i s t i n c t  groups 
of c o u n t r i e s  i n  arrears  seems to have been e s l a b l i s h e d :  a group  



EBM/87/86 - 6 /12 /87  - 4 4  - 
J 

of "hard case" c o u n t r i e s  w i t h  large and long- s t and ing  o v e r d u e s ,  
and a g roup  o f  " s o f t  case" c o u n t r i e s  w i t h  small amounts of over-  
dues and s h o r t  d e l a y s  i n  t h e i r  payments. 

The p r e s e n t  s t r a t e g y ,  however,  remains i n  o u r  o p i n i o n  s t i l l  
a p p r o p r i a t e  i n  s p i t e  of t h e  worsening  s i t u a t i o n .  S p e c i f i c a l l y ,  
i t  i s  d o u b t f u l  tha t  a more l e n i e n t  approach  c o u l d  i i iduce d e b t o r s  
t o  adop t  a p p r o p r i a t e  p o l i c i e s  f o r  r e s t o r i n g  s o l v e n c y .  

I n  any e v e n t ,  some improvements are p o s s i b l e .  F i r s t ,  mor2 
emphisis shoi i ld  be placed nfi p r e v e n t i v e  measures .  Tn p a r t i c u l a r ,  
w e  stress t h e  need t o  enhance t h e  a s s e s s m e n t  of members' c a p a c i t y  
t o  meet t h e i r  f i n a n c i a l  o b l i g a t i o n s  b e f o r e  a l l o w i n g  them t o  make 
u s e  of Fund r e s o u r c e s .  I n  a d d i t i o n ,  Fund s u r v e i l l a n c e  o v e r  p o l i -  
c i e s  fa r  i n  advance of t h e  emergence o f  imba lances  s h o u l d  a l s o  
be enhanced. Second, u r g e n t  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  p r o p o s a l  o f  e x c l u d i n g  c o u n t r i e s  i n  arrears from t h e  q u o t a  
i n c r e a s e .  T h i r d ,  c o o p e r a t i o n  between t h e  Fund, t h e  d e b t o r s ,  and 
t h e  c r e d i t o r  c o u n t r i e s  s h o u l d  c o n t i n u e  t o  be  improved. To t h i s  
end w e  welcome t h e  i n ? o - - . ; i o n  i n t r o d u c e d  i n  t h e  p r e s e n t  r e p o r t  
which summarizes t h e  s t a t u s  o f  c o o p e r a t i o n  between t h e  Fund and 
membzrs s u b j e c t  t o  c o m p l a i n t s .  

A s  f o r  t h e  sys t em of s p e c i a l  c h a r g e s ,  we f e e l  t h a t  a f t e r  one  
y e a r  of o p e r a t i o n  t h e  r e s u l t s  are q u i t e  d i s a p p o i n t i n g .  Only 
15 p e r c e n t  of t o t a l  s p e c i a l  c h a r g e s  Levied i n  t h e  p e r i o d  unde r  
review have been pa id .  Fu r the rmore ,  o n l y  minor  d e b t o r  c o u n t r i e s  
have p a i d ,  and none of t h e  f i v e  c o u n t r i e s  i n e l i g i b l e  t o  u s e  Fund 
r e s o u r c e s  h a s  p a i d .  Moreover,  t h e r e  is no clear  e v i d e n c e  t h a t  
t h e  system h a s  s i g n i f i c a n t l y  improved i n c e n t i v e  f o r  t i m e l y  
set t lement .  The o n l y  p o s i t i v e  a s p e c t  i s  t h a t  t h e r e  might  be a 
p r b b a b l l i t y  t h a t  some c o u n t r i e s '  performance would have been 
worse i n  t h e  a b s e n c e  of t h e s e  c h a r g e s .  D e s p i t e  t h i s  s k e p t i c i s m  
w e  c a n  s u p p o r t  t h e  proposed d e c i s i o n .  

A s  f o r  t h e  q u e s t i o n  of p r o v i s i o n i n g ,  t h e  s t a f f  p a p e r  h a s  n o t  
p rov ided  any f u r t h e r  e v i d e n c e  t h a t  c o u l d  b r i n g  u s  t o  r e c o n s i d e r  
o u r  p o s i t i o n  a g a i n s t  p r o v i s i o n i n g  i n  t h e  c o n t e x t  o f  t h e  Fund. As 
i n  t h e  p a s t  d i s c u s s i o n  on p r o v i s i o n i n g  i n  May 1986,  w e  b e l i e v e  
t h a t  p r o v i s i o n i n g  is somewhat a t  odds w i t h  t h e  n a t u r e  of t h i s  
i n s t i t u t i o n  and t h a t  i t  p r o v i d e s  no s p e c i a l  f e a t u r e s  t h a t  c o u l d  
no t  be f u l f i l l e d  by t h e  p r e s e n t  p o l i c y  of r e s e r v e  i n c r e a s e .  

T h e r e  a r e  two broad c lasses  of i s s u e s  wh ich  m a k e  t h e  case 
a g a i n s t  p r o v i s i o n i n g  i n  t h e  c o n t e x t  of  t h e  Fund: 
[lie r i s k  t h i s  i n s t i t u t i o n  i s  s u b j e c t  t o  i n  i t s  l e n d i n g  p o l i c y  
a n d  t h e  p a r t i c u l a r  n a t u r e  of t h e  a c c o u n t i n g  of  t h i s  i n s t i t u t i o n .  

t h e  n a t u r e  of 

On t h e  n a t u r e  o f  t h e  r i s k ,  w e  need n o t  add  much w i t h  respect  
to t h e  p r e v i o u s  d . i s c u s s i o n  o n  p r o v i s i o n i n g .  We w i s h  t o  recall, 
however, t h a t  t h e  r i s k  i n  Fund o p 2 r a t i o n s  i s  c o n c e p t u a l l y  and 
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t e c h n i c a l l y  ve ry  d i f f e r e n t  from t h a t  f a c e d  by o t h e r  f i n a n c i a l  
i n s t i t u t i o n s  and w i l l  c o n t i n u e  t o  be soI 
t i v e  nature o f  t h i s  i n s t i t u t i o n ,  t h e  l o a n s  are, i n  f a c t ,  grsnLyd 
through an exchange of assets between members. T h e r e f o r e ,  t h e  
losses can occur  t e c h n i c a l l y  on ly  i f  a member i n  arrears w i t h -  
draws from t h e  Fund--a r a t h e r  remote p o s s i b i l i t y .  

Owing t o  t h e  coopera- 

Having s a i d  t h i s ,  however, t h e  r i s i n g  t r e n d  of t h e  overdue 
o b l i g a t i o n s  i n  t h e  p a s t  few y e a r s  and t h e  p o s s i b l e  g r a d u a l  Impair-  
ment of some of t h e  a s s e t s  of t h e  Fund h a s  t o  be d e a l t  w i t h  as a 
matter of p r i o r i t y .  The real  i s s u e  is  whether  p r o v i s i o n i n g  is a 
more e f f i c i e n t  i n s t rumen t  t o  d e a l  w i t h  t h e s e  problems t h a n  r e s e r v e  
accumula t ion .  Moreover, is p r o v i s i o n i n g  cohe ren t  w i t h  t h e  n a t u r e  
and t h e r e f o r e  t h e  accoun t ing  p r a c t i c e  of t h i s  i n s t i t u t i o n ?  

A q u i c k  look a t  t h e  f e a t u r e s  which d i s t i n g u i s h  t h e  account-  
ing practice of t h e  Fund from o t h e r  f i n a n c i a l  i n s t i t u t i o n s  can 
be u s e f u l .  F i r s t ,  t h e  Fund i s  a n o n p r o f i t ,  c o o p e r a t i v e  a s soc ia -  
t i o n .  T h i s  jmpl ies  t h a t  t h e  income p o s i t i o n  does  n o t  d e r i v e  from 
a process of maximiza t ion  of e a r n i n g s  f o r  t h e  s a k e  of paying 
d iv idends  and r e i n f o r c i n g  t h e  e q u i t y  base .  R a t h e r ,  income i s  
e s t a b l i s h e d ,  ex a n t e ,  through t h e  combina t ion  of t h e  rates of 
charge  and remunera t ion  and i s  r e t a i n e d  f o r  t h e  s a k e  of b u i l d i n g  
up r e s e r v e s .  Second, and s t r i c t l y  connec ted  w i t h  t h e  former  
p o i n t ,  t h e  "accuracy" of t h e  r epor t ing  on the asset s i d e  can  be 
less s t r i n g e n t  t han  i n  a p r o f i t - o r i e n t e d  o r g a n i z a t i o n .  On t h e  
one hand, t h e r e  i s  not t h e  risk fo r  t h e  Fund t o  r e d i s t r i b u t e  
e x c e s s i v e  e a r n i n g s  by keeping overva lued  assets. On t h e  o t h e r  
hand, there are n3 t a x  c o n s i d e r a t i o n s  which suggest t h e  n e c e s s i t y  
t o  aim a t  a " f a i r , "  In p r i v a t e  s e c t o r  terns, r e p r e s e n t a t i o n  of 
i t s  f i n a n c i a l  p o s i t i o n .  

In  t h i s  r e s p e c t ,  w e  do n o t  b e l i e v e  t h a t  i n  t h e  c o n t e x t  of  
t h e  Fund p r o v i s i o n i n g  r e p r e s e n t s  a n e c e s s a r y  s t e p  t o  a c h i e v e ,  as  
t h e  staff i n d i c a t e ,  a n  " a c c u r a t e  r e p o r t i n g  of t h e  Fund's f i nan -  
c i a l  p o s i t i o n . "  Accuracy, i n  f a c t ,  cannot  be i n t e r p r e t e d  i n  t h e  
Fund i n  the  same way a6 i n  o t h e r  p r o f i t - o r i e n t e d  f i n a n c i a l  i n s t i -  
t u t i o n s  s ince  t h e  asset  impairment conce rns  on ly  t h e  l i q u i d i t y  of 
a s s e t s .  Moreover, accuracy  should  be  sough t  i n  a l l  p a r t s  of t h e  
budget ,  i n c l u d i n g  t h e  gold  assets. I n  t h i s  v e i n ,  p r o v i s i o n i n g  
and r e s e r v e  accumula t ion  cannot  be c a n c e p t u a l l y  d i s t i n g u i s h e d  i n  
the context: of t h e  Fund so clearly as t h e  s t a f f  implies. The 
accumula t ion  of r e s e r v e s  can accompl ish  the f u n c t i o n  of p r o t e c t i n g  
t h e  i n s t i t u t i o n  from unexpected o p e r a t i o n a l  and a d m i n i s t r a t i v e  
e x p e n d i t u r e s ,  which i n  t h e  paper  i s  c a l l e d  t h e  g e n e r a l  u n c e r t a i n t y ,  
and a l s o  can p r o t e c t  t h e  Fund from impairment o r  m a t e r i a l  l o s s  of 
assets, which is c a l l e d  t h e  u n c e r t a i n t y  i n  conduct ing  o p e r a t i o n s .  
I n  t h i s  sense, w e  do  not s e e  r e a s o n s  t o  d e p a r t  f rom t h e  c u r r e n t  
p r a c t i c e  of protecting the Fund's f i n a n c i a l  p o s i t i o n  o n l y  t h r o u g h  
reserve accumula t ion -  
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However, w h i l e  we see no a d v a n t a g e s  o r  t e c h n i c a l  r e a s o n s  t o  
have a ~ .  e x p l i c i t  form of l o a n - l o s s  p r o v i s i o n i n g ,  w e  do see nega- 
t i v e  consequences.  F i r s t ,  t h e  i n t r o d u c t i o n  of p r o v i s i o n i n g  c o u l d  
be  i n t e r p r e t e d  as  a n  i n d i c a t i o n  t h a t  t h e  Fund i s  c o n s i d e r i n g  t h e  
p o s s i b i l i t y  of w r i t i n g  o f f  some of i t s  loans, damaging t h e  image 
of che i n s t i t u t i o n  o t h e r  t h a n  hampering i t s  c a p a c i t y  of col lect-  
i n g  overdue o b l i g a t i o n s .  Second, t h e  d e c i s i o n  c o u l d  f u r t h e r  
n e g a t i v e l y  a f f e c t  t h e  f i n a n c i a l  c r e d f t w o r t h i n e s s  of t h o s e  members 
whose d e b i t s  would be i d e n t i f i e d  as n e c e s s i t a t i o n  o f  p r o v i s i o n i n g .  

To conc lude  on t h i s  p o i n t ,  w h i l e  w e  do n o t  see any s p e c i f i c  
f u n c t i o n  t h a t  c o u l d  n o t  be  f u l f i l l e d  by r e s e r v e  a c c u m u l a t i o n ,  w e  
n o t i c e  some c lear  d i s a d v a n t a g e  i n  hav ing  s p e c i f i c  p r o v i s i o n i n g  
a g a i n s t  l o s s e s .  

On t h e  p o s i t i v e  s i d e  w e  must admit  t h a t  t h e  p o t e n t i a l  i m p a i r -  
ment o f  t h e  Fund's  assets i s  a c a u s e  of concern.  I n  t h e  p a s t  w e  
have been f a v o r a b l e  t o  a l l  t h e  measures  aimed a t  r e i n f o r c i n g  t h e  
f i n a n c i a l  p o s i t i o n  of t h e  Fund w h i l e  m a i n t a i n i n g  i t s  c o o p e r a t i v e  
n a t u r e .  And w e  w i l l  c o n t i n u e  t o  do so. 

I n  l i g h t  of p r e s e n t  c i r c u m s t a n c e s ,  we b e l i e v e ,  t h e r e f o r e ,  
t h a t  some f u r t h e r  s t e p  i n  r e i n f o r c i n g  t h e  f i n a n c i a l  p o s i t i o n  of 
t h e  Fund c a n  be t aken .  I n  p a r t i c u l a r ,  w e  f a v o r  t h e  e s t a b l i s h m e n t  
of a d d i t i o n a l  ad hoc s p e c i a l  r e s e r v e s .  For i n s t a n c e ,  and simi- 
l a r l y  t o  what M r .  Mass6 h a s  proposed,  one c o u l d  e s t a b l i s h  t h a t  
when a member i s  d e c l a r e d  i n e l i g i b l e  t o  u s e  Fund r e s o u r c e s ,  addi-  
t i o n a l  ad hoc r e s e r v e s  i n  a c e r t a i n  p r o p o r t i o n  t o  ove rdue  o b l i g a -  
t i o n s  w i l l  b e  accumulated.  These a d d i t i o n a l  r e s e r v e s ,  however, 
s h o u l d  be r e funded  t o  t h e  c o n t r i b u t o r  as t h e  i n d i v i d u a l  ove rdue  
s i t u a t i o n  i s  normalized.  L i k e  M r .  Grosche w e  would welcome 
f u r t h e r  s t u d y  by t h e  s t a f f  on t h e  n a t u r e  of t h e  Fund's r e s e r v e s  
and on t h e  e s t a b l i s h m e n t  of some k i n d  o f  s p e c i a l  r e s e r v e .  

I n  any event,  w e  are open t o  d i s c u s s i n g  o p t i o n s  similar t o  
t h e  one j u s t  mentioned as f a r  a s  t h e y  a re  no t  conce ived  as  
e x p l i c i t  p r o v i s i o n i n g  and as f a r  as t h e s e  o p t i o n s  are  c o n s i d e r e d  
i n  t h e  b r o a d e r  c o n t e x t  of burden s h a r i n g .  

Mr. N i m a t a l l a h  no ted  t h a t  a number of D i r e c t o r s  had referred t o  t h e  
need f o r  some k i n d  of s p e c i a l  r e s e r v e .  He would be prepa.red t o  s u p p o r t  
t h e  e s t a .b l i shmen t  of 'a s p e c i a l  r e s e r v e  a c c o u n t  i f  t h e r e  was n o t  t h e  
n e c e s s a r y  s u p p o r t  t o  i n t r o d u c e  p r o v i s i o n i n g .  He had a n  open mind on how 
t h e  s p e c i a l  r e s e r v e s  would be  f i n a n c e d .  

Hr. t iospedales  made t h e  following s t a t e m e n t :  

The c a s e  f o r  p r o v i s i o n i n g  rests who l ly  on t h e  e x i s t e n c e  of 
overdue f i n a n c i a l  o b l i g a t i - n s  t o  t h e  Fund a n d  on considerations 
o f  t h e  l i k e l y  i m p a i r m e n t  of t h e  Fund's a s se t s .  What i s  t h e  r e c o r d  
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w i t h  respect t o  overdue  o b l i g a t i o n s ?  While growing by approxi -  
ma te ly  23 p e r c e n t  i n  t h e  c u r r e n t  six-month rev iew p e r i o d ,  t h e s e  
c b l i g a t i o n s  c o n t i n u e  t o  be l i m i t e d  t o  a r e l a t i v e l y  small number 
of members with p r o t r a c t e d  problems of e x t e r n a l  f i n a n c i a l  manage- 
ment. I n  f a c t ,  two members i n  i n e l i g i b l e  s t a t u s  accoun t  f o r  

t o t a l  a r r e a r s .  
. 50 p e r c e n t  of t o t a l  arrears, and  f i v e  members € o r  80 p e r c e n t  of 

I t  seems t h a t  t h e  present m o d a l i t i e s  f o r  d e a l i n g  w i t h  t h e  
i s s u e  ate n o t  a c h i e v i n g  t h e  e s t a b l i s h e d  o b j e c t i v e s  afid c l e a r l y  
a p p e a r  t o  be i n e f f i c i e n t  and i n e f f e c t i v e .  The sys tem of s p e c i a l  
c h a r g e s  i s  a case i n  p o i n t ,  and ,  l i k e  M r .  Salehlchau, we c o n t i n u e  
t o  b e l i e v e  t h a t  i t s  c o n t i n u a t i o n  i s  c o u n t e r p r o d u c t i v e .  Accord- 
i n g l y ,  t h e  problem of a s u s t a i n e d  growth o f  arrears, a l t h o u g h  
l i m i t e d  t o  a few c o u n t r i e s ,  c o u l d  become a matter of even  more 
s e r i o u s  conce rn  t h a n  a t  p r e s e n t  i f  n o t  approached through a l te r -  
n a t i v e  : -echniques and methods. Tne  i n c r e a s i n g  p r o p o r t i o n  of 
o u t s t a n d i n g  Fund c r e d i t  r e p r e s e n t e d  by arrears  and t h e  f a c t  t h a t  
arrears are e q u i v a l e n t  t o  Fund r e s e r v e s  a r e  c lear  ev idence  of 
t h e  need f o r  r e s o l u t e ,  d e c i s i v e ,  and i m a g i n a t i v e  a c t i o n .  

Most members have con t inued  t o  meet t h e i r  o b l i g a t i o n s  t o  t h e  
Fund and they  have done s o  d e s p i t e  a p r o g r e s s i v e l y  d e t e r i o r a t i n g  
e x t e r n a l  environment  f o r  deve lop ing  c o u n t r i e s :  weak terms of  
t r a d e ;  modest growth  i n  i n d u s t r i a l  coun t r i e s - - the  main market  f o r  
t h e  e x p o r t s  of  deve lop ing  c o u n t r i e s ;  r e l a t i v e l y  h igh  i n t e r e s t  
rates; and c r i t i c a l l y  l o w  f i n a n c i a l  flows, even t o  a d j u s t i n g  
deve lop ing  c o u n t r i e s .  The recent a c t i o n  of a number of large 
money-center banks i s  a l s o  r e l e v a n t  i n  t h i s  r e s p e c t .  The 
s t r e n g t h e n i n g  o f  p r e v e n t i v e  measures ,  i n c l u d i n g  i n c r e a s e d  a t t e n -  
t i o n  t o  p a r t i c u l a r  e l emen t s  of program d e s i g n  and t h e  enhancement 
of c o l l a b o r a t i o n  between t h e  Fund, d e b t o r s ,  c r e d i t o r s ,  and donors ,  
can  c o n t r i b u t e  s i g n i f i c a n t l y  t o  t h e  conta inment  of t h e  problem. 
We urge con t inued  p e r s e v e r a n c e  w i t h  respect to t h i s  p rocess .  

However, we remain convinced  t h a t  t h e  arrears  problem i s  
g e n e r a l l y  t h e  r e s u l t  of s p e c i a l  circumstances p o i n t i n g  t o  t h e  
need f o r  a s e l e c t i v e  s o l u t i o n  t h a t  i n  some c a s e s  may have t o  be 
d i f f e r e n t  from t h e  one a p p l i e d  s o  f a r .  T h e r e f o r e ,  as  a matter 
of urgency  we shou ld  acco rd  t h e  h i g h e s t  p r i o r i t y  t o  t h e  resolu-  
t i o n  of t h e  problem of t h e  s p e c i a l  arrears cases; such  a focus  
would undoubtedly  e n s u r e  t h e  e s t a b l i s h m e n t  of a process t o  
r e i g n i t e  growth i n  t h e s e  c o u n t r i e s .  Rut i n  o r d e r  t o  create  such 
a growth-or ien ted  envi ronment ,  t h e  manner i n  which we d e a l  w i th  
a r r e a r s  and r e p u r c h a s e s  must be reviewed.  

/ 

We are  encouraged by t h e  staff's r e c o g n i t i o n  i n  i t s  four-  
p o i n t  s t r a c e g y  f o r  d e a l i n g  w i t h  arrears t h a t  t h e  r e l e v a n t  provi-  
sj0r.s of the A r t i c l e s  o f  Agreement w i l l  be  a p p l i e d  80 as t o  
encaurage members to become and remain c u r r e n t  w i t h  t h e  Fund. 
We hope ,  t h e r e f o r e ,  t h a t  t h e  p a p e r s  on the l e g a l  and t e c h n i c a l  
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aspects of the provisions of the Articles o f  Agreement relating 
t o  a postponement of repurchase obligations and the payment of 
charges i n  domestic currency will provide the Fund with additional 
leverage f o r  dealing with the problem. 

. ,  

The full implementation of these provisions, together with 
the adoption of growth-oriented adjustment programs by debtors, 
should attract the appropriate net positive financing from 
creditors and donors, resolve over the medium term the members'. 
difficulties, and restore normal relations with the Fund. I will 
take this opportunity to commend the Managing Director's recent 
initiative for enlarging the structural adjustment facility. In 
this way, the serious risk of a continued and perhaps substantial 
deterioration of the Fund's financial position owing to overdue 
obligations will be avoided. 

In the interim, given the Fund's character as an intergovern- 
mental cooperative institution and the resulting difficulty in 
reaching conclusive judgment as  t o  the likely impairment of assets 
and che probability of loss arising from overdue obligations, we 
have strengthened the Fund's financial position in important 
respects. The increase in net income and reserve targets with 
associated burden-sharing arrangements have been working as envis- 
aged. They continue to offer considerable protection against 
current uncertainties created by the persistence of overdue 
financial obligations to the Fund and do not require further 
strengthening through the establishment of provisions. 
approach would send a clear signal t o  the interna tional f in,-.,cial 
community that we have reached a judgment on the effective realiz- 
able value of our outstanding assets and that, therefore, the 
probabili.ty of l o s s  in a commercial sense is highly likely. This 
will lead also to increased charges on members least able to bear 
that additional cost--a development we cannot support, and to 
lower remuneration payments. These actions will not be fn the 
interest of this institution and the members concerned. 

Such an 

The staff h a s  correctly stressed that all members in arrears 
are committed to repaying the Fund, and although the situation in 
these countries remains critical, payments have been made since 
the. emergence of their arrears. Even the adoption of a rule t o  
provide f o r  the establishment of provisions with respect to 
arrears beyond a specified time period would not constitute a 
basis for determining that such assets are value-impaired and 
that a l o s s  is probable. 

We look forward to the next r e v i e w  of the burden-sharing 
arrangements and, while we are not convinced of the practicality 
of Mr. Ismael's multi€aceted scheme, we would be interested in 
t h e  answers t o  t h e  questions posed by h i m .  I will a l s o  be 
i n t e re s t ed  in the staff's examination of the technical issues 
r a i s e d  by Mrs. P f o i x .  
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M r .  Foot  remarked t h a t  while he  a g r e e d  w i t h  a s p e c t s  of many D i r e c r o r s '  
i n t e r v e n t i o n s ,  h e  d i d  not  a g r e e  e n t i r e l y  w i t h  any s p e a k e r s '  c o m m n t s .  I t  
was somewhat encourag ing  t h a t  t h e  number o€ members wi th  overdue o b l i g a -  
t i o n s  of s i x  months o r  more had s t a b i l i z e d .  However, t h e  o v e r a l l  f i n a n -  
c i a l  s i t u a t i o n  of some of t h e  lowest-income member c o u n t r i e s  had n o t  
i n p r o v e d ,  and t h e  f i n a n c i a l  h e a l t h  of some msmbers w l t h  p r o t r a c t e d  overdue 
o b l i g a t i o n s  had worsened. Given c u r r e n t  commodity p r i c e s ,  t h e  e x i s t i n g  
P a r i s  Club ar rangements ,  and  t h e  l i m i t e d  a v a i l a b i l i t y  o f  funds  under  t h e  
s t r u c t u r a l  ad jus tment  f a c i l i t y ,  t h e i r  economies were unlikcsly t o  improve 
d r a m a t i c a l l y  i n  t h e  s h o r t  term. T h e r e f o r e ,  h e  found i t  hard  t o  a g r e e  
w i t h  Mrs. P l o i x ' s  i n s i s t e n c e  on t h e  r e l e v a n c e  of t h e  maintenance of t h e  
v a l u e  of t h e  Fund ' s  h o l d i n g s  of some domest ic  c u r r e n c i e s ,  and h e  came t o  
t h e  c o n c l u s i o n ,  l i k e  Mr. N i m a t a l l a h ,  t h a t  t h e  v a l u e  of some of t h o s e  
h o l d i n g s  was c u r r e n t l y  impa i red .  

Two q u e s t i o n s  fo l lowed from t h a t  c o n c l u s i o n ,  M r .  Foot i n d i c a t e d .  
F i r s t ,  what a c t i o n  cou ld  t h e  Fund t a k e  t o  r e s t o r e  t h e  f i n a n c j a l  h e a l t h  of 
those c o u n t r i e s  i n  z r r e a r s ?  C l e a r l y ,  t h e r e  was c o n s i d e r a b l e  p o l i t i c a l  
w i l l . ,  th rough a v a r i e t y  of c h a n n e l s ,  d i r e c t l y  t o  improve t h e  h e a l t h  of 
many of  t h e  p o o r e s t  members, which inc iuded  t h e  g r e a t  m a j o r i t y  of members 
i n  arrears. Those were a p p r o p r i a t e  r e s p o n s e s  f o r  t h e  i n t e r n a t i o n a l  
community and t h e  Fund, a s  a c o o p e r a t i v e  i n s t i t u t i o n ,  t o  be f u l l y  invo lved  
i n .  If t h o s e  i n i t i a t i v e s  d i d  no t  e x i s t ,  t h e  case for p r o v i s i o n i n g  would 
be much s t r o n g e r .  

The second q u e s t i o n  was whether  t h e  Fund ' s  o v e r a l l  f i n a n c i a l  s t r e n g t h  
r e q u i r e d  p r o t e c t i o n  by means of p r o v i s i o n i n g ,  Mr. Foot  i n d i c a t e d .  Based 
on t h e  Fund's  b a l a n c e  s h e e t ,  t h e  answer was no. Even i f  t h e r e  were t o  be 
a q u a l i f i e d  a u d i t ,  a l t h o u g h  he  hoped t h a t  t h e r e  would n o t  b e ,  i t  would be 
mis t aken  f o r  any o b s e r v e r  t o  conclude  t h a t  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  was unhea l thy .  I f  t h e  Fund were a commercial  banking i n s t i t u t i o n ,  
i t  would not  be c o n s i d e r i n g  such  a narrow r a n g e  of o p t i o n s .  M r .  D i  Mauro 
had made some r e l e v a n t  remarks i n  t h a t  r e s p e c t .  The Fund's  f i n a n c i a l  
s t r e n g t h  might  even be weakened by p r o v i s i o n i n g  i f  i t  l e d  some members t o  
b e l i e v e  t h a t  t h e i r  o b l i g a t i o n s  might one day  b e  w r i t t e n  o f f .  It c o u l d  
a l s o  be t h e  c a s e  t h a t  w i t h  t h e  i n c r e a s e  i n  t h e  r a t e  of cha rge  t h a t  would 
f o l l o w  from p r o v i s i o n i n g ,  and  which would be c o n s i d e r a b l e  even i f  t h e  
burden were f u l l y  sha red  and t h e  reserve t a r g e t  r educed ,  borrowing members 
t h a t  had s u c c e s s f u l l y  s t r u g g l e d  t o  s t a y  c u r r e n t  might  g i v e  up t h e i r  
e f f o r t s ,  t h u s  f u r t h e r  undermining t h e  f i n a n c i a l  h e a l t h  of t h e  Fund. One 
consequence  of that :  c o n s i d e r a t i o n  was t h a t  h i s  a u t h o r i t i e s  would undoubt- 
e d l y  be  p r e p a r e d  to  c o n s i d e r  p r o v i s i o n i n g  more p o s i r i v e l y  i f  a s u b s t a n t i a l  
number of b o r r o w i q  members wished t o  p r o v i s i o n  and  i f  t h e  f i n a n c i a l  
i m p l i c a t i o n s  of p r o v i s i o n i n g  had been f u l l y  s p e l l e d  o u t .  He was p a r t i c u -  
l a r l y  uneasy about  i d e a s  t h a t  would i n v o l v e  a s t a r t  t o  p r o v i s i o n i n g  by t h e  
use O F  some o b j e c t i v e  r u l e ,  such as  X p e r c e n t  of a l l  arrears more t h a n  Y 
y e a r s  o u t s t a n d i n g ,  which would n o t  c o s t  much i n  t h e  c u r r e n t  f i n a n c i a l  
y e a r ,  b u t  which cou ld  c o s t  a great d e a l  i n  f u t u r e  y e a r s .  Nor was he 
p a r t i c u l a r l y  impressed  by t h e  " l e t  u s  pu t  a s i d e  what w e  h a v e  t o  s p a r e "  

_I 
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school of thought, which would be initiated by setting aside some of the 
excess income from financial year 1987. 
consistent with the magnitude of, the problem, 

Any response would have to he 

In sum, he shared the view of those Directors that were opposed to 
provisioning at the present tlme, but he could agree to further studies 
of the issue, including some detailed and realjstic projections of likely 
costs of provisioning against the likely room left under burden sharing 
and on the assumption of different rates of reserve target. 
first, the Executive Board must indicate to the External Audit Committee 
that positive and constructive initiatives were being taken to address 
the problem of arrears. Furthermore, Directors' doubts about whether 
provisioning would in fact strengthen the Fund's financial position 
should also be expressed to the Committee. 

However, 

Mr. Sengupta made the following statement: 

On the two papers on provisioning in the context of the Fund 
and overdue financial obligations to the Fund, our position has 
not changed since our last consideration of these subjects. We 
are of course worried that total overdue obligations at end-May 
1987 have been higher than those at the end of 1986, especially 
in the very short period category of "less than two weeks," and 
in longer-term categories of over six months. The problem how- 
ever is not general, as we stated during our last consideration 
of the subject, and is confined to a few countries. While 
preventive measures and measures t o  protect the Fund's financial 
position are useful, they do not, as the experience of the last 
two years shows, help to resolve the specific problem. Nor did 
the introduction of special charges, to provide incentives to 
clear arrears and perhaps to recover costs and losses to the 
Fund, succeed in overcoming the problem. We need to intensify 
collaborative efforts among the Fund, the countries in arrears, 
and creditor6 and donors to clear the arrears of the few countries 
facing acute payments imbalances. Actions here involve three 
elements: the adoption of adjustment policies by countries in 
arrears within the framework of social, political, and economic 
realities, with a view to attaining recovery and growth; the 
provision of adequate debt relief and finance to these countries 
by the international community; and the creation of an economic 
and trading environment that is conducive to these countries' 
recovery. T h e  six-monthly report: on overdue obligations shows 
that the five countries which have been declared ineligible to 
use Fund's general resources accounted for almost 80 percent of 
the total outstanding overdue obligations. For these countries 
t o  undertake external as well as structural adjustment, i f  
necessary with assistance from t h e  Fund and World Bank, there 
h a s  to be initially some debt relief and bridging finance. This 
requires a change in t h e  attitudes of  creditors a n d  donors toward 
members in arrears, a s  much as a commitment o f  t h e  members in 
arrears TO growth-oriented adjustment. 



A s  against this approach to the problem of overdues, the 
focus of the paper on provisioning in the Fund's financial state- 
ments in the context of the overdues is a narrow one. It merely 
aims at the limited objective of protecting the Fund's financial 
position. The staff's "structured" approach to the evaluation 
of risks boils down to what may be called a "presumptive" rule 
according to which provisions or contingency allowances would be 
established "against an obligation that has been overdue for a 
specified period of time, Cay, 36 months, unless settlement of 
these overdue obligations in the very near future was confidently 
expected.'' The paper, however, does not consider how serious 
t h e  problems would be if provisioning were introduced in an 
organization like the Fund, even though it refers to the Fund's 
character as an intergoverymental cooperative institution. The 
Fund has to be extremely careful in its relations with members, 
as any provisioning against a specific asset or a class of assets 
could be interpreted as an exclusion of the concerned member or 
as an expression of no confidence in the policies of the member 
concerned. Besides, the nature of transactions that the Fund 
carries out is different from the transactions of commercial 
organizations and banks. This is well known b u t  worth recapitu- 
lating. First, the Fund's transactions with its members take 
the form of sales of currencies or S D R s  for an equfvalent amount 
of the purchasing member's currency and do not take the form of 
loans. Second, the valuation of the Fund's holdings of currencies 
has to be expressed in terms of SDRs, as outlined in the Articles 
of Agreement--Article V, Sections 10 and 11 dealing with "compu- 
tations" and "maintenance of value." Third, the SDR rates for 
currencies are determined in accordance with the Articles-- 
Article XIX, Section 7(a)--and Rules--Rule 0-2. Changes in the 
values of currencies in terms of the SDR during a given period 
are taken care of by the maintenance of value provision, and do 
n o t  therefore s u g g e s t  an  impairment or enhancement in the value 
of a currency held on account of purchase by the member concerned. 
It would, therefore, be difficult to establish that a certain 
proportion of a currency held by the Fund has lost its value or 
has reduced value, so long as the SDR rate for the said currency 
has not changed. The staff's presumptive rule seems t o  suggest 
that the Fund could establish the "effective realizable" value 
of its asset that represents its outstanding credit t o  a member. 
Could such a value be tested at any place other than the market? 
How does such a testing at the market take place? In what form? 
Could the Fund evaluate a member's currency, held by it, in a 
manner different from its evaluation of other members' currencies? 
Would not such a procedure be against the uniformity of treatment 
of members? Can the Fund establish such a procedure in the case 
of a member merely because that particular member i s  in arrears 
t o  the Fund? Supposing it adopts such a procedure, will it not 
affect the creditworthiness of the member concerned and thereby, 
impede, in certain cases, possible correction of the external 
payments position of t h e  member? 
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.These are important ques t ions  that have not been addressed 
in the paper. 

Apart from these questions, there is the point that if the 
Fund can establish the "effective realizable" value of,one of 
it6 assets, it should be able to establish such values f o r  all 
its assets, presumably a160 gold, and present the financial 
statements in as fair a manner as possible. But this is not the 
approach we have followed so far, because the charactex of t h e  
Fund is distinct and is not to be regarded as a commercial 
organization. But you cannot have it both ways--if some asset's 
value is "impaired" because of market perception, then some other 
asset's value which has been enhanced should also be considered. 
This could open up a large number of issues, including the con- 
cept of reserves and the rol-e of gold, which is held in the Fund 
as an asset and is not included in the definition of reserves. 

The staff raises the point that, in view of the large and 
protracted overdue financial obligations, "and in the absence of 
an explicit evaluation by the Fund on the assets that have not 
been repurchased," the External Audit Committee (EAC) "may con- 
clude that the Fund's financial statements have not been prepared 
in accordance with Generally Accepted Accounting Principles." 
Let me here raise a question which, to many Directors, may look 
like a minor one. But it is crucial. I am tempted to quote 
Section 2 0 ( d )  of :he By-Laws, which is the relevant one for 
understanding the iqsue raised by the staff. This section of 
the By-Laws states: "The annual audit shall be conducted in 
accordance with generally accepted auditing standards, and shall 
include such tests of the accounting records and such other 
audfting procedures as  are considered necessary." There is no 
mention of Principles here nor is there any mention of "account- 
ing" principles. Besides, the staff report capitalizes the 
first letters of the wJrds, Generally Accepted Accounting 
Principles, as If ther,e are given and universally accepted as 
such. 

Let me here allude to what the Generally Accepted Accounting 
Principles st?:e about provisioning. On this issue, the earlier 
staff paper (EBS/86/82) ,  quoting the International Accounting 
Standards Committee (IASC), stated that provisioning would be 
called f o r  if (a)  a loss of an a s s e t  appears "probable," and ( b )  
its magnitude can be estimated. In the paper before us today, 
the staff argue that the concept of loss in the context of the 
Fund's Articles of Agreement is too narrow, a piece of wisdom 
that has dawned upon t h e  staff subsequently to t h e  earlier 
discussion, based on its own paper. T h e  way and the reason for 
t h i s  change would be a very interesting subject of research by a 
future historian of the Fund. The Legal Department's s t a f f  paper 
SM/S6/106 of May 1986 had established that the concept  of  loss 
as u s e d  in the Art i c l e s  of Agreement can be used  only i n  two 
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> 
i n s t a n c e s :  i n  c o n n e c t i o n  w i t h  t h e  l i q u i d a t i o n  of t h e  E U R ~  and 
t h e  withdrawal. o f  a member. The L e g a l  Department a l s o  s t a t e d  
-;hen t h a t  t h e  p r o b a b i l i t y  of a l o s s  cou ld  a r i s e  i n  c o n n e c t i o n  
w i t h  t h e  withdrawal- of a member, €or i n s t a n c e ,  i f  t h e  member h a s  
e x p r e s s l y  r e p u d i a t e d  a l l  i t s  o b l i g a t i o n s  t o  t h e  Fund. N o n f u l f i l l -  
ment of  a r e p u r c h a s e  o b l i g a t i o n ,  the Lega l  Department s t a t e d  t h e n ,  
does  n o t  n e c e s s a r i l y  r e s u l t  i n  a l o s s  f o r  t h e  Fund: i t  has  a 
n e g a t i v e  impact  on t h e  l i q u i d i t y  of t h e  Fund, b u t  i t  does  n o t  
a f f e c t  t h e  SDR v a l u e  of  t h e  Fund's c u r r e n c y  h o l d i n g s ,  i f  t h e  SDR 
r a t e  for t h e  member's c u r r e n c y  ha5 n o t  changed. T h i s  pape r  a l s o  
h e l d  t h a t  t h e  n o n f u l f i l l m e n t  of  t h e  main tenance  of v a l u e  o b l i g a -  
t i o n  r e d u c e s  t h e  v a l u e  of t h e  Fund's h o l d i n g s  b u t  i t  does n o t  
r educe  t h e  v a l u e  of t h e  Fund's assets because  t h e  Fund h a s  a 
claim f o r  t h e  d i f f e r e n c e  on t h e  member. 

S i n c e  t h e  p r o b a b i l i t y  of  l o s s  cannot  be e s t a b l i s h e d ,  t h e  
staff paper  € o r  t o d a y ' s  d i s c u s s i o n  states t h a t  t h e  need f o r  
p r o v i s i o n i n g  i n  t h e  c o n t e x t  of  t h e  Fund shou ld  be both  i n  terms 
of a n  impairment  of t h e  e f f e c t i v e  r e a l i z a b l e  v a l u e  of  Fund 
a s s e t s  as well as of p robab le  loss .  It i s  t h u s  a n  e x t e n s i o n  of  
what t h e  I n t e r n a t i o n a l  Account ing S t a n d a r d s  Committee s t i p u l a t e d  
i n  t h e  s e n s e  t h a t  i t  adds  one more d imens ion ,  namely, t h e  impair-  
ment of t h e  e f f e c t i v e  r e a l i z a b l e  v a l u e  of Fund a s s e t s .  But t h e  
paper  does  n o t  e x p l i c i t l y  s t a t e  t h a t  t h e  added dimension I s  a n  
a l t e r n a t i v e  t o  t h e  concep t  of p r o b a b l e  l o s s .  As 1 under s t and  i t ,  
t h e  p a p e r  seems t o  s u g g e s t  t h a t  p robab le  l o s s  cannot  be e s t i m a t e d  
" i n  t h e  a b s e n c e  of any e x p e r i e n c e  of l o s s . "  It c o n c e n t r a t e s  o n l y  
on t h e  i s s u e  of impairment  of t h e  e f f e c t i v e  r e a l i z a b l e  v a l u e  of  
Fund assets, b u t  h e r e ,  i t  does  n o t  make any estimates of  proba- 
b i l i t y .  I t  mere ly  l i n k s  t h e  s a i d  impairment  to t h e  d u r a t i o n  of 
t h e  overdue payment, a s  a matter of a r u l e .  I n  o t h e r  words,  
impairment  of t h e  e f f e c t i v e  r e a l i z a b l e  value of Fund a s s e t s  is 
d e t e n n i n e d ,  not  e s t i m a t e d ,  on the b a s i s  of an  a g r e e d ,  b u t  a r b i -  
t r a r i l y  a g r e e d ,  d u r a t i o n  of  overdue  r e p u r c h a s e s .  I t  cannot  be 
judged as  a p r o b a b l e  loss, a s  t h e r e  i s  no o b j e c t i v e  c r i t e r i a  t o  
estimate t h a t  p r o b a b i l i t y .  Obviously t h e  p r i n c i p l e s  t h a t  t h e  
staff r e f e r  t o  are  i t s  own, and n o t  t h o s e  of t h e  I A S C .  

As I see i t ,  t h e  e f f e c t i v e  r e a l i z a b l e  value of Fundqs hold- 
i ngs  of c u r r e n c i e s  cannot  be found o u t  e x c e p t  a t  t h e  market .  
But t h e  Art ic les  o f  Agreement do n o t  g i v e  any a u t h o r i t y  t o  t h e  
Fund f o r  s a l e  of c u r r e n c i e s  i n  che market by t h e  Fund excep t  
a f t e r  w i t h d r a w a l  of a member. I f  t h a t  i s  so ,  how can  t h e r e  be 
a presumpt ive  r u l e  o f  t h e  s o r t  t h a t  t h e  s t a f f  s u g g e s t s ?  

Now l e t  m e  t u r n  t o  t h e  s u g g e s t i o n  t h a t  t h e  e f f e c t i v e  r e a l i z -  
a b l e  v a l u e  o f  asse ts  w i t h  r e s p e c t  t o  r e p u r c h a s e  o b l i g a t i o n s  t h a t  
a r e  overdue  by th ree  y e a r s  cou ld  be c o n s i d e r e d  t o  be impai red .  
T h e  s t a f f  argues t h a t  p r o v i s i o n s  may be  made f o r  such  overdues  
o r  t h a t  r e s e r v e s  may be i n c r e a s e d  so  a s  t o  p r o t e c t  t h e  Fund's 
f i n a n c i a l  p o s i t i o n .  Tab le  2 of  Appendix  XI1 s h o w s  that  o n l y  
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SDR 19 m i l l i o n  of r e p u r c h a s e s  a re  overdue  f o r  t h r e e  y e a r s  o r  more, 
w h i l e  t h e  c r e d i t  o u t s t a n d i n g  of members overdue f o r  t h r e e  y e a r s  o r  
more amounted t o  abou t  SDR 113 m i l l i o n  a t  end-March 1987. Assum- 
i n g  r e s e r v e s  t o  be SDR 1,206.2 m i l l i o n ,  r e s e r v e s  would r e p r e s e n t  
1 , 0 7 1  p e r c e n t  of  total c r e d i t  o u t s t a n d i n g .  Rese rves  i n  r e l a t i o n  
t o  r e p u r c h a s e s  overdue f o r  more t h a n  t h r e e  y e a r s  amounts t o  
6 , 3 4 8  p e r c e n t .  
of i n c r e a s e  i n  r e s e r v e s  as s u g g e s t e d  by t h e  s t a f f  on t h e  grounds 
of i t s  presumpt ive  r u l e .  I have hea rd  Mr. d e  Groote  on M r .  Massg's 
s u g g e s t i o n  abou t  special. r e s e r v e s  and I a g r e e  t h a t  t h e r e  i s  no 
r e a s o n  why g e n e r a l  r e s e r v e s  canno t  do what s p e c i a l  r e s e r v e s  are 
supposed t o  do. But more i m p o r t a n t ,  I see no r e a s o n  t o  be wor r i ed  
abou t  t h e  adequacy of r e s e r v e s ,  g e n e r a l  o r  s p e c i a l ,  i n  t h e  c o n t e x t  
of p r o v i s i o n i n g ,  a s  t h e  f i g u r e s  w e  have quoted  would show. Here 
I may p o i n t  out: t h a t  t h e  s t a f f  paper  can g i v e  some m i s l e a d i n g  
s i g n a l s ,  e s p e c i a l l y  when i t  r e f e r s  t o  Tab le  3 t o  show t h e  r e s e r v e s  
t o  c r e d i t  r a t i o  a s  an i n d i c a t o r  of t h e  Fund's exposure  t o  risk, t o  
s a y  t h a t  "by March 1987, c r e d i t  o u t s t a n d l n g  t o  members i n  a r r e a r s  
f o r  s i x  months o r  more approached twice t h e  size of r e s e r v e s "  
(192 p e r c e n t ) .  But " a r r e a r s  f o r  s i x  months o r  more" is n o t  t h e  
r e l e v a n t  c a t e g o r y .  The r e l e v a n t  c a t e g o r y  i s  " t h r e e  y e a r s  o r  more" 
and t h e  f i g u r e  would be o n l y  9 . 3  p e r c e n t  i n  1987. 

I canno t  see any r e a s o n  f o r  p r o v i s i o n i n g  i n  terms 

There  i s  a l s o  t h e  q u e s t i o n  whether  p r o v i s i o n i n g  w i l l  no t  a c t  
as a d i s i n c e n t i v e  f o r  members t o  clear arrears t o  t h e  Fund. The 
paper  does  n o t  a d d r e s s  t h i s  issue. I n  t h i s  c o n n e c t i o n ,  I have 
noted  t h e  s u g g e s t i o n  t h a t  t h e  c o s t s  i nvo lved  i n  p r o v i s i o n i n g  o r  
i n  i n c r e a s i n g  t h e  r e s e r v e  t a r g e t  shou ld  be  bo rne  by t h e  membership 
i n  g e n e r a l .  While t h i s  is no doubt  w e l l  i n t e n t i o n e d ,  i t  i s  
h a r d l y  adequa te  i n  view of t h e  f l o o r  s e t  t o  t h e  remunera t ion  
c o e f f i c i e n t .  The p a p e r  does  n o t  ra i se  any  i s s u e s  conce rn ing  t h e  
burdens t h a t  would be imposed on t h e  d e b t o r  c o u n t r i e s  i n  t h e  
e v e n t  p r o v i s i o n i n g  i s  i n t r o d u c e d ,  even under  t h e  burden-shar ing  
p r i n c i p l e .  The ra te  of  cha rge  on t h e  u s e  of Fund's  r e s o u r c e s  i s  
a l r e a d y  h igh  and t h e  a d j u s t m e n t s  e n t a i l e d  by the burden-shar ing  
p r i n c i p l e s  adopted  l a s t  y e a r  are  s u b s t a n t i a l .  I f  t h e  purposes  
of t h e  Fund are t o  be met, i t  is n e c e s s a r y  t o  e n s u r e  t h a t  Fund 
r e s o u r c e s  a re  made a v a i l a b l e  n o t  only a d e q u a t e l y  but  a l s o  on 
r e a s o n a b l e  terms. 

Once a g a i n ,  this c h a i r  i s  opposed a t  t h i s  s t a g e  t o  any form 
of p r o v i s i o n i n g  o r ' i n c r e a s e  i n  r e s e r v e s  due t o  e v a l u a t i o n  of t h e  
t y p e  sugges t ed  i n  t h e  s t a f f  paper .  

T h e  Execu t ive  D i r e c t o r s  ag reed  t o  c o n t i n u e  t h e i r  d i s c u s s i o n  i n  t h e  
afternoon. 
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3 .  EXECUTIVE DIRECTOR - 
The Chairman bade f a r e k i e l l  t ,o  M r .  S c h n e i d e r ,  A l t e r n a t e  E x e c u t i v e  

D i r e c t o r ,  upon t h e  comple t ion  o f  h i s  s e r v i c e  w i t h  t h e  Board. 

DECISIONS TAKEN SINCE PREVIOUS BOARD PEETING 

The 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 wi thou t  
meet ing i n  t h e  p e r i o d  between EBM/87/85 (6 /8 /87 )  and EBM/87/86 (6 /12 /87) .  

4 .  GUYANA - OVERDUE FINANCIAL OBLIGATIONS .- NOTICE OF FAILURZ 
TO SETTLE TRUST FUND OBLIGATIONS 

1. The n o t i c e  of t h e  Managing D i r e c t o r  d a t e d  J u n e . 1 ,  1987 
i n  EBS/87/120 (6 /1 /87 )  o n  t h e  f a i l u r e  by Guyana t o  f u l f i l l  
o b l i g a t i o n s  unde r  D e c i s i o n  No. 5069-(76/72) i s  no ted .  The 
n o t i c e  s h a l l  be p l aced  on t h e  agenda of t h e  E x e c u t i v e  Board f o r  
J u n e  1 9 ,  1987. 

2 .  C o n s i d e r a t i o n  of t h e  n o t i c e  of f a i l u r e  t o  s e t t l e  T r u s t  
Fund o b l i g a t i o n s  p a r t i c u l a r l y  a f f e c t s  Guyana. The member s h a l l  
be informed by r a p i d  means of communication of t h i s  matter and 
of i t s  r i g h t  t o  p r e s e n t  views th rough  a n  a p p r o p r i a t e l y  a u t h o r i z e d  
r e p r e s e n t a t i v e .  

D e c i s i o n  No. 8610-(87/86), adop ted  
J u n e  8 ,  1?87 

5 .  MOROCCO - STAND-BY ARRANGEHENT - WAIVER GE: PERFORMANCE 
C R I T E R I O N  

1. Morocco has c o n s u l t e d  w i t h  t h e  Fund i n  acco rdance  wi th  
pa rag raph  4 of t h e  stand-by a r r angemen t  for Morocco (EBS/86/262, 
Sup. 3 (12 /17 /86) ,  c o n c e r n i n g  t h e  nonobservance of t h e  performance 
c r i t e r i o n  on o u t s t a n d i n g  e x t e r n a l  payments arrears  r e f e r r e d  t o  CP 
parag raph  4 ( a ) ( v i i )  of t h e  stand-by a r r angemen t .  

2 .  The  Fund f i n d s  t h a t ,  i n  view of the c i r c u m s t a n c e s  per- 
t a i r , i n g  t o  t h e  nonobservance of t h e  performance c r i t e r i o n  on 
o u t s t a n d i n g  e x t e r n a l  payments arrears as of March 31, 1987, as  
d e s c r i b e d  i n  EBS/87/121 ( 6 / 3 / 8 7 ) ,  no a d d i t i o n a l  u n d e r s t a n d i n g s  
a re  n e c e s s a r y  and Morocco may resume p u r c h a s e s  unde r  the stand-by 
arrangement. 

D e c i s i o n  No. .8611-(87/86), adop ted  
J u n e  9 ,  1987 
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6 .  SOMALIA - OVERDUE FINANCIAL OBLIGATIPYiS - REVIEW OF D E C I S I O N  
ON COMPLAINT UNDER RULE K - 1  AND N O T I C E  OF FAILURE TO SETTLE 
TRUST FUND OBLIGATIONS - RESCME:DULING 

P a r a g r a p h  5 of D e c i s i o n  No. 8560-(87135) G/TR, adop ted  
March 2 ,  1987, a s  amended by D e c i s i o n  No. 8602-(87/80), adop ted  
June  1, 3.987, s h a l l  be  f u r t h e r  amended t o  r e a d ;  "The Fund shall 
rev iew t h i s  d e c i s i o n  riot l a t e r  t h a n  J u n e  1 7 ,  1987." (EBS/87/113, 
Sup. 3 ,  6/10/87) 

Decision No. 8612-(87/86), adopted 
June  11, 1987 

7 .  EXTERNAL ASSIGNMENTS PROGRAM 

The Execu t ive  Board approves  t h e  recommendation of t h e  
C o m m i t t e e  on A d m i n i s t r a t i v e  Policies t h a t  t h e  c e i l i n g  on t h e  
maximum number of s t a f f  me.mbe.rs who may p a r t i c i p a t e  a t  any one 
time i n  t h e  E x t e r n a l  Assignments  Program f o r  P r o f e s s i o n a l  and 
C a r e e r  Development be i n c r e a e e d  from E ive t o  t e n .  (EBAP/87/131, 
6 / 9 / 8 7 )  

Adopted June 11, 1987 

8 .  ASSISTANT TO EXECUTIVE DIRECTOR 

The Execu t ive  Board approves  t h e  appoin tment  of an Assistant 
t o  E x e c u t i v e  D i r e c t o r  as se t  fcrth i n  EBAP/87/127 ( 6 / 3 / 8 7 ) .  

Adopted J u n e  8 ,  1987 

9.  APPROVAL OF M I ~ T E S  

The m i n u t e s  of E x e c u t i v e  Board Meetings 8 6 / 1 6 4  through 86/166 
a re  approved .  (EBD/87/152, 6 / 5 / 8 7 )  

Adopted June 11, 1987 
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10. EXECUTIVE BOARD TRAVEL 

T r a v e l  by Executive Directors as set f o r t h  i n  EBAP/87/129 (6/5/87),  
. EBAI?/87/130 (6/8/87),  and EBAP/87/132 (6/9/87) and by Advisors to Executive 

Directors as set f o r t h  i n  EBAP/’87/129 (6/5/87) and EBAP/87/133 (6/10/87), 
is approved. 

APPROVliD: December 16, 1987 

LEO V A N  HOUTVEN 
Secretary 



h> 
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Sta t emen t  by Mrs. P l o i x  a t  EBM/86/85, 5/19/86 

Mrs. P l o i x  n o t e d  t h a t  t h e  p r e s e n t  d i s c u s s i o n  w a s  a p r e l i m i n a r y  one; 
many of t h e  p o i n t s  t h a t  had been made a b o u t  t h e  Fund's  a c c o u n t i n g  s t r u c t u r e  
r e q u i r e d  f u r t h e r  s t u d y .  The Externa l  Aud i t  Committee had e n d o r s e d  t h e  
T r e a s u r e r ' s  p r o p o s a l  t o  e s t a b l i s h  a more comprehensive and s t r u c t u r e d  
approach t o  whether o r  no t  a material  l o s s  was p r o b a b l e  w i t h  r e s p e c t  t o  
members w i t h  p r o t r a c t e d  overdue o b l i g a t i o n s  t o  t h e  Fund. Although t h a t  
endorsement  d i d  n o t  s p e c i f  i k a l l y  s u p p o r t  a p r o v i s i o n i n g  s y s t e m ,  t h e r e  was 
c l e a r l y  a need t o  ho ld  r e g u l a r  r ev iews  of t h e  r isks of p r o t r a c t e d  arrears. 

The s t a f f  had n o t e d  t h e  rumber of t e c h n i c a l  problems w i t h  r e s p e c t  t o  
p r o v i s i o n i n g ,  Mrs. P l o i x  remarked. The f i r s t  one concerned a c c o u n t i n g  
p r i n c i p l e s  g o v e r n i n g  t h e  p r e p a r a t i o n  of t h e  Fund's f i n a n c i a l  s t a t e m e n t s .  
The s t a f f  had. s u g g e s t e d  i n t r o d u c i n g  a l i n e  on t h e  l i a b i l i t y  s i d e  of t h e  
Fund's  f i n a n c i a l  statements t h a t  would d i s t i n g u i s h  t h e  " c r e d i t s "  t h a t  
were t o  be cove red .  P r o v i s i o n i n g  by r e d u c i n g  assets was not  p r a c t i c a l ,  
as t h e  Fund d i d  n o t  ex tend  c r e d i t s  l i k e  a bank. I n s t e a d ,  members made 
p u r c h a s e s  and t h e  Fund h e l d  t h e  c o u n t e r p a r t  of t h e  p u r c h a s e s  i n  t h e  
n a t i o n a l  c u r r e n c y  of t h e  member making t h e  p u r c h a s e s .  Under Ar t i c l e  V ,  
S e c t i o n  11, t h a t  c o u n t e r p a r t  was s u b j e c t  t o  p e r i o d i c  r e - e v a l u a t i o n  a t  t h e  
Fund's i n i t i a t i v e .  To r e d u c e  t h a t  "deb t "  denominated i n  SDRs would imply 
a r e d u c t i o n  i n  i t s  c o u n t e r p a r t  i n  n a t i o n a l  c u r r e n c y .  Such a r e d u c t i o n  
cou ld  n o t  b e  made, s i n c e  i t  would i n v o l v e  t h e  Fund's e x i s t i n g  assets. 
That c o n c l u s i o n  had been suppor t ed  by the s t a f f ' s  d i s c u s s i o n  l i n k i n g  t h e  
idea  of  loss wi th  t h e  c o n c e p t s  of wi thd rawa l  and w r i t i n g - o f f .  

An i m p o r t a n t  i s s u e  was how t o  d e t e r m i n e  a l o s s  i n  t h e  c o n t e x t  of t h e  
Fund, Mrs. P l o i x  c o n t i n u e d .  I f  a member had c l e a r l y  e x p r e s s e d  i t s  i n t e n -  
t i o n  no t  t o  repay t h e  Fund, t h e  l o s s  f o r  t h e  Fund would depend on t h e  
marke t  v a l u e  of t h e  c u r r e n c i e s  h e l d  by t h e  Fund. However, s u c h  a loss 
had neve r  been r eco rded  by t h e  Fund. I n  o r d e r  t o  p r o v i s i o n  a g a i n s t  such 
a l o s s ,  t h e  Fund would have t o  assess t h e  p o s s i b l e  amount of t h e  loss--a 
d e l i c a t e  matter--and would have  t o  assess t h e  chances  t h a t  t h e  c o u n t r y  
would b r e a k  a l l  t i e s  wi th  t h e  Fund and would f r e e z e  a l l  t h e  Fund's asse ts  
i n  the c o u n t r y ' s  c e n t r a l  bank--an even more d e l i c a t e  mat ter .  Although 
t h o s e  e v e n t s  were u n l i k e l y  t o  o c c u r ,  i t  was c o n c e i v a b l e  t h a t  a member 
would withdraw v o l u n t a r i l y  o r  as a r e su l t  of a d e c i s i o n  by t h e  Board of 
Governors under t h e  p r o v i s i o n s  of Schedu le  J .  

Another  t e c h n i c a l  problem had t o  do w i t h  t h e  f i n a n c i a l  consequences 
of p r o v i s i o n i n g ,  Mrs. P l o i x  remarked. As p r o v i s i o n i n g  was an i t e m  of 
e x p e n s e ,  p r o v i s i o n s  ra i sed  c e r t a i n  f i n a n c i n g  i s s u e s .  The s t a f f  had 
mentioned o n  page 15 of EFS/86/-82 s e v e r a l  means of f i n a n c i n g  p r o v i s i o n s  
and t h e  c o s t s  i n v o l v e d .  O t h e r  means were c o n c e i v a b l e .  The main issue 
was who shou ld  b e a r  t h e  c o s t  of p r o v i s i o n s .  I n  h e r  view, t h e  c o s t  must 
be  bo rne  by t h e  e n t i r e  community th rough  a s y s t e m  o f  burden s h a r i n g .  
T h a t  sob . jec t  was to  be  d i s c u s s e d  s e p a r a t e l y  i n  t h e  n e a r  f u .  u r e .  However, 
t h e  s u g g e s t i o n  t o  i n t r o d u c e  p r o v i s i o n i n g  stemmed from t h e  w i s h  t o  pro tec t  
the Fund's f i n a n c i a l  p o s i t i o n ,  and t h e  aim of t h e  d i s c u s s i o n  on  t h e  i ssue  
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w a s  t o  e n a b l e  t h e  Fund's f i n a n c i a l  structure t o  a b s o r b  l o s s e s .  Those 
m a t t e r s ,  a s  w e l l  a s  t h e  r o l e  and t h e  a p p r o p r i a t e  l e v e l  of t h e  Fund's 
reserves should be cons  i d e r e d  s e p a r a  t e1.y. 

P r o v i s i o n i n g  would c a u s e  s e r i o u s  p o l i t i c a l  problems i n  Nembers, . 
Mrs. Pl.0ix n o t e d .  A system of p r o v i s i o n i n g  shou ld  n o t  run t h e  r i s k  of 
i n t e r n a l  s l i p p a g e s ;  once a system was e s t a b l i s h e d ,  i t  might  be tempting 
t o  p r o v i s i o n  a g a i n s t  less  obv ious  and l e s s  wide ly  r e c o g n i z e d  r i s k s .  
Problems w i t h  r e s p e c t  t o  t h e  P a r i s  Club and i n t e r n a t i o n a l  f i n a n c i a l  
p r a c t i c e s  would t h e n  a r i s e ,  p a r t i c u l a r ] - y  i f  t h e  p r o v i s i o n s  had t o  be 
t a i l o r e d  t o  i n d i v i d u a l  c o u n t r y  c a s e s .  In any e v e n t ,  a m u l t i s t e p  system 
€or  d e a l i n g  with overdue f i n a n c i a l  o b l i g a t i o n s  had s lowly  t a k e n  shape  and 
had y i e l d e d  p o s i t i v e  r e s u l t s .  The i n t r o d u c t i o n  of p r o v i s i o n i n g  c o u l d  
r educe  the p r e s s u r e  o n  members t o  r e d u c e  t h e i r  arrears t o  t h e  Fund. The 
q u e s t i o n  might  arise whether  a p a r t i c u l a r  member needed t h e  Fund o r  v i c e  
v e r s a ,  s ince  t h e  Fund d e a l t  w i th  s o v e r e i g n  n a t i o n s  r a t h e r  t h a n  w i t h  
i n d i v i d u a l s  and b u s i n e s s  conce rns .  Moreover,  a c r e d i t o r  t h a t  i n t r o d u c e d  
p r o v i s i o n s  usuczl ly  d i d  n o t  make debtors w i t h  poor payment records aware 
of t h e  c r e d i t o r ' s  p r o v i s i o n s ;  t h a t  fact  migh t  w e l l  be an ' a rgumen t  a g a i n s t  
t h e  i n t r o d u c t i o n  of s p e c i f i c  p r o v i s i o n i n g  i n  t h e  c o n t e x t  of the Fund. 

While she agreed w i t h  M r .  Dallara t h a t  i n  many areas 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 looked to t h e  Fund f o r  g u i d a n c e  and l e a d e r s h i p ,  t h e r e  
was no c l ea r  ev idence  t h a t  t h e  Fund had t o  take a l e a d i n g  r o l e  w i t h  r e s p e c t  
Lo p r o v i s i o n i n g ,  Mrs. P l o i x  s a i d .  The Fund must no t  b e  m i s t a k e n  f o r  a 
c rcd i . t  i n s t i t u t i o n  f o r  t h e  r e a s o n s  t h a t  s h e  had mentioned d u r i n g  t h e  d i s -  
c u s s i o n  on p r o v i s i o n i n g  on A p r i l  30, 1986. The n a t u r e  of the  Fund was . 
u n i q u e ,  owing t o  t h e  Fund's p a r t i c u l a r  mechanisms, i t s  n o n p r o f i t  s t a t u s ,  
and i t s  r e l a t i o n s  wi th  i.ts members, b o t h  n e t  bo r rowers  and l e n d e r s .  T h e  
need t o  m a i n t a i n  conf idence  i n  t h e  Fund w a s  a s e p a r a t e  inatter fron: t h e  
issue of p r o v i s i o n i n g .  I t  was i m p o r t a n t  t o - p r e s e r v e  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; a l l  members shou ld  h e l p  t h e  Fund t o  d e a l  w i t h  
problems f a c i n g  t h e  i n s t i t u t i o n .  W h i l e  t h e  Fund c o u l d  u s e  i t s  r e s e r v e s  
t o  a b s o r b  s l i g h t  income d e f i c i t s ,  s o l v t n g  s i g n i f i c a n t  problems was t h e  
r e s p o n s i b i l i t y  of t h e  e n t i r e  membership. 

T h e  World Bank was prepa red  t o  adop t  a system of p r o v i s i o n i n g  i n  t h e  
near f u t u r e ,  bu t  t h a t  f a c t  was no t  r e l e v a n t  f6r the  Fund, a s  t h e  n a t u r e s  
of t h e  i n s t i t u t i o n s  were v e r y  d i f f e r e n t ,  e s p e c i a l l y  w i t h  r e s p e c t  t o  t h e i r  
accoun t ing ,  l e n d i n g ,  and borrowing pract ices ,  Mrs. P l o i x  remarked. While 
c o l l a b o r a t i . o n  betwe,en t h e  i n s t i t u t i o n s  and s y m m e t r y  i n  t h e i r  p r a c t i c e s  
were d.esirab1-e in g e n e r a l ,  p r o v i s i o n i n g  was n o t  a common area of . i n t e r e s t .  
T h e  i s s u e  of p r o v i s i o n i n g  was c l o s e l y  l i n k e d  t o  th.e  nature of t h e  Fund i n  
g e n e r a l ,  a n d  t o  i t s  r u l e s  and a c c o u n t i n g  p r i n c i p l e s  i n  p a r t i c u l a r .  The 
i ssue of p r o v i s i o n i n g  deserved a more thorough a n a l y s i s ,  i n c l u d i n g  a n  
e v a l u a t i o n  of t h e  u s e f u l n e s s  and s u i t a b i l i t y  of i n c r e a s i n g  t h e  Fund's 
reserves  and of p r o p o s a l s  on how t o  s h a r e  the  c o r r e s p o n d i n g  burden .a€ 
t h a t  e f f o r t .  


