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'I. COMPENSATORY AND CONTINGENCY F I N A N C I N G  F A C I L I T Y  - MOilALITIES 

The Executive D i r e c t o r s  requmed from the previous meeting 
(EEM/88/104,  7 / 1 4 / 8 8 )  t h e i r  c o n s i d e r a t i o n  of  t h e  Chairman's summing up of 
t h e  d i s c u s s i o n  on t h e  compensatory and contingency f inanc ing  f a c i l i t y  at 
Informal Session 88/8 ( 7 / 6 / 8 8 ) .  1/' 

Mr. Rye r e c a l l e d  t h a t  a t  t h e  conclusion o f  the previous meeting, 
t h e r e  had been a narrow major i ty  i n  f a v o r  o f  a proposed arnenCment t o  t he  
t e x t  of S e c t i o n  5 o f  t h e  Chairman's summing up t h a t  would a l l o w  f o r  a 
10 p e r c e n t  th reshold  s u b j e c t  t o  p o s s i b l e  v a r i a t i o n  i n  r e l a t i v e l y  few 
cases, combined with a 5 percent  f i x e d  d e d u c t i b l e .  A s  a r e s u l t  of  i n f o r -  
m a l  exchanges fol lowing t h a t  meet ing,  i t  appeared t h a t  a 4 percent  f i x e d  
d e d u c t i b l e  would achieve a cons iderably  broader  consensus.  On t h a t  b a - i s ,  
he and o t h e r  Di rec tors  would be prepared t o  support  such an amendment. he 
proposed t h a t  %he second sentence  o f  Sec t ion  5 read: " 4  percent  o f  quota 
would be deducted bl;fore c a l c u l a t i n g  the  f inanc ing  t o  be made a v a i l a b l e  o r  
b e f o r e  applying the  symme.ry procedures ."  A s  had been agreed a t  the 
previous meeting,  t he  remaining two sentences  would be d e l e t e d .  

Mr. Grosche expressed h i s  suppor t  f o r  M r .  Rye's suggest ion.  He asked 
whether it would s t i l l  be p o s s i b l e  t o  add a few vords expla in ing  why such 
an  amount should be deducted. Perhaps one could i n s e r t ,  a f t e r  t h e  ward.s 
" 4  percent  of quo ta  would be deducted ,"  an explana t ion  reading:  "an 
amount t h a t  i s  assumed t o  be covered as a minimum i n  a l l  b a s i c  programs 
through a p p r o p r i a t e  f l e x i b l e  p o l i c i e s  and/or f i n a n c i n g . "  

The  Chairman i n d i c a t e d  h i s  concern t h a t  such a phrase would l e a d  t o  a 
deba te  i n  t h e  Board on margins each t i m e  a b a s i c  program w a s  adopted. 
The focus might then s h i f t  from p o l i c i e s  t o  margins.  Perhaps Mr. Grosche 
could  ag ree  t h a t  it be s t a t ed  i n  the record  t h a t ,  i n  j o i n i n g  the  consensus 
f o r  a 4 p e r c e n t  d e d u c t i b l e ,  he had done s o  wi th  the  understanding +.hat t h e  
4 percent- represented  a niargin t o  be included i n  a l l  programs. 

M r .  Sengupta remarked t h a t  i f  such a d e f i n i t i o n  were n o t  included i n  
the  decision, i t  should a t  l ea s t  be p a r t  o f  che summing u p .  

The Chairman said t h a t  i f  t he  Executive Board wanted t h e  i.nclusion of 
such a phrase  i n  h i s  srqming up, be would no t  oppose t h a t ,  as  long as t h e  
a d d i t i o n  w a s  n o t  i n t e r p r e t e d  t o  mean t h a t  t he  Board had decided t o  change 
t h e  p r a c t i c e s  o f  the  Fund as far as margin b u i l d i n g  w a s  concerned. 
Rathe r ,  i t  was confirmation of t h e  p r e s e n t  p o l i c i e s  o f  t h e  Fund. 

Mr . Grosche i n d i c a t e d  h i s  agreement with the  Chairman. 

M r .  Sengupta s a i d  t h a t  Mr. Grosche's formulat ion gave D i r e c t o r s  the  
fu l l .  freedom t o  i n t e r p r e t  it i n  t h e  way they wi5he.d. 

- I./ Reproduced i n  Annes o f  EBM/88/104, 7/14/88 
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Mr. Pkter fa lvy  i n d i c a t e d  t h a t  i f  the  Chairman's i n t e r p r e t a t i o n  
p r e v a i l e d ,  he would change h i s  vote on Sec t ion  5 t o  suppor t  t he  cha i rman ' s  
summing up.  

K r .  Grosche remarked t h a t  t h e  language i n  t h e  l a s t  sen tence  o f  
Sec t ion  7 ,  s t a t i n g  t h a t  " t h e  menher would g e n e r a l l y  be expected t o  make a 
prompt repurchase . . . , ' I  was no t  clear enough. I n  cases i n  which purchases  
had been made c l e a r l y  on t h e  b a s i s  o f  wrong informat ion ,  the,re  should  be 
an expec ta t ion  of repurchase by t h e  member. Accordingly,  he sugges ted  
t h a t  t h e  words "would gene ra l ly  be expected" be s t rengthened  t o  r ead  " i s  
expec ted ,  

M r .  Posthumus i n d i c a t e d  t h a t  he supported M r .  Grosche 's  p r o p o s a l .  

Mrs. Walker s a i d  t h a t  she would p r e f e r  t h a t  t h e  sen tence  remain a s  i t  
w a s .  Her c h a i r ' s  or i .gina1 positLon had been t h a t  t h e r e  would be no 
expec ta t ion  of  repurchase ;  t he  i n c l u s i o n  of t he  word "gene ra l ly"  had been 
perce jved  as a compromise. 

The Chairman proposed t h a t  t he  t e x t  r ead  "would be expec ted ."  

Mr. Kafka remarked t h a t  "would be expected" was t o o  f i rm  a wording; 
it: w a s  n o t  p r a c t i c a l  t o  demand t h a t  a repurchase be made because of  an 
e a r l i e r  mis take .  A country might n o t  have s u f f i c i e n t  r e s e r v e s  a v s i l a b l e  
t o  do s o .  
p o s s i b l e .  

It  s h o u l d , - a t  l e a s t ,  be macle very  clear That except ions  were 

The General Counsbl i n d i c a t e d  t h a t  t h e  expec ta t ion  t o  repurchase was 
a t e r m  of a r t  i n  t h e  Fund. When a member was expected t o  repurchase but: 
d i d  n o t  do s o ,  it was no t  al.lowed t o  use  Fund r e sources .  The n o n f u l f i l l -  
ment o f  an expec ta t ion  was s i m i l a r  i n  i t s  e f f e c t  to t h e  n o n f u l t i l l m e n t  o f  
an o b l i g a t i o n  t o  repurchase .  Therefore ,  it was extremely important  t h a t  
the s t a f f  know exac t ly  whether o r  n o t  t h e r e  was an expec ta t ion .  A rerm 
such as n g e n e r a l l y n  was too ambiguous t o  be used i n  t h e  d e c i s i o n .  

The Einal  decis:on taken by the  Board, t h e  General Counsel con t inued ,  
w o u l d  have t o  s t a t e  e i t h e r  t h a t  " t h e  member w i l l  be expec ted , "  i n  which 
case  t h e  expec ta t lon  was au tomat ic ,  o r  t h a t  " t h e  Fund will decide whether 
t he  member i s  expected,  'I i n  which case  t h e  Fund would de te rmine ,  i n  view 
of a l l  t h e  c i rcumstances ,  uhe ther  o r  no t  t h e r e  was an expec ta t ion .  E i t h e r  
t he  expec ta t ion  was autolnat ic  o r  it was  e s t a b l i s h e d  by t h e  Fund; i t  could 
n o t  be l e f t  t o  some undefined circumstances,  such a s  " g e n e r a l l y . "  I n  t h e  
d r a f t  d e c i s i o n ,  the  l a t t e r  v e r s i o n  had been taken .  

I n  response t o  a ques t ion  from Mr. Al-Assaf, t he  General <ounsel. s a i d  
t h a t  t h a t  dec i s ion  on whether o r  not  a member was expected t o  make a 
rl.ompt repurchase would be submit ted t o  t h e  Board when the  s t a f f  r ece ived  
t h e  a c t u a l  d a t a  necessary  t o  determine xhether  o r  no t  t h e  purchases  t h a t  
had been made had been j u s t i f i e d .  



M r .  Ka f l ca  commented t h a t  tha t  appeared t o  be a complicated procedure.  

As he saw i t ,  t h e  Board had i n  mina t h a t  t h e r e  would be a hope 
which d i d  n o t  correspond t o  h i s  understanding of  t h e  agreement on Sec- 
t i o n  7 .  
t h a t  t he  country would r epurchase ,  b u t  no o b l i g a t i o n .  An e x p e c t a t i o n ,  as  
t h e  General Counsel had reminded t h e  Board,  w a s  an o b l i g a t i a n .  Nor could 
t h e  decision be -2ft e n t i r e l y  t o  t h e  Fund, because t h a t  would give i t  too  
much d i s c r e t i o n  as t o  whether o r  not  t h e r e  should be a repurchase.  He 
asked the  General Counsel t o  suggest  a less  s t r i n b e n t  Eormulation. 

ivlr. Casrell proposed t h a t  the  textr should read:  "The Fund w i l l  
decide w h e t h e r , t h e  member should make a prompt-. repurchase,"  thus avoiding 
t h e  word "expected,"  which had a s t r o n g e r  meaning l e g a l l y  t h a n  i n  lay 
English. 

The General Counsel po in ted  o u t  t h a t ,  i n  t h e  d e c i s i o n ,  t h e  wcrd 
"should" might become " s h a l l ,  I' which wou ld  chen r e p r e s e n t  an  o b l i g a t i o n  of 
a h i g h e r  degree of i n t e n s i t y  than " e x p e c t a t i o n . "  When t h e r e  was an 
e x p e c t a t i o n  t o  repurchase,  t he  member had no access  t o  t h e  Fund's genera l  
resources  unti!. t h a t  e x p e c t a t i o n  had been f u l f i l l e d .  If t h e r e  w a s  an  
o b l i g a t i o n  t o  repurchase,  n o t  only w a s  the member deprived of access tq 
general r e s o u r c e s ,  b u t  in a d d i t i o n ,  i t  would have t o  pay spec ta l  charges  
because t h e  repurchase would be overdue. 

The Chairman remarked t h a t  the word "should" opened up a number o f  
p o s s i b i l i t i e s ,  inc luding  " s h a l l ,  I' which he considered would be a c c e p t a b l e .  

M r .  Rye remarked cha t  t h e  d i s c u s s i o n  was success ive ly  water ing down 
t h e  o r i g i n a l  t e x t .  The summing up W ~ S  no t  a legal t e s t .  and he d i d  n o t  
see why l e g a l  language had t o  be incorpora ted  i n t o  i t .  I t  was the wespon- 
s i b i l i t y  o f  t he  Legal Department t o  t r a n s c r i b e  the  summing up i n t o  l e g a l  
t ex t  i n  the l i g h t  of the d i s c u s s i o n .  If a discuss ion  of  l e g a l  p o i n t s  had 
t o  he h e l d  a t  a l a t e r  s t a g e ,  t h a t  would be -:ceptable, but  h e  d i d  n o t  s e e  
a need t o  e n t e r  i n t o  t h a t  d i s c u s s i o n  a t  the  c u r r e n t  meeting. There should 
be a presumption t h a t  zhe member vould make a prompt r e p u r c h a s e ,  wi thout  
c l o s i n g  o f f  t h e  p o s s i b i l i t y  o f  a l t e r n a t i v e s .  

The General Counsel, i n  response Ea a questi.on from M r .  KaCka, 
i n d i c a t e d  t h a t  "presumption" rneant e x p e c t a t i o n  i n  a nonlegal  s e n s e .  

M r .  Sengupta pointed o u t  t h a t  t h e  General Counsel ' s  formula t ion  was 
i n  accordance wi th  t h e  Fund's p r a c t i c e ;  t h e r e f o r e ,  t h a t  w a s  t h e  fcrmula- 
t i o n  t h a t  he would support. 

M r .  Fogelholm asked whether t he  Fund had any r u l e s  with respect co 
overcompensation. 

The Economic Counsellor and D i  Tec tor  o f  t h e  Researsh Department: 
indicated t h a t ,  i n  ca ses  of  overcompensation, paragraph 7 of the  d e c i s i o n  
on  t h e  compensatory f i n a n c i n g  o f  expor t  f l u c t u a t i o n s  (Decis ion 
N o ,  6 2 2 4 - ( 7 9 / 1 3 5 ) ,  adopted  August 2 ,  1 9 7 9 ,  stated t h a t :  "A member 
r e q u e s t i n g  a drawing under the  proviso  i n  paragraph  5 sbove will be 
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expected t o  represent:  t h a t ,  i f  t he  amount drawn on t he  b a s i s  of e s t i m a t e d  
d a t a  exceeds the  amount t ha t  could have been drawn on t h e  bas i s  o f  a c t u a l  
data f o r  the full 12-month p e r i o d  under paragraph 6 above, t he  member w i l l  
make a prompt repurchase i n  r e s p e c t  of t h e  o u t s t a n d i n g  drawing, i n  an  
amount e q u i v a l e n t  to t h e  e x c e s s . "  

The General Counsel remarked t h a t  paragraph 7 of t h a t  d e c i s i o n  
i n d i c a t e d  an  e x p e c t a t i o n  t o  repurchase ,  b u t  n o t  an o b l i g a t i o n .  
t h a t  d i d  n o t  f u l f i l l  t h a t  e x p e c t a t i o n  no longer  had access t o  g e n e r a l  
r e s o u r c e s ,  b u t  s i n c e  i t  was n o t  a breach o f  o b l i g a t i o n  t h e r e  were no 
s p e c i a l  cha rges .  

A member 

Mrs. Walker po in ted  o u t  t h a t  the c u r r e n t  r u l e s  f o r  t h e  compensatory 
f inanc ing  f a c i l i t y  had n o t  been preserved i n  t h e  new f a c i l i t y ,  s o  t h a t  
t h e r e  w a s  n o t  n e c e s s a r i l y  a c o r r e l a t i o n  between paragraph 7 of  t:-lz o l d  
d e c i s i o n  and t h e  current d i s c u s s i o n .  

The Chairman noted t h a t  t h e  Board was simply searching  f c r  a s o l u -  
t i o n .  One choice w a s  t o  t a k e  t h e  language o f  t h e  compensatory f i n a n c i n g  
d e c i s i o n ,  which s t a t e d  t h a t  t h e  member would be expected t o  nake a r e p u r -  
chase .  The second p o s s i b i l i t y  was t o  s t a t e  t h a t  t h e r e  w a s  a ,presumpt ion  
t h a t  t h e  member would make a repurchase.  The t h i r d  choice w a s  t h e  l a n -  
guage of M r .  Casse l l ,  t h a t  t h e  Fund would decide whether t h e  member should 
make a prompt repurchase.  H e  asked D i r e c t o r s  t o  express  t h e i r  p r e f e r e n c e .  

Mr. Grosche, Mr. Ismael ,  Hr. Posthumus, Mr. Rye, Mr. AI-Assaf, 
Mr. Fogelholm, and M r .  Marcel ind ica tsc!  t h a t  they were i n  f avor  o f  ?he 
language of the compensatory f inanc ing  f a c i l i t y  d e c i s i o n .  

M r .  Kafka and Mrs. Walker i n d i c a t e d  t h a t  they could n o t  suppor t  t h a t  
1 anguage . 

Mr. Zecchini s a id  t h a t  h e  supported t h e  o r i g i n a l  language proposed by 
t h e  Chairman; he d i d  not: s h a r e  the  p o i n t  o f  view espressed  by t h e  s t a f f .  
The term "gene ra l ly"  implied t h a t  t he  Board could  decide o the rwise .  
The re fo re ,  he p r e f e r r e d  the o r i g i n a l  wording. 

Mr. Grosche remarked t h a t  t h e  c u r r e n t  debate  had been u s e f u l ,  s i n c e  
i i  prepared t h e  way f o r  the  General Counsel t o  d r a f t  t h e  l e g a l  t e x t .  
Having l i s t e n e d  t o  t h e  d e b a t e ,  he h2mself could go a long  wi th  t h e  words 
"would g e n e r a l l y  Se e x p e c t e d , "  given t h a t  t he  General Counsel would 
t r a n s l a t e  them i n t o  l e g a l  language as he had p r e v i o u s l y  i n d i c a t e d .  

The General Counsel proposed t h e  fo l lowing  wording: "The member 
would be expected,  unless otherwise decided by t h e  Fund, t o  make a prompt 
repurcha.se. " 

R u s .  Walker s a i d  t h a t  h e r  c h a i r ' s  goa l  on tke p o i n t  under discussi .on 
w a s  TO have the op t ions  of repurchasing o r  n o t  repurchas ing  be ing  e q u a l l y  
p o s s i b l e .  The formuls t inn  p r e s e n t e d  by t h e  General Counsel appearEd t o  
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assume an expec ta t ion  o f  repurchase ,  wi th  a p o s s i b i l i t y  o f  no repurchase 
She had wanted the  t w o  op t ions  t o  be on equal  f o o t i n g .  

The Chairman s a i d  t h a t  the  d i scuss ion  d i d  n o t  seem t o  i n d i c a t e  a 
rnajor i ty  i n  favor  of such equal  f o o t i n g .  The presumption was ? h a t  t h e r e  
wouId be  a repurchase ,  un le s s  otherwise dec:'.ded. 

M r .  C a s s e l l  r e c a l l e d  t h a t ,  on Sec t ion  11 which d e a l t  with coverage,  
he had suggested t h a t  t he  r e fe rence  t o  " o f f i c i a l l y  owned f o r e i g n  a s s e t s "  
i n  the penul t imate  l i n e  of t h e  t h i r d  paragraph would be t o o  narrow s i n c e  
f o r e i g n  e s s e t s  could be o f f i c i a l  b u t  be owned by the  coiiunercial banks,  f o r  
example. 
too sma l l .  He had suggested r e f e r r i n g  t o  " r e l e v a n t  f o r e i g n  a s s e t s "  t o  
g ive  the  s t a f f  the  oppor tuni ty  t o  decide which a s s e t s  went a long with rhe 
l i a b i l i t i e s  on which they were c a l c u l a t i n g  i n t e r e s t .  

I n  such c a s e s ,  t h e  compensation af i n t e r e s t  r e c e i p t s  might be 

The Economic Counsellor s a i d  t h a t  while t h e  s taEf  understood 
M r .  C a s s e l l ' s  d i f f i c u l t i e s  with the  l a c k  of symrnefry between a s s e t s  and 
l i a b i l i t i e s  i n  the  paragraph under ques t ion ,  t h e  term " r e l e v a n t "  would 
l e a d  t o  s u b s t a n t i a l  complicat ions i n  n e g o r i a t i o n s .  H e  proposed a s l i g h t l y  
modified wording. reading:  "Fund financj.ng of i n t e r e s t  r a t e  cont ingencies  
would apply t o  t h e  member's n e t  external.  deb t ,  which would gene ra l ly  be 
deEined a s  t h e  pub l i c  and pub l i c ly  guaranteed gross e x t e r n a l  de'jt c inus 
o f f i c i a l  e x t e r n a l  a s s e t s .  The word "gene ra l ly"  could  be i n t e r p r e t e d  a s  
meaning t h a t  when t h e  author it':^ and t h e  s t a f f  agreed t h a t  there  were 
s u b s t a n t i a l  pr i -vate  e x t e r n a l  l i a b i l i t i e s  and claims f o r  which adequate 
s t a t i s t i c a l  da t a  were a v a i l a b l e  on a t imely b a s i s ,  such l i a b i l i t i e s  and 
claims could be included i n  the  d e f i n i t i o n  of n e t  e x t e r n a l  d e b t .  

Mr. Casse1.i remarked t h a t  he found t h a t  wording h e l p f u l .  

M r .  Kafka asked whether the  new wording would obl igz  a country t o  go 
t o  g r e a t  expense and e f f o r t  t o  i n v e s t i g a t e  the  a s s e t s  he ld  by i t s  c i t i z e n s  
o r  r e s i d e n t s  abroad. 

The Economic Counsellor s a i d  t h a t  i t  was t o  avoid such problems t h a t  
t h?  words " i n  gene ra l "  had been used. 

The Deputy Di rec to r  o f  t h e  Exchange and 'Trade Re la t ions  Department 
observed t h a t  the  Gssets of the  p r i v a t e  s e c t o r  would not  be i n v e s t i g a t e d .  
Rather ,  t h e  i n v e s t i g a t i o n  would concent ra te  on the  e x t e r n a l  a s s e t s  t h a t  
might be owned o r  c o n t r o l l e d  by the a u t h o r i t i e s .  

M r .  Kafka s a i d  t h a t ,  i n  t h a t  ca se ,  he could go a long  with the  new 
1 anguage , 

Mr. Fogelholm r e c a l l e d  t h a t  a t  t h e  previous meeting he had reques ted  
t h a t  the  r e fe rence  t o  p a r a l l e l  contingency f inanc ing  i n  the  l a s t  paragraph 
o f  Sec t ion  11 be turned around t o  form a p o s i t i v e  r a t h e r  than negat ive  
s t a t emen t .  However, t he  t e x t  as i t  cu r re r , t l y  s t o o d  w a s  longer and 
contained t w o  problems, a s  he s a w  i t .  F i r s t ,  i t  w a s  silated t h a t  



" . . . g e n e r a l l y ,  such [ p a r a l l e l ]  f i nanc ing  would no t  be a p r e r e q u i s i t e " -  - 
an  a s s e r t i o n  t h a t  t h e  Fund c o i l d  n o t  c u r r e n t l y  make. There might be a 
s i t u a t i o n  i n  which q u i t e  a few cases  needed p a r a l l e l  f inancing. owing t o  

t h e  inadequacy o f  f inanc ing .  Second, t he  r . -*ference t o  "o the r  c o n t i n -  
genc ie s"  i n  t h e  l a s t  l i n e  was t i e d  t o  "changes i n  i n t e r n a t i o n a l  i n t e r e s t  
r a t e s , "  which made t h e  whole sen tence  i l l o g i c a l .  He proposed t h a t  a 
r e t u r n  be made t o  t h e  o r i g i n a l  language o f  t h e  Chairman's sumniing up,  
s i n c e  he had been t h e  only Di rec to r  t o  oppose t h a t  language i n  t h e  f i r s t  
p l a c e ,  

M r .  O r t i z :  expressed h i s  r e s e r v a t i o n  regard ing  t h e  35 pe rcen t  l i m i t  
on t h e  contingency f inanc ing  of  i n t e r e s t  c o s t s .  
wording could be devised t h a t  would al low f o r  except ions  t o  t h a t  l i m i t .  

H e  wondered whether some 

Thc Chairman noted t h a t  i f  t h a t  a spec t  of  t h e  compromise were cha1.- 
lenged,  d i s c u s s i o n  on o t h e r  i s s u e s  would a l s o  be opened. He suggested 
t h a t  t he  f u l l  package be adopted w i t h  t h e  Understanding t h a t  M r .  O r t i z ' s  
c h a i r  had a r e s e r v a t i o n  on t h a t  p o i n t .  

Yr. Sengupta noted t h a t  the  A r t i c l e s  o f  Agreement used t h e  term 
"normally" r a t h e r  than  " g e n e r a l l y .  'I Perhaps it could be s t a t e d  t h a t  
"cont ingency f inanc ing  of  i n t e r e s t  c o s t s  would normally be s u b j e c t  t o  a 
cumulative l i m i t  of  35 p e r c e n t . "  That would meet,  t o  some e x t e n t ,  the  
p o i n t  o f  Mr. O r t i z ,  while  be ing  i n  accordance with t h e  A r t i c l e s  o f  
Agreement. - 

Mr. Feldman observed t h a t  Mr. Sengupta 's  proposal  allowed f o r  the 
very s l i g h t  f l e x i b i l i t y  t h a t  Mr. O r t i z  was ask ing  f o r ,  thus achiev ing  
complete consensus on t h a t  I s s u e .  Accordingly,  he s t r o n g l y  supported 
M r .  Sengupta. 's  proposal  t o  use the  word "normal ly ."  

M r .  Grosche s a i d  t h a t  i f  the  language were so f t ened  i n  t h a t  manner, 
he might have t o  oppose the  t o t a l  package. 

The Chairman noted t h a t  rhe new f a c i l i t y  was being impltmented on an 
experimental  b a s i s .  He askeci t h a t  t he  package as i t  scood be suppor ted  
t o  t h e  e x t e n t  p o s s i b l e  wi th  the  understanding t h a t  s t a f f  and management 
would have t h e  necessary  leeway when applying t h e  gu ide l ines  is they 
c u r r e n t l y  s tood .  In  t h a t  way, t h e  concerns t h a t  D i r e c t o r s  had on v a r i o u s  
i s s u e s  would proper ly  be d e a l t  w i th .  

M r .  Grosche suggested t h a t  i t  be agreed t h a t  t h e  f a c i l i t y  be put  
i n t o  p lace  f o r  only m e  y e a r .  A thorough examination of  a l l  t h e  f a c i l -  
i t y ' s  f e a t u r e s  zould be h e l d  a t  t h a t  t ime.  

The Chairman s a i d  t h a t  f l e x i b i l i t y  dur ing  t h e  experimental  pe r iod  
would be p r e f e r a b l e  t o  reopening a f u l l .  debate  a f t e r  one y e a r .  
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M r .  Kafka sa id  t h a t  11,: was not  i n  favor  o f  Mr. Grosclie's sugges t ion  
The Eoaud could t ake  a c t i o n  t o  t h a t  t h e  d e c i s i o n  expire,  a f t e r  one y e a r .  

teri i i inate the  dec i s ion  whenever i t  saw f i t ,  b u t  it was n o t  necessary  t o  
pre judge  such a s t e . p .  

M r .  O r t i z  noted t h a t  the Board had been c a r e f u l  t o  s e l e c t  language 
t h a t  gave s u f f i c i e n t  f l e x i b i l i t y  t o  management, and h i s  proposal  t o  change 
t h e  wording on the  35 percent  l i m i t  was t o  t h a t  end.  He simply wanted 
t h e  same degree of f l e x i b i l i t y  t h a t  had been given t u  o t h e r  a spec t s  of t h e  
managment and ope ra t ion  o f  t h e  ncw f a c i l i t y  t o  be  given t o  the  ques t ion  
of  interest  r z t e  coverage. 
s tood ,  management would not  be a b l e  t o  propose t o  the  Board t h a t  funding 
beyond 35 percent  o f  t h e  dev ia t ion  be provided i n  ind iv idua l  c a s e s .  

Lf t he  lsnguage remained a s  i t  c u r r e n t l y  

I n t e r e s t  r a t e  coverage was one of t h e  major a spec t s  o f  t h e  whole 
package, Mr. O r t i z  observed, and one of the reasons r h a t  his c h a i r  had 
gone alor'g wi th  the  modi f ica t ion  o f  t he  compensatory f inanc ing  f a c i l i t y  i n  
the f i r s t  p l a c e .  While he recognized t h a t  t he re  w e r e  equa l ly  s t r o n g  
f e e l i n g s  a t  the oppos i te  end of  the spectrum, he d id  not cons ider  his 
r eques t  t o  be very  c o n t r o v e r s i a l .  
35 pe rcen t  l i m i t  as it s t o o d .  

H i s  c h a i r  could n o t  go along with the 

M r .  Posthumus asked what e x a c t l y  the  Chairman meant by " the  minimum 
f l e x i b i l i t y  which the management and staff  n e e d s . "  

The Chairman s a i d  t h a t  management and s taff  would apply f a i r l y  t h e  
g u i d e l i n e s  given t o  them by t h e  Board ,  keeping i n  mind t h a t  among those 
g u i d e l i n e s  was the  f a c t  t h a t  t he  first yea r  would be experimental  i n  
c h a r a c t e r .  If they encountered cases  t h a t ,  i n  f u l l  f a i r n e s s ,  did no t  f i t  
e x a c t l y  t h e  g u i d e l i n e s ,  management and s taEf  would make proposa ls  t o  the  
Executive Board t h a t  were f u l l y  i n  the  s p i r i t  of t he  agreement and of the  
g u i d e l i n e s .  
country ccacerned had been completed o r  even a f t e r  t he  drawing  had been 
made would depend on the  c i r cums ta rces .  

Whether t h a t  would occur a f t e r  t h e  n e g o t i a t i o n s  with t h e  

The General Counsel, i n  response LO a ques t ion  by M r .  Chatah, s a i d  
t h a t  t h e r e  would be no d i f f e r e n c e  i n  t h e  ma jo r i ty  vo te  r equ i r ed  t o  f inance  
more than  t h e  35 percenc l i m i t  i f  the  word "normally" were used .  

Mu. Al-Assaf s a i d  t h a t  he would p r e f e r  t h a t  t he re  be a s t r i c t  limit 
o f  35 pe rcen t  f o r  the  first yeiir, a f t e r  which, on t h e  basis of exper ience ,  
it coulti ~e a l t e r e d .  

M r .  Posthumus s a i d  t h a t  t h e  rcview o f  the f a c i l i t y  should not only be 
a review of t h e  way i n  which i t  funcL:oned, buy- a l s o  o f  whether o r  no t  it 
should cont inue  t o  e x i s t .  

The Chairman. remarked t h a t  the  f a c i l i t y  should be adopted i n  a 
p o s i t i v e  sp i r i t - .  2nd reviewed a f t e r  one year .  
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The General Counsel i n d i c a t e d  t h a t  t h e  f a c i l i t y  could  be  e s t a b l i s h e d  
i n  t w o  ways. The Board could adopt a permanent d e c i s i o n ,  which would 
cont inue  t o  apply f o r  an i n d e f i n i t e  p e r i o d  and would be s u b j e c t  t o  per i . -  
od ic  review. Whether o r  n o t  a review was completed,  and r e g a r d l e s s  of t h e  
d a t e  of  t h a t  review,  t h e  d e c i s i o n  would cont inue  t o  apply u n l e s s  it was 
amended o r  abrogated .  
a decision. f o r  a temporary per iod  of  t ime.  
would have t o  be taken a t  t h e  t i m e  of the review on whether o r  not to  
renew t h e  d e c i s i o n  f o r  a f u r t h e r  pe r iod  of  time. That  w a s  t h e  c a s e ,  f o r  
example, f o r  the  en larged  access  p o l i c y ,  under which d e c i s i o n s  were t aken  
f o r  one yea r  and l apsed  a t  t h e  end of  t h e  year  u n l e s s  they were readopted 
by t h e  Board. 

On t h e  o t h e r  hand, t he  Execut ive Board could  adopt  
I n  t h a t  c a s e ,  a d e c i s i o n  

M r .  Posthiaivs s a i d  t h a t  a temporary dec i s ion  would prejudge the  f a t e  
o f  t h e  f a c i l i t y ,  and t h e r e f o r e  went one s t e p  too f a r .  He d i d ,  however, 
wish t o  p re se rve  the  p o s s i b i l i t y  o f  d i s c u s s i n g  t h e  v e r y  e x i s t e n c e  o f  the 
f: ility a t  t he  t i m e  o f  t he  review. 

Mr. Al-Assaf asked about t h e  l e g a l  impZi.cations of  t h e  p o s s i b i l i t y  of  
not renewing t h e  compensatory and contingency f i n a n c i n g  f a c i l i t y .  Would 
t h a t  r e s u l t  i n  t he  e l imina t ion  of the  compensatory f i n a n c i n g  f a c i l i t y  as 
w e l l ?  

The General Counsel s a i d  t h a t  the  d e c i s i o n  on the compensatory 
f inanc ing  f a c i l i t y  w a s  a permanent one,  which t h e  Board could ,  however, 
decide t o  t e rmina te .  But the  o t h e r  p a r t  of  the d e c i s i o n - - o n  c e r e a l  
i m p o r t s -  -vias tenporary  , and would e x p i r e  i n  1 9 8 9 .  Accordingly, t h e  Board 
would have t o  decide whether t o  r e t a i n  t h a t  c u t - o f f  d a t e  f o r  t h a t  p a r t i c -  
u l a r  p a r t  o f  t h e  f a c i l i t y ,  o r  make it  permanent a long  with t h e  r e s t  o f  t h e  
new f a c i l i t y .  

The Chairmafi remarked t h a t  perhaps t h e  s i t u a t i o n  should remain as 
i t  w a s ,  with t h e  Board making a d e c i s i o n  on o r  be fo re  t h e  May 1 3 ,  I 9 8 9  
e x p i r a t i o n  d a t e  o f  t he  dec i s ion  on compensatory f inanc ing  o f  c e r e a l  
impor ts .  

The General Counsel observed t h a t ,  i n  t h a t  c a s e ,  one p a r t  o f  t h e  
d e c i s i o n  would be temporary, while  t h e  rest would be permanent. 

M r .  Grosche s a i d  t h a t  he shared t h e  f e e l i n g  of Mr. Posthumus that i f  
s u b s t a n t i a l  problems were encountered wi th  t h e  cont ingency element ,  ir 
should be p o s s i b l e  t o  modify o r  even e l i m i n a t e  t h a t  element a c  the  t i m e  ox 
the review. 

The Chairman remarked chat a review would take p l a c e ,  a s  i n d i c a t e d  i n  
the  summing u p ,  before  the  1989  Annual Meetings.  Thac would be a g m e r a l  
review of  the compensatory and cont ingency f i n a n c i n g  f a c i l i t y  based on 
t h e  Fund’s experience with i t s  ope ra t ions .  

M r .  Yoshikuni said t h a t  he f u l l y  supported t h e  summing up as amended, 
but; i>roposed t h a t  t h e  staff t a k e  s p e c i f i c  measures t o  help azmbsr coun- 
t r i e s  understand the  complex moda l i t i e s  cjf the new f a c i l i t y .  
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Mrs. Walker remarked t h a t  i t  was important t o  leave the  c u r r e n t  
d i s c u s s i c n  iil a p o s i t i v e  s p i r i t .  
a d e s i r a b l e  s t e p  which, while  involving compromises by a l l  D i r e c t o r s ,  
represented  s i g n i f i c a n t  p r o g r e s s .  She sympathized with MY. O r t i z ' s  
concerns because her c h a i r  w a s  a l s o  i n t e r e s t e d  i n  t h e  i n t e r e s t  r a t e  
component o f  the f a c i l i t y .  However, i n  l i g h t  of  t h e  f a c t  t h a t  many 
compromises had been made, she hoped t h a t  t h e  f a c i l i t y  cou ld  be supported 
by a l l  D i r e c t o r s .  

The development of  t h e  new f a c i l i t y  was 

Mr. O r t i z  noted t h a t  paragraph 1 of  t he  summing up read:  "Contingent 
f i n a n c i n g  would n o t  g e n e r a l l y  exceed 70 percent  o f  access  under the  
a s s o c i a t e d  arrangement." Could t h e  same language n o t  be used f o r  t he  l a s t  
paragr?-ph o f  Sec t ion  11? 

Mr. Grosche s a i d  t h a t  he could no t  accep t  such language, since i t  was 
far from t h e  understanding agreed t o  by the  Board. 

The Chairnan noted t h a t  t h e  t e x t  o f  t h e  summing up as  amended was 

The r e v i s e d  t e x t  o f  t h e  d r a f t  d e c i s i o n  would be c i r c u l a t e d  as 
agreed,  wi th  the  r e s e r v a t i o n  of Mr. O r t i z ,  which he  hoped would b e  tern- 
pora ry .  
soon as p o s s i b i e ,  f o r  Board c o n s i d e r a t i o n  on August 1. A r e v i s e d  t e x t  of  
the suminlr,g up would al.so be c i r c u l a t e d  immediately. l~' 

The Executive Direc tors  t hen  adjourned t h e i r  d i scuss ion  of t h e  
m o d a l i t i e s  o f  t he  compensatory and contingency f inanc ing  . f a c i l i t y .  

2 GROUP OF TEN - DEPUTIES' MEETING - REPORT BY STAFF 

The Economic Counsellor and Direc tor  of t h e  Research Departrr'ent s a i d  
t h a t  he had a t tended  a meeting of  OECD Working Pa r ty  No. 3 i n  P a r i s  on 
June 1 3 ,  c h a i r e d  by S i r  Geoffrey L i t t l e r .  The OECD S c c r e t a r i a t  had 
suggested t h a t  the  very  r a p i d  growth of  t h e  i n d u s t r i a l  c o u n t r i e s  might 
i n t roduce  some f z a r s  about i n f l a t i o n ,  a long  t h e  l i n e s  d iscussed  i n  the  
Boiird dur ing  the  r e c e n t  informal s e s s i o n  on exchange r a t e  deve~oprnents 
( I S / U 8 / 6 ,  7 / 8 / 8 8 ) .  Most d e l e g a t e s  had emphasized t h a t  t h e r e  were as y e t  
no a c t u a l  signs i n  c u r r e n t  s t a t i s t i c s  of a? a c c c l e r a t i a n  of  I n f l a t i o n ,  
thereby  somewhat m i t i g a t i n g  t h e  overall concerns raised. 

The aTternoon meeting had beer! devoted t o  a d iscuss ion  o f  f inanc ing  
imbalancLs, t h e  Direc tor  conti'.nued. The focus w a s  on t h e  U . S .  e x t e r n a l  
imbalance, and t h e  d i s c u s s i o n  was relatively a b s t r a c t ,  s eek ing r  f o r  
i n s t a n c e ,  t o  envisage a s i t u a t i o n  i n  which perhaps an  e x t e r n a l  def ic i t_  of  
$100 b i l l i o n  could perhaps be f inanced  over t h e  medium t e r m .  P a r t i c i p a n t s  
p a r t i c u l a r l y  emphasized t h e  uses t o  which t t .2 iinbalance was p u t .  The 
imbalance could be used,  f o r  insLance, t o  f i nance  investment o r ,  alterna- 
tively, t o  f inance  consumption, op t ions  which htid d i f f e r e n t  impl ica t ions  
f o r  the  f u t u r e  capac i ty  o f  t h e  econoiny t o  service debt  accumulating from 

- I./ Reproduced i n  Annex. 

- . 
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the  p r e s e n t  imbalance.  In a d d i t i o n ,  t h e r e  had been a s t r o n g  f e e l i n g  t h a t  
whatever t h e  t e c h n i c a l  p o s s i b i l i t i e s  o f  con t inu ing  t o  f inance  S U C , ~  an 
imhalance, it was most  important  t h a t  adjustment: t ake  p l ace  and t h a t  
co ' r e c t i v e  p o l i c i e s  be  implemented. Hence, i t  might be concluded t h a t  t h e  
imbalance could cont inue  t o  be f inanced  a s  long  as t h e r e  were c l e a r  s i g n s  
t h a t  c r e d i b l e  p o l i c i e s  were i n  p l ace  and a t  work. 

Immediately fo l lowing  the  conclus ion  of t h a t  meeting, t h e  G-10 
Deputies had met t o  cons ide r  ways of examining the  r o l e  of t h e  Fund and 
t h e  World Bank i n  the con tex t  of t h e  debt  s t r a t e g y ,  t h e  Economic 
Counsel lor  no ted .  
concerned with procedura l  q u e s t i o n s .  There had ,  however, been a c l e a r  
consensus t h a t  t he  focus should be not on the broad d i scuss ion  o f  the  deb t  
s t r a t e g y ,  bu t  on a s p e c i f i c  d i scuss ion  o f  t he  ro les  o f  t he  Fund and the 
World Bank. Any d i s c u s s i o n  had t o  be narrow i n  scope ,  w e l l  focused ,  arid 
w i t h  t h e  aim of  f i n a l i z i n g  a r e p o r t  by t h e  t i m e  of  t h e  Apr i l  1989 meeting 
of t h e  In t e r im  Commitcee, focus ing  i n  p a r z i c u l a r  or1 t h e  areas o f  c o l l a t -  
o r a t i o n  between the  two i n s t i t u t i o n s .  The s t a f f s  of t h e  i n s t i t u t i o n s  
would be  reques ted  t o  submit some informat ion  t o  t h e  G - 1 0  Deputies, b u t  i t  
was c l e a r l y  understood that whatever in farmat ion  was submit ted shou1.d be 
narrowly focused on f a c t u a l  in format ion ,  such as d e s c r i p t i o n s  o €  e x i s t i n g  
f a c i . l i t i e s .  Evaluat ion o f  t he  informat ion  would be l e f t  s t r i c t l y  t o  the 
Deput ies .  

The d i scuss ion  had been ve ry  b r i e f  and had been 

M r .  Zecchini  asked whether ,  dur ing  the  d i scuss ion  i n  Working P a r t y  
No. 3 on i n f l a t i o n ,  t h e r e  had been any debate  on tne  use of t he  commodity 
i n d i c a t o r .  

The Economic Counsel lor  commented t h a t  while  t h e r e  might no t  have 
been d i r e c t  r e fe rences  t o  t he  commodity p r i c e  i n d i c a t o r ,  events  i n  t h e  
commodities market had of  course been d i scussed .  However, t h e  gene ra l  
f e e l i , , g  had been t h a t  t h e  danger o f  an acceleration of  i n f l a t i o n  should 
noc be exaggerated a t  t he  p re sen t  t ime. T e r t a i n l y ,  the c o s t  o f  n o t  
addres s ing  t h e  i s s u e  o f  i n f l a t i o n  could be  very s e r i o u s  indeed,  s o  not  
s u r p r i s i n g l y  the  p o s s i b i l i t y  o f  h igher  i n f l a t i o n  had indeed genera ted  
concern.  

3. MALAWI - REVIEW UNDER STAND-BY ARRANGEMENT, AND REQUEST FOE! 
ENHANCED STRUCTURAL ADJUSTMENT A R W G E M E N T  

The Executive D i r e c t o r s  considered a s t a f f  paper on the f i r s t  review 
under t h e  s tand-by  arrangement f o r  Kalawi approved on  March 2 ,  1988, and 
on Malawi's r eques t  f o r  a t h r e e - y e a r  arrangement under the  enhanced 
s t r u c t u r a l  adjustment  f a c i l i t y  i n  an amount equivalent-  t o  SDK 5 5 . 8  m i l -  
l i o n ,  t o  be d isbursed  i n  s i x  semiannual amounts each equal t o  25 percent: 
o f  quota  (EBS/88/118, 6/17/88; and Sup. 1, 7/8/88) .  They a l s o  tiad b e f o r e  
t i i e m  a p o l i c y  framework paper on Malawi (EBD/88/155, 6 /7 /88) .  
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The Managing D i r e c t o r  made t h e  fol lowing s t a t e x e n t :  

There f o l l o w s  f o r  t h e  information of  Executive D i r e c t o r s  
the  t e x t  of a memorandum t h a t  I hcve rece ived  from t h i  P r e s i d e n t  
o f  t h e  World Bank t o  s e r v e  as t h e  basis f o r  my s ta tement  on t h e  
matter t o  the  Board, Th i s  t e x t  summarizes t h e  main p a i n t s  
covered by t h e  Executive D i r e c t o r s  of the  Bank and IDA i n  t h e i r  
June 1 4 ,  1988 discussion i n  Committee of  t h e  Who1.e o f  a paper 
e n t i t l e d  "Malawi: Pol icy  Framework Paper ,  1988/89-1990/91." 

1. The Committee o f  t he  Whole d i scussed  t h e  pol icy  
framework paper f o r  M a l a w i  and commended the Government f o r  i t s  
cont inuing  commitment t o  s t r u c t u r a l  adjustment .  I t  was nated 
that Malawi t r a d i t i o n a l l y  has  made s u b s t a n t i a l  e f f o r t s  t o  
implement a comprehensive s t r u c t u r a l  adjustment program. The 

n ia in t a ln  fiscal discipl;ne, phdse  3.n t!\ ccsicbb  ti.^^ of an opeti 
t rade r e g h e  , and s t r e n g t h e n  the ci .a t l i t ionalsy iinporcanc r-3le o f  
t h e  p r i v a t e  s e c t o r .  The Executive D i r e c t o r s  noted t h e  cominit- 
rnent of t h e  Government t o  cont inue t o  undertake measures t o  cope 
w i t h  d i f f i c u l t  e x t e r n a l  c i rcumstances.  

speakers  commented i n  p a r r i c l i l a r  cn the  r ecwt  vc'f 1. -arts to 

2 .  Concern w a s  ex2ressed about t h e  impGct and sustaii-i- 
a b i l i t y  of t h e  d i f f i c u l t  f i s c a l  program--some speakers  n o t i n g  
-the s i g n i € i c a n t  c u t s  proposed, though o t h e r s  no'ied the c o n t i n -  
uing r a t h e r  h igh  l eve l  of t h e  d e f i c i t .  
p rogress  i n  expendi ture  co' l trol  and improved a l l o c a t i o n .  Some 
speakers  f e l t  t h e r e  might be some scope f o r  a c c e l e r a t i n g  t h e  
pace o f  import l dbe ra l i za t iok i .  In  both t h e s e  areas the key 
i s s u e  w a s  s u s t a i n a b i l i t y ,  and the Executive D i r e c t o r s  welcomed 
t h e  j o i n t  e f f o r t s  o f  Bank, Fund, and Government s t a f f  t o  ensure  
t h i s .  

S t a f f  described t h e  

3 .  The Executive D i r e c t o r s  recognized t h e  hardships  
f a c i n g  Malawi due t o  t h e  d i s r u p t i c n  o f  t r a d i t i o n a l  t r a n s p o r t  
rou tes .  The Inpcrtance cf d i v e r s i f y i n g  these  routes, i n  p a r -  
ticular, r;he Northern Transport  Corr idor  through Tanzania,  was 
recognized.  Tb2 D i r e c t o r s  stressed t h e  importance o f  g r e a t e r  
regional i n t e g r a t i o n  i n  Southern Africa and i n  A f r i c a  i n  
ger ieral .  
i n f l u x  of r e fugees .  A s i g n i f i c a n t  s t r a i n  has  been placed on 
M a l a w i ,  a l though a number o f  i n t e r n a t i o n a l  donor agencies  and 
p r i v a t e  r e l i e f  groups hzve s tepped up t h e i r  ewrgency  a s s i s t a n c e  
s i g n i f i c a n t l y .  

Speakers expressed concern regard ing  the growing 

4 .  The Execucive D i r e c t o r s  commended the Government f o r  
i t s  cont inuing  emphasis on the a g r i c u l t u r a l  seccoz. 
cont inue  ? o f i c y  reform and i n s t i t u t i o n a l  s t r e n g t h e n i n g  was 
eirphasized. The Executive D i r e c t o r s  recognized ths very  low 
income le-vels i n  M a l a w i  and st ressed the social climensions 3f 
t h e  program. In  p a r t i c d a r  , speakers  mentioned the impor tarxe 

The necd t o  
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o f  t h e  measures t o  address  the  problems o f  m a l n u t r i t i o n ,  con- 
t inued  l o w  educa t iona l  l e v e l s ,  s choo l - l eave r  unemployment, and 
populat ion  p r e s s u r e .  E f f o r t s  ts r e o r i e n t  the r e s e a r c h ,  ex ten -  
s i o n ,  and c r e d i t  systems t o  Eake tilein more a p p r o p r i a t e  fo r  
smal lholders  were no ted  and t h e i r  i n t e n s i f i c a t i o n  urged.  
Expansion and q u a l i t y  enhancement of  primary educa t ion  and 
s t r e n g t h e n k g  t h e  primary h e a l t h  c a r e  f a c i l i t i e s  which manage 
Malawi's "chi ld-spac ing"  program are h igh  p r i o r i t i e s  i n  t h e  
Goverment  ' s expendi ture  program, The  I n t e g r a t e d  Human 
Resources Study and S o c i a l  Dimensions of  Adjustment Program 
w i l l  mark f u r t h e r  s t c p s  i n  chese areas. 

5 ,  Some speakers  noted the presence  o f  two scena r ios  anii 
expressed c x 7 e r n  thi i t  w h i l e  the  13wer growth scena r io  was 
c l e a r l y  i n a t e q u a t e ,  t he  Sovernment C O U ~ , ~  have d i f f i c u l t y  imple- 
menting the  .neasrires ne2es:;ary t o  achieve the  h i g h e r  t a r g e t s .  
Support  was expressed f o r  vigorous efforts t c  a t t a i n  t h e  
resources  r equ i r ed  f o r  t h e  second s c e n a r i o .  E:qhaxr-d ex ilernal 
suppor t  i n  t h e  nsx t  f e w  yea r s  was impor tan t ,  given t k s  time 
r equ i r ed  fcr a g r e a t e r  expor t  supply response ,  t h e  d . i f f i c u l t  
e x t e r n a l  s i t u a t i o n ,  and t h e  low-income levels of t h e  nmjor i ty  
o f  the  popula t ion .  

M r .  Abdallah made t h e  fo l lowins  s ta tement :  - 

When the  Executive. Boarc cons idered  .-he current:  s t and-by  
arrangement with M a i a w i  on Yarch 2 ,  1958,  t h e r e  w a s  broad 
recogFl t ion  t h a t  t h e  economic d i f f i c u l c i e s  be ing  t ack led  were 
mainly rooted  i n  the  c o u n t r y ' s  v u l n e r a b i l i t y  t o ,  snd p e r s i s t e n c e  
o f ,  e x t e r n a l  shocks.  I n  p a r t i c u l a r ,  t h e  d e c l i n i n g  teriiis of  
t r a d e ,  i n t e r m i t t e n t  unfavorable  weather cond i t ions  t h a t  occa- 
s i o n a l l y  caused food s h o r t a g e s ,  t oge the r  with t r a n s p o r t a t i o n  
b o t t l e n e c k s ,  con t r ibu ted  s u b s t a n t i a l l y  t o  t h e  o v e r a l l  poor  
economic performance i n  t h e  1980s. The r a t e  o f  econsmic growth, 
which averaged about  2 pe rcen t  annual ly  I:i t h i s  decade,  was 
cons iderably  lower than  t h a t  achieved i n  t h e  1970s and was w e l l  
below zhe e s t ima ted  ra te  o f  popu la t ion  grciwth. A t  t h e  same 
time, l n f l a t i o n a r y  p res su res  i n t e n s i f i e d ,  exacerbated by weak- 
nesses  i n  domestic f i n a n c i a l  p o l i c i e s .  For ex2?rnple, t he  f i s c a l  
d e f i c i t  widened t o  a peak of  1 2 . 5  pe rcen t  of  GDP in 1986/87; tis 

a r e s u l t ,  the balance of  payments weakened and the deb t  burden 
rose  s h a r p l y .  

In t he  e v e n t ,  D i r e c t o r s  agreed with the  a u t h o r i t i e s  t h a t  
t h e  l a t t e r ' s  ongoing adjustment  e f f o r t s  should be pursued w i t h i n  
a medium-term p e r s p e c t i v e .  
been prepared i n  f u l l  c o n s u l t a t i o n  wi th  t h e  s t a f f s  of t h e  Fmd  
arid t he  World Bank. The r eques t  f o r  Fund a s s i s t a n c e  und2r t h e  
enhanced s t r u c t u r a l  adjustment  f a c i l i t y  i s  a l o g i c a l  conclusi.on 
o f  a proces?  t h a t  Segan with a shadow program i n  August 1987, 

A p o l i c y  framework paper  h3s now 
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Formaljzed i n  fiarch 1988 wi th  t h e  approval o f  t h e  s tand-by 
arrangement.  The a u t h o r i t i e s  took n o t e  o f  t h e  advice o f  t h e  
Board calling f o r  s t r o n g e r  a c t i o n  i n  t h e  f i s c a l  and o t h e r  a r e a s  
includi,ng the  reform of  p a r a s t a t a l s  p a r t i c u l a r l y  the  P,gricul- 
tural  Development and Marketing aoard ( A D M A R C ) .  These reforms 
were h i g h l i g h t e d  i n  my in t roductory  statement t o  the Board i n  
March. 

Z should stress that a v a i l a b l e  eviderxe i n d i c a t e s  t h a t  
performance under the  c u r r e n t  scand-by arrangement i s  broadly 
i n  l i r i o  with  t h e  o b j e c t i v e s  o f  t h e  program. A l l  q u a n t i t a t i v e  
performance c r i t e r i a  have been met f o r  end-March 1988 and t h e  
end-June c r i te r ia  a re  a l s o  l i k e l y  t o  be s a t i s f i e d ,  Real GDP 
dec l ined  by 0 . 2  percent  i n  1987 compared with the pro jec ted  
0 . 4  p e r c e n t .  The r a t e  of i n f l a t i o n  increased  somewhat i n  1 9 8 7  
t o  2 7  p e r c e n t ,  and remained rather high  i n  the  f i r s t  q u a r t e r  of  
1988.  
i n t e r  a l i a ,  t h e  t i g h t  food supply  s i t u a t i o n ,  l i q u i d i t y  expan- 
s i o n ,  and t h e  e f f ec t s  o f  deva lua t ion .  Neve r the l e s s ,  t h e  au tho r -  
i t i e s  a re  hopeful  t h a t  i n f l a t i o n  w i l l  be reduced t o  the program 
t a r g e t  as t he  supply s i t u a t i o n  improves and f i rm f i n a n c i a l  
p o l i c i e s  a r e  implemented a s  s p e c i f i e d  under the  program. 

The stubborniiess of  i n f l a t i o n a r y  p res su res  r e f l e c t e d ,  

The budgetary o u t t u r n  f o r  1987/88 i n d i c a t e s  a b e t t e r  than 
p r o j e c t e d  performance, wi th  t h e  o v e r a l l  d e f i c i t  being reduced 
t o  10 .2  percent  of  GDf ins:-.ead of  t he  o r i g i n a l  1 0 . 7  p e r c e n t ,  
r e p r e s e n t i n g  a reduct ion  equiva len t  t o  2 . 3  percentage p o i n t s  
from i t s  l e v e l  i n  19!36/87. A s  discussed  i n  March, the 1 9 8 5 / 8 9  
budget d e f i c i t  t a r g e t  i s  es t imated  t o  be reduced t o  8 . 1  percent  
of GDP.  I n  t h e  budget ,  t h e  a u t h o r i t i e s  announce2 speciEic  
p o l i c i e s  intended t o  achie.Je t h a t  o b j e c t i v e  and t h e  emphasis o f  
adjustment f a l l s  on expend i tu re s ,  i n  recogni t ion  o f  t he  narrow 
tax base and tile need t o  avoid r a i s i n g  t h e  t a x  burden unduly.  
Accordingly, altbough espendi ture  has  been allowed t o  i nc rease  
by 11 percent  i n  nominal. terms, t h i s  r e p r e s e n t s  a s i g n . i f i c a n t  
d e c l i n e  r e l a t i v e  t o  GDP from 2 9 . 1  percent  .1 1987/88 t o  2 7  p e r -  
c e n t  i n  1988/89;  moreover, i t  r e p r e s e n t s  a more s u b s t a n t i a l  
d e c l i n e  i n  r e a l  terms. The Gover,rxnent does n o t  i n t end  t.0 raise 
wage rates o r  t o  i n c r e a s e  c i v i l  service employment. I n  addi-  
t i o n  t o  o v e r a l i  r e s t r a i n t ,  the  composition o f  expendi ture  i s  
b e t t e r  a t tuned  to goverrunent p r i o r i t i e s ,  with development 
o u t l a y s  and o ther  nonwage r e c u r r e n t  spending be ing  r a i s e d  'by 
30 percent  and 1 3 . 2  percent, r e s p e c t i v e l y .  The development 
budget eriiphasizes completion of ongoing p r o j e c t s ,  i n  p a r t i c u ' l a r  
t h e  c o n s t r u c t i o n  of  t h e  Northern Corr idor  necwork which is 
designed 'io ea se  p r e v a i l i n g  t r a n s p o r t a t i o n  d i f f i c u l t i e s .  

On the  revenue s i d e ,  t h e  budget is expected t o  b e n e f i t  from 
the expansion of  t h e  t a x  base which invo lves ,  i n t e r  a l i a ,  t h e  
conversion of escise t a x  rates from a s p e c i f i c  to an ad valorem 
basis, t h e  expansion of t h e  domestic s u r t a x  base and the 
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t ransformat ion  o f  the  luxury t a x  from an import base t:o a 
consumptj.on base i n  o r d e r  t o  c a p t u r e  bo th  imported and domes- 
t i c a l l y  produced commodities. 
coiisi8ered ts  $e a f i r s t  s t e p  ir. i! medi!x-term tax reform 
program designed t o  i n c r e a s e  revenue y i e l d ,  while  a t  t he  same 
t i m e  improving a l l o c a t i v e  e f f i c i e n c y  and i n c e n t i v e s  f o r  e x p o r t  
promotion and import s u b s t i t u t i o n .  

These tax  reform measures are 

Monetary and c r e d i t  c e i l i n g s  have been formulated i n  l i n e  
w i t h  t h e  need t o  c o n t a i n  t h e  i n f l a t i o n  r a t e  t o  about  20 p e r c e n t  
i n  1988 and t o  a t t a i n  t h e  ba lance  o f  payments o b j e c t i v e .  
Meanwhile, bo th  lending  and d e p o s i t  r a t e s  have been freed s o  
t ha t  a marke t -c lear ing  l e v e l  of  i n t e r e s t  rates can emerge. 
Since t h e n ,  d e p o s i t  and base lending  r a t e s  o f  commercial banks 
have f a l l e n  by 3 percentege p o i n t s .  Meanwhile, t h e  Reserve Bank 
w i l l  review i t s  p o l i c i e s  wi th  r e s p e c t  t o  c r e d i t  and monetary 
c o n t r o l  i n  o rde r  t o  in t roduce  a p p r o p r i a t e  changes t h a t  would 
promote e f f e c t i v e n e s s  and prompt response.  Accordingly,  a s tudy  
on monetar; p o l i c y  instruments i s  be ing  undertaken wi th  Fund 
t e c h n i c a l  a s s i s t a n c e  and w i l l  be completed i n  September 1988.  

The c e n t e r p i z c e  o f  e x t e r n a l  p o l i c i e s  i s  t h e  l i b e r a l i z a t i o n  
of  t he  exchange and payments system, and t h a t  i s  b e i n g  under- 
taken i n  phases dur ing  t h e  t h r e e - y e a r  program p e r i o d .  The 
poli .cy'wil1 be supported by I;he implementation o f  a f l e x i b l e  
exchange rate p o l i c y  through a p p r o p r i a t e  adjustments  t o  main ta in  
M a l a w i ' s  e x t e r n a l  compet i t iveness .  Furthermore,  i n  o r d e r  t o  
f u r t h e r  s t i m u l a t e  product ion of  n o n t r a d i t i o n a l  e x p o r t s ,  t h e  
1 9 8 8 / 8 9  budget announced o t h e r  i n c e n t i v e s ,  inc luding  t h e  i n t r o -  
d u c t i o n  o f  changes t o  t h e  expor t  du ty  drawback system t o  make i t  
more e f f e c t i v e  and t h e  s e t t i n g  up o f  a f o r e i g n  exchange r evo lv -  
i n g  fund t o  meet t h e  need f o r  imported i n p u t s  f o r  e x p o r t e r s .  
The Fund w i l l  be f inanced  i n i t i a l l y  through e x t e r n a l  a s s i s t a n c e .  
Other  i n s t i t u t i o n a l  measures involve t h e  s t r e n g t h e n i n g  of t h e  
Malawi expor t  promotion counc i l  as w e l l  as a f u r t h e r  r e d u c t i o n  
i n  t h e  f e w  expor t  commodities r e q u i r i n g  e x p o r t  l i c e n s i n g .  

I n  A p r i l  1 9 8 8 ,  t h e  a u t h o r i t i e s  concluded agreement-s w i t h  
the  London and P a r i s  Clubs t o  reschedule  o u t s t a n d i n g  d e b t s  
i n c l u d i n g  some o f  t h e  a r r e a r s  t h a t  had a r i s e n  due t o  t h e  suspen-  
s i o n  o f  payments e f f e c t e d  a f te r  n o t i f i c a t i o n  t o  c r e d i t o r s .  The 
a u t h o r i t i e s  are g r a t e f u l  t o  t h e  c r e d i t o r s  f o r  provi.ding subs t an -  
t i a l  r e l i e f  amounting t o  an es t imated  SDR 39.7 m i l l i o n  on terms 
t h a t  a r e  coinparatively more favorable  than those  gran ted  i n  t h e  
1983/84 reschedul ing e s e r c i s e .  For the  medium term, t h e  a u t h o r -  
i t i e s  a re  hopefu l  that t h e  need f o r  reschedul ing  will nat arise 
as t hey  in t end  t o  pursue a c a u t i o u s  borrowing p o l i c y .  The main 
concern has  been with repurchases  t o  the  Fund Fihich reached a 
peak o f  SDR 3 0 . 3  million i n  1 9 8 7 ,  r e p r e s e n t i n g  about  1 3  p e r c e n t  
o f  M a l a w i ' s  e x p o r t s  o f  goods and s e r v i c e s .  O b l i g s t i o n s  t o  the  
Fund are significant and it .is for this reason  that the 
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a u t h u r i t i e s  have decided not t o  make f u r t h e r  drawings under t he  
c u r r e n t  s tand-by  arrangement,  and opted i n s t e a d  for an a r r ange -  
ment under t h e  enhanced s t r u c t u r a l  adjustment: f a c i l i t y  because 
of  i t s  concedsionary c h a r a c t e r .  A s  a r e s u l t ,  the  p r o f i l e  of  
repurchases  improves over t h e  mediwn term, and a r e  p r o j e c t e d  t o  
be reduced t o  SDR 18.2  m i l l i o n ,  equ iva len t  t o  only 6 . 3  percen t  
of  p r o j e c t e d  expor t s  of  goods and s e r v i c e s .  

Malawi u r g e n t l y  needs growth, which under the medium-term 
s t r a t e g y ,  i s  p ro jec t ed  t o  average between 3 . 0  percent  and 
3 . 5  perce: 'c annual ly  between 1989 and 1 9 9 1  while i n f l a t i o n  is 
es t imated  t o  f a l l  t o  about 5 pe rcen t  by 1991-92 ,  and f inanc ing  
gaps t o  be e l imina ted  by the  end o f  t he  program pe r iod .  Mean- 
wh i l e ,  the a u t h o r i t i e s  a r e  hopeful  t h a t  they could do s l i g h t l y  
b e t t e r  w i th  growth averaging about 4 - 5  percent  annual ly  i n  
o rde r  t o  allow f o r  ii p e r c e p t i b l e  inc rease  i n  p e r  c a p i t a  income, 
thus  r eve r s ing  the  e ros ion  i n  the  s tandard  of  l i v i n g  t h a t  has 
taken  p l ace  over t h e  decade. The h igher  growth expec ta t ion  is  
conta ined  i n  the second medium-term scena r io  whose r e a l i z a t i o n  
depends c r u c i a l l y  on secu r ing  a d d i t i o n a l  concess iona l  f i nanc ing  
through the  Consul ta t ive  Group and a c a r e f u l  s e l e c t i o n  o f  
q u a l i t y  p r o j e c t s .  

I n  conclus ion ,  t h e  Malawian a u t h o r i t i e s  have implemented 
s t r o z g  and comprehensive measures s ince  J u l y  1 9 8 7 ,  and the  f i r s t  
arrangement o f  t he  th ree -yea r  program c o n s t i t u t e s  a f u r t h e r  
s t r eng then ing  o f  t h e  adjustment p rocess .  The s t a b i l i z a t i o n  and 
s t r u c t u r a l  reforms t o  be implemented under the program a r e  
comprehensive and the  Fund could have been s l i g h t l y  more gen- 
e rous ;  bu t  it i s  r e a l i z e d  t h a t  t h i s  i s  the  f i r s t  arrangement 
under the  enhanced s t r u c t u r a l  adjustment f a c i l i t y  and t h a t  
management p r e f e r r e d  t o  e r r  on t h e  s i d e  of c a u t i o n .  
deserves  s t ronge r  support  from the  i n t e r n a t i o n a l  community and 
s i n c e r e l y  hopes t h a t  it w i l l  be forthcoming. 

Malawi 

Mr. Enoch made the  fo l lowing  s t a t emen t :  

I am pleased  t o  open the  d i scuss ion  of t he  f i r s t  a r r ange -  
ment under the enhanced s t r u c t u r a l  adjustment f a c i l i t y  t o  come 
t o  t h e  Board. I a m  especial1.y p leased  t h a t  th is  i s  t o  be f o r  
Malawi, which i s  an e s p e c i a l l y  appropr i a t e  cand ida te .  There i s  
a c l e a r  prospec t  of medium-term v i a b i l i t y  by t h e  end o f  rhe 
program p e r i o d ,  and reasonably fivm f inanc ing  assurances t:ave 
been e s t a b l i s h e d  f o r  th? whole pe r iod .  The program w i l l  a l s o  
achieve the complete e l imina t ion  of  e x t e r n a l  r e s t r i c t i o n s ,  2nd 
Malawi should  be a b l e  t o  avoid f u r t h e r  r e s o r t  t o  reschedul ing  
and excep t iona l  f i nanc ing ,  Moreover, w e  have. seen a convincing 
t r a c k  record  e s t a b l i s h e d ,  f i r s t  under a shadow program, and then 
under a s tand-by  arrangement.  The  shadow program included a 
number o f  i n s t i t u t i o n a l  reforms v i t a l  t o  che e f f e c t i v e  
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implementation of  f i n a n c i a l  p o l i c i e s ,  and t h e  s tand-by  a r r ange -  
ment was preceded by s e v e r a l  s i g n i f i c a n t  p r i o r  a c t i o n s ,  i n c l u d -  
ing a s t a r t  t o  import l i b e r a l i z a t i o n  and e a r l y  c l ea rance  of 
a r r e z y s .  This  sequence has he lped  b u i l d  a secu re  foundat ion  of  
confidence i n  Malawi’s commitment t o  s t r o n g  ad jus tment ,  and has 
allowed the  Board t o  gu ide ,  a t  an e a r l y  s t a g e ,  t h e  adjustment  
s t r a t e g y  t h a t  would even tua l ly  form t h e  b a s i s  of  t he  enhanced 
s t r u c t u r a l  adjustment arrangement.  1 h2pe t h a t  t h i s  approach 
w i l l  provide a b l u e p r i n t  f o r  f u t u r e  arrangements under t h e  
enhanced s t r u c t u r a l  adjustment  f a c i l i t y .  

The a c t u a l  substance o f  t h e  program suppor ted  by the  
enhanced s t r u c t u r a l  adjustment  arrangement r e f l e c t s  a s t r o n g  and 
comprehensive s e t  o f  p o l i c i e s .  The core  of  any c r e d i b l e  a d j u s t -  
ment program f o r  Malawi must be  f i s c a l  r e s t r a i n t ,  and it  i s  
r eas su r ing  t o  s ee  the  success fu l  implementation o f  expendi ture  
monitor ing and c o n t r o l  procedures  under t h e  s tand-by  a r r ange -  
ment. O n  t h e  revenue s ide ,  t h e  proposed major reform of t h e  t a x  
system w i l l  be v i t a l  i n  ensur ing  t h a t  revenues c a n  be maintained 
a t  c u r r e n t  l e v e l s  improving domestic resource  a l l o c a t i o n .  And, 
while  t he  performance of the  major p a r a s t a t a l s  i n  1987/88  was 
weaker than  expected,  important  r e s t r u c t u r i n g  is  i n  hand, and 
it i s  most welcome t h a t  no t r a n s f e r s  will b e  made t o  the p a r a -  
s t a t a l s  from the  budget f o r  t h i s  new f i n a n c i a l  year .  Fur ther  - 
progress  w i l l ,  I hope, be made wi th  the  completion of  t h e  World 
Bank’s review of p u b l i c  expend i tu re .  On t h e  o t h e r  hand, I am 
no t  convinced t h a t  enough urgency i s  be ing  a t t a c h e d  t o  t h e  
ques t ion  o f  t h e  f e r t i l i z e r  subs idy ,  and I also have some con- 
cerns  over t he  cont inued expansion i n  t h e  c j v i l  s e r v i c e .  Given 
t h e  o v e r a l l  c o n s t r a i n t  t o  be imposed an government s a l a r i e s ,  I 
wonder whether t he  p r o j e c t e d  r a t e  of  r ec ru i tmen t  w i l l  unduly 
d i l u t e  t h e  incen t ives  t h a t  underpin t h e  e f f i c i e n c y  of adminis-  
t ra t  i o n .  

The s t a f f  paper be fo re  us p r e s e n t s  t w o  a l t e r n a t i v e  s c e -  
n a r i o s  f o r  Malawi’s p rospec t s ,  wich t h e  d i f f e r e n c e  a r i s i n g  from 
d i f f e r e n t  e x t e r n a l  in f lows .  Xeports from l a s t  month’s meeting 
o f  t h e  Consul ta t ive  Group f o r  M a l a w i  i n d i c a t e  t h a t  commitments 
Fiere g r e a t e r  than p r o j e c t e d .  T h i s  i s  c l e a r l y  a h e l p f u l  develop-  
ment, and I would welcome s t a f f  comments as t o  how fa r  t h e  
r e s u l t  o f  t h i s  Consu l t a t ive  Group meeting makes t h e  achievement 
o f  t h e  second scena r io  more l i k e l y .  

This  h igh  l e v e l  of donor commitments w i l l  o f  course a f F e c t  
t h e  budget .  Presumably, i f  t h e  more generous l e v e l  of  aid 
commitments i s  t o  be f u l l y  taken up, t h e  o v e r a l l  budget d e f i c i t  
will widen. I see  no problem h e r e ,  provided t h a t  under ly ing  
fiscal performance i s  maintai.ned. Broadly speaking ,  t h i s  
balance w i l l  be r e f l e c t e d  i n  terms of domestic bank f inanc ing  
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o f  t he  budget .  I t h e r e f o r e  am s u b s t a n t i a l l y  reassured  by t h e  
n e t  repayments from tke  Government t o  t h e  banking s e c t o r  t h a t  
are p r o j e c t e d  under t h e  program. 

These i s  i? f u r t h e r  paradox i n  the  program, apparent  i n  the  
e x t e r n a l  accounts .  The c u r r e n t  account path p ro jec t ed  under t h e  
enhanced s t r u c t u r a l  adjustment arrangement envisages a s e r i e s  oE 
wider d e f i c i t s  than were envisaged a t  t he  time of  the r eques t  
f o r  a s tand-by arrangement.  I presume, however, t h a t  t h i s  
apparent  r e l a x a t i o n ,  and t h e  s t ronge r  bui ldup of r e s e r v e s ,  
l a r g e l y  r e f l e c t  t he  use o f  a d d i t i o n a l  f i nanc ing  from the  
enhanced s t r u c t u r a l  adjustment arrangement t o  cont inue r e l e a s i n g  
the  compression o f  imports t h a t  occurred i n  1986 and 1987,  a s  
w e l l  a s  the welcome a c c e l e r a t i o n  t h a t  is p ro jec t ed  i n  t h e  
l i b e r a l i z a t i o n  of t h e  t rade  and f o r e i g n  exchange systems.  I: 
t h ink  t h a t  i t  might be h e l p f u l  i n  f u t u r e  i f ,  i n  s i t u a t i o n s  in  
which the f i s c a l  and c u r r e n t  accounts a r e  dr iven  by the  c a p i t a l  
account of t he  balance o f  payments, these  seemingly paradoxica l  
e f f e c t s  might be more c l e a r l y  i d e n t i f i e d  and quan t i f i ed  by the  
s t a f f ,  so  t h a t  we  can more f u l l y  a s ses s  the  n e t  c o n t r i b u t i o n  
made by .the enhanced s t r u c t u r a l  adjustment f a c i l i t y  t o  o v e r a l l  
economic performance. 

I do have one ques t ion  i n  t h i s  a r e a .  Table 8 on page 2 1  o f  
t he  staff  paper shows t h a t  a s i g n i f i c a n r l y  Eas t e r  i m p o r t  volume 
growth i s  assumed--of 5 . 3  percent  i n  1988, 8 percent  i n  1989, 
f a l l i n g  t o  3 . 6  percent  i n  1992--compared wi th  the  p r o j e c t i o n s  i n  
the  s t a f f  paper f o r  the  March 2 ,  1988 Board d i scuss ion  of  t h e  
s tand-by  arrangement,  i n  which 4 . 5  percenc growth i n  2988 and 
3 percen t  t h e r e a f t e r  were assumed. Yet GDP growth assumptions 
are  i d e n t i c a l ,  and terms of  t r a d e  and expor t  growth f i g u r e s  
l i t t l e  changed. Is t h i s  because t h e  import l i b e r a l i z a t i o n  does 
no t  have any p o s i t i v e  impact on growth i n  t h e  program pe r iod ,  o r  
i s  i t  because the  p o s i t i v e  impact on growth i s  o f f s e t  by addi-  
t i o n a l  adjustment measures t o  counter  domestic imbalances'? I 
would be i n t e r e s t e d  i n  s t a f f  comments. 

One f u r t h e r  paradox i s  t h a t  d e s p i t e  the  enhanced s t r u c t u r a l  
adjustment arrangemect, t h e  prn jec t ed  p r i c e  path is the  sane as 
t h a t  given i n  the s t a f f  paper f o r  Malawi's requested s tand-by  
arrangement.  I wauld have thought that t h e  s t rong  f i s c a l  p o l i c y  
t o  be pursued by Malawi, combined with the expected impac; on 
p r i c e s  of a c c e l e r a t e d  import l i b e r a l i z a t i o n ,  the fad ing  of  the  
deva lua t ion  e f f e c t ,  and a recovery from last y e a r ' s  drought- 
induced s h o r t f a l l  i n  food product ion ,  might a13 have been 
r e f l ec t ed  in a f a s t e r  d e c e l e r a t i o n  i n  p ro jec t ed  i n f l a t i o n .  I 
t h e r e h r e  look  toward an explana t ion  on the  monetary s i d e ,  i n  
the  form of the  excess ive  l i q u i d i t y  of t h e  banking system and 
negative r e a l  i r i t e res t  r a t e s .  However, given the n e t  reductiorl  
p r o j e c t e d  i n  t h e  s tock  o€ bank c r e d t t  t o  t h e  Government, and the 
lower targets now set f o r  the  expansion o f  net domestic a s s e t s  
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and domestic c r e d i t  compared wi th  those  envisaged under t h e  
o r i g i n a l  s tand-by  arrangement,  ov r a l l  t h e  monetary impact on 
i n f l a t i o n  seems r a t h e r  u n c l e a r .  But it wou1.d c e r t a i n l y  seem 
prudent  t o  pay p a r t i c u l a r  a t t e n t i o n  t o  th i s  monetary s e c t o r ,  and 
I s t r o n g l y  endorse t h e  s t a f f  i n  recommending t h e  urgent  i n t r o -  
d u c t i o n  o f  an enhanced system of  monetary and c r e d i t  c o n t r o l  by 
the end of 1988,  I a l s o  hope t h a t  t h e  next  review of  Malawi’s 
adjustment program could o f f e r  a c l o s e r  a n a l y s i s  o f  monetary and 
c red i t  p o l i c y ,  drawing on the work c u r r e n t l y  b e i n g  done by t h e  
s t a f f  i n  t h i s  area wi th  r e s p e c t  t o  technical.  a s s i s t a n c e .  

On t h e  whole, however, t h e r e  are good reasons t o  be con- 
f i d e n t  about  Malawi‘s p o l i c y  performance under t h e  enhanced 
s t r u c t u r a l  adjustment arrangement.  A s  J noted when t h e  Board 
corisidered Malawi’s r e q u e s t  f o r  a s tand-by arrangement 
(EBM/88/28, 3/2/88), t h e  most s e r i o u s  problems probably l i e  i n  
M a l a w i ’ s  coll t inuing v u l n e r a b i l i t y  t o  t h e  est . raordinary e x t e r n a l  
developments t h a t  have b e s e t  t h e  country i n  r e c e n t  y e a r s .  
Regional p o l i t i c a l  i n s t a b i l i t y  and t h e  r e s u l t i n g  t r a n s p o r t  and 
refugee problems p l a c e  seve re  c o n s t r a i n t s  on t h e  coun t ry ,  
p a r t i c u l a r l y  given i t s  very  l i m i t e d  resources  and dependence on 
tenuous l i n e s  of  communication. As t h e  s t a f f  paper  reminds LIS, 

M a l a w i  i s  a d e s p e r a t e l y  poor coun t ry ,  wi th  a p e r  c a p i t a  income 
below t h e  average even f o r  sub-Saharan Afr ica .  Per c a p i t a  
income has a l s o  been f a l l i n g  f o r  fou r  y e a r s  i n  success ion .  The 
a u t h o r i t i e s  should be commended f o r  coping as we l l  as they hrlve 
i n  t h e  f a c e  o f  t h e s e  d i f f i c u l t  c o n d i t i o n s .  Unfor tuna te ly ,  some 
of  t h e  e x t e r n a l  problems seem u n l i k e l y  t o  be eased s i g n i f i c a n t l y  
i n  the  f o r e s e e a b l e  f u t u r e ,  and t h e r e  i s  l i t t l e  room f o r  maneu- 
ver.  The c a u t i o u s  assumptions which seem t o  have been i n c o r -  
pora ted  i n t o  t h e  enhanced s t r u c t u r a l  adjustment arrangement a r e  
t h e r e f o r e  wi se .  But t h e  implementation o f  t h e  program supported 
by t h e  enhanced s t r u c t u r a l  adjustment arrangement should p l a c e  
Malawi i n  a much s t r o n g e r  p o s i t i o n  t o  respond t o  any f u t u r e  
shocks,  and w i l l  be a key element i n  maintaining the f u l l  
suppor t  o f  t h e  donor community. 

I support  t h e  proposed d e c i s i o n s .  

Nr. Mawakani made the fol lowing s t a t emen t :  

When t h e  Board considered M a l a w i ’ s  r e q u e s t  f o r  a s t a n d - b y  
arrdngement,  i t  was recognized t h a t  t h e  s t r u c t u r a l  d i f f i c u l t i e s  
f a c i n g  Malawi could  b e s t  be addressed i n  t h e  c o n t e x t  of  a 
comprehensive mediurn- term adjus tinent program. I t h e r e f o r e  
welcome t h e  a u t h o r i t i e s ’  r e q u e s t  f o r  an  arrangement under t h e  
en’?anced s t r u c t u r a l  adjustment  f a c i l i t y ,  e s p e c i a l l y  s i n c e  t h i s  
i s  t h e  f i r s t  such r e q u e s t  t o  come t o  t h e  Board. 
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Achieving the  o b j e c t i v e s  of t h e  program descr ibed  i n  t h e  
p o l i c y  ,framework paper before  us w i l l  r e q u i r e  the  e f f e c t i v e  
implementation o f  appropr i a t e  and wel l -ba lanced  supp1.y-side and 
demand-management p o l i c i e s  focus ing  on the  a g r i c u l t u r a l ,  indus-  
t r i a l ,  and t r a n s p o r t  s e c t o r s .  

I n  the  a g r i c u l t u r a l  s e c t o r ,  t he  p o l i c i e s  t h a t  a r e  aimed a t  
improving 7 , roduct iv i ty  and expanding ou tpu t  seem appropri .ate . 
I n  a d d i t i o n  t o  encouraging the  use o f  e f r f i c h n t  P g r i c u l t u r a l  
t e c h n i q m s  through improved ex tens ion  and recearch  s e r v i c e s ,  the 
a u t h o r i t i e s  should p l ace  g r e a t e r  emphasis on streainliri ing the  
p r i c i n g  and marketing system and provid ing  ample c red i t  t o  
farmers, p a r t i c u l a r l y  the  smal lholders .  A s  p a r t  of the e f f o r t s  
t o  provide incen t ives  t o  smallholders  and t o  inc rease  ag r i c i i l -  
t u r a l  y i e l d ,  t h e  a u t h a r i t i e s  i n t end  t o  cont inue co subs id i ze  
f e r t i l i z e r .  This  is understandable  i n  view of  t h e  p rospec t ive  
s h o r t f a l l  i n  domestic product ton of maize. The removal o f  this 
subs idy  should t h e r e f o r e  no t  be  given h igh  p r i o r i t y ,  s i n c e  i t s  
c o s t  i s  r e l a t i v e l y  l o w  compared t o  t h e  b e n e f i t  o f  a s u b s t a n t i a l  
i nc rease  i n  a g r i c u l t u r a l  ou tpu t .  

I n  the  i n d u s t r i a l  s e c t o r ,  1 welcome the  emphasis be ing  
p laced  on p r i v a t e  s e c t o r  a c t i v i t y  and on t h e  maintenance o f  a 
l ibera l .  p r i c i n g  system. These measures seein appropr i a t e  and go 
i n  t h e  r i g h t  d i r e c t i o n  for t he  development o f  t h i s  s e c t o r .  I n  
t h e  energy s e c t o r ,  I suppor t  the p o l i c i e s  aimed a t  p r o t e c t i n g  
t h e  environment. However, t he  r a t e s  oE inc rease  i n  e l e c t r i c i t y  
t a r i f f s  a s  w e l l  as t h e i r  l e v e l s  seem too  h igh ,  and could have a 
poten’t ia l ly  adverse impact on the  i n d u s t r i a l  s e c t o r ‘ s  p ro f i t t i -  
b i l i t y  and competi t iveness .  
de r iv ing  from such r a p i d  and s u b s t a n t i a l  p r i ce  inc reases  may be 
a t  t h e  expense o f  long-term i n d u s t r i a l  ou tput  growth. 

Any s h o r t -  term budgetary ga ins  

The a u t h o r i t i e s  have appropr i a t e ly  given top  p r i o r i t y  t o  
d i v e r s i f y i n g  t r a n s p o r t  r o u t e s .  The adverse impact on t h e  
e x t e r n a l  accounts  o f  t h e  disrupCion of  t h e  t r a d i t i o n a l  t r a d e  
r o u t e s  t o  Mozambique’s ocean p o r t s  are s t i l l  being f e l t .  The 
a u t h o r i t i e s  appear t o  have taken t h e  r i g h t  s t e p  i n  focus ing  
t h e i r  e f f o r t s  and resources  on reopening tne  NacayLa r a i l  l i n e  
and on implementing t h e  Northern Corr idor  Project. Every e f f o r t  
should be made t o  improve the  t r a n s p o r t a t i o n  network, given i t s  
importance f o r  economic develop-ment i n  Malawi. 

The a u t h o r i t i e s  have al-ready implemented a ser ies  of 
measures i n  the fiscal s e c t o r  tha t  have brought  government 
expendi ture  under c o n t r o l .  However, as the authGrltj.eS them- 
selves recognize ,  much needs to be done t o  b r i n g  the  f i s ca l .  
d e f i c i t  t o  a more s u s t a i n a b l e  l e v e l .  Ir! t h a t  r e s p e c t ,  I welcome 
t h e  measures envisaged under the program. On the  revenue s i d e .  
I agree  with the  a u t h o r i t i e s  t h a t  the  t a x  burden is r e l a t i v e l y  
h igh  and t h a t  a complete reform a f  t h e  t a x  system with a v i e w  t o  
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broadening the tax base is needed to enhance revenue perfor- 
mance. The measures to be taken with regard to the public 
enterprises, and especially those regarding the Agricultural 
Development and Marketing Board, should help to turn around the 
financial position of the major parastatals, thereby contrlbut- 
ing to an improved budgetary outlook. 

I endorse the measures aimed at improving export competi- 
tiveness and promoting nontraditional exports. However, while 
such an cutward-looking p o l i c y  can generally be profitable, I 
wonder whether it is really appropriate in view of the severe 
external constraints facing Malawi in general and its landlocked 
position and vulnerability with respect to transportation 
problems in particular. Until the problems related to the 
availability of external transportation routes are resolved, an 
outward-looking strategy may run into serious difficulties. 

As requested by some members of the Board during our 
discussion on Malawi's stand-by arrangement last March, the 
policy framework paper presents t w o  medium-term scenarios. 
Given the low income level in Malawi, I urge the international 
community to provide Malawi with the additional external finan- 
cial resources required under the second scenario. In view of  
the good track record established under the stand-by arrangement 
and the upgrading of the adjustment program with the addition of 
structural reforms, the Malawi authorities deserve the inter- 
national community's support through concessional financial 
assistance on the scale contemp1ated under the second scenario. 
I support the proposed decisions. 

Mr. Rieffel made the following statement: 

The Malawi authorities have responded courageously to the 
challenge of being the first candidate for arrangements under 
the enhanced structural adjustment facility. The large 
zesources to be provided under the proposed arrangement, which 
will be matched by augmented resources from other multilateral 
and bilateral. sources, will not, however, make the road ahead an 
easy one. In our enthusiasm, we should not forget that the 
World Bank made a series of structural adjustment loans to 
Malawi not too long ago that did not succeed--to the extent 
envisioned--in strengthening the foundations for growth, and the 
authorities decided to resurt to administrative controls to 
contain the strains that emerged. 

Thus, as my principal message, I must urge the authorities 
to keep in mind the need for persistence in t h e  pursuit of  their 
medium-term objectives. In the period immediately ahead, they 
will need persistence to restore the degree of price stability 
that they have historically maintained. Over the medium term, 
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they  w i l l  need p e r s i s t e n c e  t o  diminish t h e i r  r e l i a n c e  on con-  
t r o l s  and t o  c r e a c e  a dynamic p r i v a t e  s e c t o r  capable  o f  b r i n g i n g  
enduring p r o s p e r i t y  t o  t h e  country.  

With regard  to t h e  mediurii-term p o l i c y  framework, my aucha r -  
i t i e s  were s u r p r i s e d  t o  see  two scena r ios  of  adjustment and 
f i n a n c i n g  presented  i n  t h e  p o l i c y  framework pape r .  
process  o f  developing che p o l i c y  framework paper as a p1.anning 
in s t rumen t ,  w e  have always emphasized the o b j e c t i v e  of  p r e s e n t -  
i n g  a coherent  and c o n s i s t e n t  s e t  of  p o l i c i e s  t h a t  rreconci l e  
i n h e r e n t  d i f f e r e n c e s  i n  v i e w  among t h e  borrowing coun t ry ,  t h e  
Fund s t a f f ,  and t h e  World Bank s t a f f .  

I n  the  

From t h i s  p e r s p e c t i v e ,  t h e  p r e s e n t a t i o n  of two s c e n a r i o s  
can o n l y  compllcate e f f o r t s  t o  reach agreement on s p e c i f i c  
p o l i c i e s  a t  t h e  beginning o f  a medjum-term program. More 
e x t e r n a l  f inanc ing  w i l l ,  o f  c o u r s e )  make t he  adjustment process  
e a s i e r .  But we know r e l a t i v e l y  l i t t l e  about: how t o  ensure t h a t  
t h e s e  resources  w i l l  have more t h s n  a momentary b e n e f i t .  1 hope 
t h a t  t he  s u b s t a n t i a l  commitments o f  a s s i s t a n c e  made a t  t h e  
Consul ta t ive  Group n e e t i n g  l a s t  month r e f l e c t e d  s a t i s f a c t i o n  
wi th  t h e  q u a l i t y  of Malawi's reform e f E o r t s  and n o t  a b l i n d  
response t o  a reques t  f o r  more f inanc ing .  A n d  indeed we b e l i e v e  
t h a t  t h i s  was t h e  c a s e .  A t  t h e  same t fme,  we caut ion  the 
a u t h o r i t i e s  a g a i n s t  i n t e r p r e t i n g  these  _commitments as a b a s i s  
f o r  r e l a x i n g  t h e i r  reform e f f o r t s .  If they do ,  as w e  have seen 
i n  o t h e r  c a s e s ,  t h e  commitments w i l l  tend t o  evaporate  and 
Malawi w i l l  be  back where i t  s t a r t e d .  

By c o n t r a s t ,  t h e r e  i s  another  f e a t u r e  of Halawi's p o l i c y  
framework paper which I would l i k e  t o  commend. The o b j e c t i v e s  
appear t o  have been se t  conse rva t ive ly ,  l eav ing  room f o r  over-  
performance. For example, t h e  deadl ine f o r  f u l l  1i-berali .zntinn 
o f  import r e s t r i c t i o n s  was s e t  f o r  March 1 9 9 1  i n  t h e  p o l i c y  
framework pape r ,  and has  been advanced t o  March 1930 under t h e  
enhanced s t r u c t u r a l  adjustment arrangement. I n  a d d i t i o n ,  while  
t he  p o l i c y  framework paper mentions tha t  c i v i l  s e w i c e  employ- 
ment w i l l  not i n c r e a s e  by more than 2 percent  annua l ly ,  the  
1 9 8 8 j 6 9  program envis ions  no inc rease  i.n c i v i l  s e r v i c e  eniploy- 
ment. 

We urge t h e  a u t h o r i t i e s  t o  seek o t h e r  o p p o r t u n i t i e s  f o r  
overperformance, e s p e c i a l l y  wi th  regard  t o  the  budget .  There i s  
no be t t e r  way t o  a t t r a c t  t h e  support  o f  e x t e r n a l  donors ,  and 
overperformance can o f t e n  have a dramat.ic impact on econonic 
a c t i v i t y  domes t i ca l ly .  We a l s o  encourage t h e  s t a f f  t o  adopt  
t h i s  approach t o  o t h e r  c a s e s .  

I w a s  a l s o  p ieased  t o  see t h e  importance gi,ven i n  the 
p o l i c y  framework paper t o  r a t i o n a l i z i n g  t h e  opera t ions  of the 
A g r i c u l t u r a l  Development and Marketing Board ( i iDX4RC).  

n 
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F i n a l l y ,  my coun te rpa r t  i n  the World Bank has  provided me 
wi th  a s ta f f  r e p o r t  t o  Executive Di rec to r s  of  t he  Bank on t h e  
June Consu l t a t ive  Group meeting, which might have been of  

X wa3 s t r u c k  by t h e  ‘mportance given a t  t h a t  meeting t o  reducing  
the r a t e  o f  popu la t ion  growth a5 a means of  improving Malawi‘s 
economic p r o s p e c t s .  This  r e p o r t  underscores  my e a r l i e r  p o i n t  
about  u s ing  the  p o l i c y  framework paper t o  focus a t t e n t i o n  on key 
s t r u c t u r a l  problems r a t h e r  than on some a r b i t r a r y  levels  o f  
external a s s i s t a n c e .  

i n i - a r o c t  t- Fczc! D i r e c t n r s  i~ nronsrinm f n r  * A C I D Y ‘ S  dzscussisn. r---r b --- .-Vu- 
- -- -_ 

Turning t o  t h e  1 9 8 8 / 8 9  program, I have f o u r  b r i e f  comments. 
The scope of expor t  l i c e n s i n g  i s  be ing  p rogres s ive ly  reduced.  I 
hope t h a t  by the  end of t he  f i x s t - y e a r  program, the  l i c e n s i n g  
requirements  f o r  gemstones, s c rap  metal ,  and most food products  
w i l l  have been e l imina ted .  
i n t e r e s t  r a t e s ,  the a u t h o r i t i e s  w i l l  need t o  monitor c r e d i t  
t r ends  very  c1osel.y. The s ta f f  paper i n d i c a t e s  t h a t  some p r i c e  
c o n t r o l s  remain i n  t h e  i n d u s t r i a l  s e c t o r .  While these  cover 
only  f i v e  p roduc t s ,  i t  would perhaps be appropr i a t e  t o  e l i m i n a t e  
t h e  c o n t r o l s  r e l a t i n g  t o  meat and v e h i c l e  s p a r e  p a r t s  dur ing  t h e  
adjustment  p rocess .  Given t h e  importance of  the  budget ob j  ec- 
t i v e s ,  I s t r o n g l y  endorse the use  o f  i n d f c a t i v a  targets f o r  
expendi tures  and t h e  o v e r a l l  d e f i c i t .  

Given the p o t e n t i a l  f o r  nega t ive  

We cons ider  the l e v e l  o f  access  proposed under t h e  enhanced 
s t r u c t u r a l  adjustment f a c i l i t y  arrangement t o  be a p p r o p r i a t e .  
We commend t h e  a u t h o r i t i e s  f o r  t h e i r  d e c i s i o n  n o t  t o  make 
f u r t h e r  drawings under the s tand-by  arrangement,  and commend 
the  staff f o r  recommending t h a t  t he  second review of t h e  
s tand-by  arrangement be combined w i t h  t h e  midyear r e v i e w  o f  t h e  
enhanced s t r u c t u r a l  adjustmonc arrangement.  

We are e s p e c i a l l y  p leased  t h a t  the arrangement con ta ins  a 
q u a n t i t a t i v e  benchmark f o r  ADMARC’s n e t  p r o f i t .  I n  Malawi’s 
p a r t i c u l a r  c i rcumstances ,  however, i t  would be more a p p r o p r i a t e  
t o  g ive  t h i s  t es t  o f  progress  t h e  s ta tus  o f  a performance 
c r i t e r i o n .  In t u r n ,  t h e  external.  borrowing l i m i t s  seem less 
vu lne rab le  t o  s l i ppage  and might t he re fo re  be given t h e  s t a t u s  
o f  q u a n t i t a t i v e  benchmarks. 

F i n a l l y ,  I would hope t h a t  t h e  views of  the Board on 
Malawi’s p o l i c y  Eramawork paper could  be t r a n s m i t t e d  t o  the 
World Bank i n  some f a sh ion ,  
framework papers  i n  e a r l y  May, t he re  was a genera l  f e e l i n g  t h a t  
such a g e s t u r e  would be u s e f u l .  

A t  o u r  Board d i scuss ion  of  p o l i c y  

Mr. Marcel s a id  t h a t  h i s  a u t h o r i t i e s  a t t ached  g r e a t  importance t o  t h e  
timely i.mplementation o f  arrangements under t h e  enhanced s t r u c t u r a l  
adjustment  f a c i l i t y ,  and he was t h e r e f o r e  p l eased  char Malawi w a s  &le t o  



t a k e  advantage o f  t h e  new f a c i l i t y  by embarking on a s t r o n g  s t r u c t u r a l  
adjustment  program. I n  general ,  he s h a r e d  the views o f  previous sueakers 
on the e x c e l l e n t  q u a l i t y  of M a l a w i ' s  adjustnient program. 

However, he remained concerned a t  the p r e s e n t a t i o n  of  two d i f f e r e n t  
s c e n a r i o s  i n  a p o l i c y  framework pape r ,  Mr. Marcel observed. The two- 
s c e n a r i o  approach was confusing since it could be d i f f i c u l t  to  know which 
s c e n a r i o  had been chosen by each of the  t h r e e  p a r t i e s  involved i n  p repa r -  
i n g  t h e  p o l i c y  framework pape r .  It  could a l s o  Lead t o  the coriclusion that: 
no common p o s i t i o n  had been reached between t h e  p a r t i e s .  Tha t ,  o f  C O L ~ S B ,  
would be i n c o n s i s t e n t  wi th  one o f  t h e  g ~ a l s  o f  t he  p o l i c y  framework p a p e r  
e x e r c i s e ,  which w a s  t o  deepen the  c o l l a b o r a t i o n  between t h e  Fund and the 
World Bank, 

In  Malawi's case,  f o r  i n s t a n c e ,  t h e  Fund used the low s c e n a r i o  f o r  
i t s  f i rs t  arrangement under t h e  enhanced s t r u c t u r a l  adjustment f a c i l i c y  , 
whi le  t h e  World Bank used t h e  h igh  scenario i n  i t s  i n d u s t r i a l  and t r a d e  
p o l i c y  adjustment  c r e d i t ,  Mr. Marcel comment,?d. Such a s i t u a t i o n  could  be 
puzz l ing  f o r  e x t e r n a l  donors o r  c r e d i t o r s ,  ~ n d  should therefore be avoided 
i n  the f u t u r e .  

H e  agreed with  t h e  staff  proposa l  t o  e s t a b l i s h  the level  o f  access a t  
150 p e r c e n t  and wi.th the schedule  f o r  disbursements ,  Mr. Marcel remarked. 
We also supported the  s e l e c t i o n  o f  q u a n t i t a t i v e  and s t ruc tu ra l  benchmarks. 
The Eocus on the performance o f  t h e  a g r i c u l t u r a l  and development banks 
seemed q u i t e  a p p r o p r i a t e ,  i n  view of  t h e  p o t e n t i a l  f o r  slippages. 

H e  was somewhat concerned about t h e  p r o j e c t e d  d e c l i n e  i n  the use o f  
Fund resources  i n  t h e  coming y e a r s ,  M r .  Marcel concluded. While lie 
understood t h e  a u t h o r i t i e s  ' wish t o  borrow from the  cheapest sources 
p o s s i b l e ,  and hence t o  l i m i t  t h e i r  purchases under the s tand-by a r r ange -  
ment, he feared t h a t  the Fund might withdraw its own resources  from the  
p o o r e s t  c o u n t r i e s .  In cases l i k e  t h a t  of: Malawi, h i s  c h a i r  p r e f e r r e d  t h e  
Fund e i ther  t o  withdraw i t s  resources  more slowly o r  n o t  a t  a l l .  H e  
f u l l y  supported t h e  proposed d e c i s i o n s .  

Mr. Fernando made the  following s t a t emen t :  

We have no d i f f i c u l t y  i n  completing t h e  review under t h e  
s tand-by  arrangemeiit. 
credit tranche, and have prudent ly  decided t o  avoid f u r t h e r  
drawings. Performance c r i t e r i a  have been met, some ahead of 
s chedu le .  The a u t h o r i t i e s  should be commended f o r  the r e s o l u t x  
manner i n  which they have ad jus ted  the f i s c a l  balance. The 
fiscal adjustment  i.n 1987/88 was not: merely l a r g e ,  i n  a deterio- 
r a t i n g  environment, b u t  i t  w a s  a l s o  h i g h  quality, as a current 
expendi ture  overrun l a r g e l y  caused by i n t e r e s t  on debt  has been 
recouped through higher  reverittes. Bank f inanc i r ig  o f  t h e  defi.- 
c i t ,  o r i g i n z f l y  t a r g e t e d  a t  2 . 5  percent: of GDP, has  been con- 
tained a t  1 . 5  percent, and i s  striking evidence of the  a u t h o r i -  
ties' commitment t o  f i g h t i n g  i n f l a t i o n .  

T h e  a u t h o r i t i e s  have used only  the  f i r s t  
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Strategies to combat inflation have been impeded by con- 
strictions on the supply situation arising from several years 
of import compressian, compounded by transport bottlenecks, the 
refugee problem, and drought. The situation facing monetary 
policy is also far from ideal. There is excess liquidity in the 
banking system, to the point where banks are reported to be 
refusing deposits. Further mobilization of private savfngs is 
not envisarqed through the interest rate instrument, and inrerest 
rates continue to be negative in real terms, Private sector 
demand for credit: is sluggish. The anticipated increase in 
private demand as activity picks up is to be met from government 
repayments to the banking system as fiscal aujustment proceeds. 
In this situation, the short-term goal of  monetary policy-- 
stabilization--should be carefully screened off from growth- 
promoting initiatives. Direct monetary controls for a temporary 
period and supply-side measures may have to be relied on to a 
greater extent to curb inflation. 

We underscore the need for steady export growth. While 
rescheduling would provide financing support to the balance 
of payments during the program period, the postponement of 
debt repayments and the additional repayments arising from 
the increased financing during the program period make the 
objectives of steady export growth and a reserve buildup as 
vital as growth. 
on this issue through the ten-year overview of the balance 
of payments given on page 21 of  the staff paper. We recall 
that at the recently concluded Toronto summit, expectations 
were raised about esceptional debt relief on lines originally 
proposed by Chancellor Lawson. Translated into operational 
reality, these initiatives would exert a further positive 
influence on these financing projections. Staff comnents on 
how this extra financing would support Malawi's adjustment 
effort would be appreciated. 

We welcome the staff's attempt to focus 

On the export front, much of the expected gain is From the 
agricultural sector, where smallholders predominate. While we 
we?come the price ince-'-' LLc.Lves introduced to encourage production, 
an exporr: effort requires support beyond the farm gate to bring 
about the product quality required to make exports competitive. 
This is an area for close and continuing attention, as increased 
production is not synonymous with increased exports. 

Our attention was drawn to the alternative scenarios €or 
financing and their implications Tor growth l a i d  out in the 
policy framework paper. For the third year, running--during 
which an extended arrangement has run out and a successful 
shadow adjustment program has been merged into a stand-by 
arrangement--real per capita income has declined. Stronger 
international support can accelerate by two years the beginning 
o f  a restoration of per capita incomes in the context o f  
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adequate g r o w t h .  Mzlawi has demonstrated i t s  commitment t o  
scriing and comprehensive adjustme-: through a good track record 
and p r i o r  a c t i o n s .  In t h i s  c o n t e x t ,  we  j a i n  M r .  Enoch i n  a sk ing  
whether t h e  a u t h o r i t i e s  s u c c e s s f u l l y  rece ived  f inanc ing  o f  t h e  
scal-e suggested by the h igher  growth scena r io  a t  t 'he June  
meeting of t h e  Consul ta t ive  Group. While t h e  speed with  which 
the economy's response t o  adjustment can be markedly inf luenced  
by e x t e r n a l  f inanc ing  s i ipport ,  we may have t o  review t h e  l e v e l  
of  access  under che enhanced s t r u c t u r a l  adjustment f a c i l i t y  i n  
subsequent arrangements,  i f  t h e  marginal f inanc ing  i s  no t  
forthcoming from e x t e r n a l  sou rces .  I a l so  no te  t h a t  Malawi's 
p o l i c y  measures i n  t h e  area o f  t r a d e  l i b e r a l i z a t i o n  and exchange 
reform involve h igh  s h o r t - t e r m  e x t e r n a l  c o s t s .  

F i n a l l y ,  with r e s p e c t  t o  t h e  s o c i a l  impact o f  s u s t a i n e d  
adjustment ,  we note  from the p o l i c y  framework paper that  p r o -  
grams t a r g e t i n g  s p e c i f i c  groups are  under study, inany with 
Wor1.d Bank c o l l a b o r a t i o n .  We would urge speedy a c t i o n  on these 
s t u d i e s .  We suppor t  t h e  proposed d e c i s i o n s .  

Mr. Lim s a i d  t h a t  he broadly agreed w i t h  the s t a f f  pape r ,  and rhus 
r e a d i l y  supported the proposed d e c i s i o n  regarding t h e  rcvi.e.7 3 ?der the  
stand-by arrangement. H e  also endorsed the  reques t  f o r  a tt,, ;?-year 
arrangement under- the enhanced s t r u c t u r a l  adjustment f a c i l i t y .  

Malawi's economy had been confronted by a series of  s i g n i f i c a n t  
excerna l  chal lenges i n  recent years ,  culminat ing i n  s i g n i f i c a n t  f i s ca l .  arid 
e x t e r n a l  imbalances i n  1985/86, and t h e  emergence o f  arrears i n  external 
crade payments, Mr. Lim remarked. That had n e c e s s i t a t e d  the  i m p o s i t i o n  o f  
exchange c o n t r o l s  and the  reschedul ing o f  external. d e b t ,  The a u t h o r i t i e s  
had demonstrated a c lea r  commitment t o  address  those problems through a n  
a p p r o p r i a t e  package o f  EinanciaL and s t r u c t u r a l  p o i i c y  reform. T h e  
s tand-by  arrangement approved i n  March 1938 had b u i l t  on t h e  e a r l y  f i n a n -  
c ia l .  measures i n i t i a t e d  i n  1 9 8 7 ,  and t h e  a u t h o r i t i e s  were t o  be cor;mtended 
f o r  s u c c e s s f u l l y  meeting all performance c r i t e r i a .  

The a u t h o r i t i e s  had also azknswledged tha t  r h e  advances achi.eved t:: 
date i n  reducing t h e  domestic d e f i c i t ,  expanding t h e  tax base, and l ibe l - -  
a l i z i n g  t h e  f i n a n c i a l  and f o r e i g n  exchange systems needed t o  be reinforcer l  
over t h e  medium term by a comprehensive program of s t r u c t u r r i l  reforin, 
Mr. L i m  concluded. He particularly welcomed the  emphasis t o  be placed r3n 

t h e  primary ro l e  o f  the p r i v a t e  sector and on parastata ' l  reform,  an< the 
acknowledgment t h a t  s t r u c t u r a l  reform would need t o  be supported by 
appropr ia te  f i s c a l ,  monetary, and e x t e r n a l  p o l i c i e s  aimed a t  containing 
domestic demand and s i g n i f i c a n t l y  reducing che ra te  of i n f l a t i o n .  The 
conserva t ive  e x t e r n a l  funding assumptions were alsc notabLe. 
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N r  . Yoshikuni made t h e  following s t a t emen t :  

I welcome t h e  oppor tuni ty  t o  d i s c u s s  r l n l a w i ' s  ecunomic 
program under t h e  s t and-by  arrangement and,  more impor ran t ly ,  
t h e  f i r s t  r eques t  made t o  t h e  Fund f o r  arrangements under the  
en.:anced s t r u c t u r a l  adjustment  f a c i l i t y .  A s  one of  tha major 
conts!butors  t o  enhanced s t r u c t u r a l  adjustment  f a c i l i t y  
resources, my Japanese a u t h o r i t i e s  have awai.ted t h e  s u c c e s s f u l  
launching of  t he  f i r s t  program under t h e  f a c i l i t y  since t h e  
bas ic  o u t l i n e  o f  t he  facility was agreed l a t e  l a s t  y e a r .  A t  the 
same t ime,  however, w e  have s t r e s s e d  from t5e o u t s e t  that tl 

s t r o n g  adjustment. program w i t h i n  a comprehensive mzdium-term 
framework should be a p r e r e q u i s i t e  f o r  access t o  tne new 
f a c i l i t y .  

Malawi has been faced  with severe  s t r a i n s  on i t s  economy 
d e s p i t e  cau t ious  and e f f e c t i v e  management by the  a u t h o r i t i e s .  
I n  a d d i t i o n  t o  t h e  unfavorable  e x t e r n a l  e n v i r o n m e n t - - r e f l e c t e d ,  
f o r  insta-lce,  i n  o i l  p r i c e  i nc reases  and h igh  i n t e r e s t  rates-- 
thP r e l a t i o n s h i p  w i t h  Mozambique exacerbated t h e  s i t u a t i o n .  
Against  t h i s  background, the budget and c u r r e n t  d e f i c i t s  
widened, t he  i n f l a t i o n  r a t e  a c c d l e r a t e d ,  and real. GDP growth 
tu rned  nega t ive .  

The a u t h o r i t i e s ,  with t h e  a s s i s z a w e  o f  t h e  Fund, have 
addressed these  problems v igo rous ly ,  and developed the current  
program, supported by t h e  stand-by arrangement approved i n  March. 
It i s  encouraging cha t  a l l  t h e  performance c r i t e r i a  have so far 
been met, and t h e r e  have r e c e n t l y  been some f avc rab le  deveiop- 
ments--such as t h e  r educ t ion  i n  the  Ludget deficit i n  f i s c a l  
1987/%8 and the  e l imina t ion  o f  e x t e r n a l  arrears t o  p r i v a t e  b m k s  
f a s t e r  than scheduled.  Furthermore,  t he  medium-term s t r u c t u r a l  
adjustment  program inc ludes  s u f f i c i e n t  reforms aimed a t  r e s c o r -  
i ng  economic balance through l i b e r a l  economic poLic ies  . 

Nonetheless ,  I share che concerns o f  o t h e r  D i r e c t o r s  
r ega rd ing  the e x i s t e n c e  o f  two scena r ios  i n  the p o l i c y  framework 
paper, and would a p p r e c i a t e  s ta f f  comments Qs? this p o i n t .  It is 
e n c o u r q i n g  that soine important  mcssures have a l r eady  been 
implemented s i n c e  July 1 9 8 7 ,  and thesa can be regarzed as 
s u c c e s s f u l  p r i o r  a c t i o n s  f o r  t h e  medium-term program. There is 
no room f o r  complazency, however, given tbe  cont inuing  severe 
e x t e r n a l  c i rcumstances s t i l l  f ac ing  t h e  count ry .  After a l l ,  as 
M a l a w i  has a pe r  capita income below the average f o r  sub-Saharan 
A f r i c a ,  the t h r e e - y e a r  program is far from s u f f i c i e n t  t o  r e a l i z e  
and mainrain s u f f i c i e n t  economic growth while  r e s t o r i n g  e x t e r n a l  
v i a b i l i t y .  To t h i s  end, t h e  a u t h o r i t i e s  musc inco rpora t e  t h e  
t h r e e - y e a r  program e f f i c i e n t l y  i n t o  the  longer -  term development 
p o l i c i e s  refsrred t o  i n  the  p o l i c y  framework pape r .  'r'ney shou ld  
proceed with t h e  proposed f a r - r e a c h i n g  s t r u c t u r a l  reform program 
without  any d e 7 . q .  



In  view o f  t he  current:  severe  d i f f i c u l t i e s  f ac ing  Malawi‘s 
economy, it_ i s  a l s o  e s s e n t i a l  t o  s u p p o r t  the  au tho r i t i . e s ‘  
e f f o r t s  wi th  s u f f i c i e n t  f i n a n c i a l  a i d ,  p r e f e r a b l y  on conces-  
sional terms,  in orde r  t o  promote the  program e f f i c i e n t l y  in  the  
median term. With these  cons ide ra t ions  I n  mind, T f u l l y  support  
t h e  proposed d e c i s i o n s .  

As this w i l l  be t h e  first program supported by arrangements 
under enhanced s t r u c t l u r d  adjustment f a c i l i t y !  t he  s t a f f  and the  
a u t h o r i t i e s  should make t h e  utmost e f f o r t  t o  keep the economy on 
t r a c k  as a good precedent  f o r  o t h e r  c o u n t r i e s  seeking  such 
arrangements.  

M Y .  Grosche made the  fol lowing s ta tement :  

Economic developments a.nd growth over the past f e w  y e a r s  
were inc reas ing ly  hampered by growing domestic and e x t e r n a l  
imbalances,  owing t o  weaknesses i n  macroeconomic p o l i c y  and t o  
widespread and deep-sea ted  struccural d e f i c i e n c i e s  which need co 
be comprehensively addressed. Malawi is thus ar, appropr i a t e  
candida te  f o r  the Fund’s first arrangement under the  enhanced 
s t r u c t u r a l  adjustment f a c i l i t y ,  e s p e c i a l l y  3.5 the  coun t ry  h a s  
demonstrated i t s  wi l l i ngness  and a b i l i t y  t o  a d j u s t  by performing 
w e l l  under t h e  s tand-by  arrangement.  I t  i s  reassuring t o  sea 
that despice  t h e  d i f f i c u l t  s i t u a t i o n  f ac ing  t h e  count ry ,  t h c  
stand-by arrangement is broadly on crack, and I have no d i f f f -  
c u l t y  i n  endorsing the proposed dec i s ion  on the  first review,  
and welcome the f ac t  t h a t  no f u r t h e r  drawings arc  expected t o  b e  
made under t h a t  arrangement.  

This  f i r s c  arrangement under the enhanced s t r u c t u r a l  
adjustment  f a c i l i t y  w i l l  s e t  the pace for f u t u r e  c a s e s .  There- 
fore, my coinnients should  be t aken  as a smal l  c o n t r i b u t i o n  to the 
Board’s guidance for the  s t a f f  i n  framing f u t u r e  and perhaps  
more d i f f i c u l t  c a s e s .  I n  g e n e r a l ,  I am content  t h a t  che men- 
s u r e s  already taken and agreed t o  by the a u t h o r i t i e s  a r e  ade- 
q u a t e ,  and t h a t  the t h r e e - y e a r  program deserves  t h e  suppor t  of 
t h e  Fund under the enhanced s t r u c t u r a l  adjustment f a c i l i t y .  P 
a l s o  share t h e  staff‘s judgment that t h e  program should lead t o  
a viable balance o f  payments p o s i t i o n  a t  t h e  end of  t h e  program 
p e r i o d .  This  i s ,  of cour se ,  the  m a j o r  ohject ;ve o f  such 
arrangements and a p r e r e q u i s i t e  f o r  t i m e l y  ‘I xchases .  More- 
over,  while I appreciate  char Malawi already has a f a i r l y  open 
t rade  and payinents system, I hope t h a t  t h e  remaining r e s t r i c -  
t i o n s  a r e  removed, p re fe rab ly  before the end of the program 
pe r iod .  

Notwithstanding my genera l  supporc,  I wonder whether the  
need c r i t e r i o n  has been f u l l y  m e t  a t  this j u n c t u r e .  T h e r e  may 
be problems looming ahead i n  terms of balance of paymsnts 

. 
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f i n a n c i n g .  b u t  a t  thi.s s t a g e  t h e  c u r r e n t  account d e f i c i t s  are 
expected +c be broadly f inanced  through e x t e r n a l  a s s i s t a n c e ,  and 
they do no t  c o n s t i t u t e  a p r o t r a c t e d  ba lance  o f  payments problem. 
A f t e r  al l , ,  it i s  quite normal and a p p r o p r i a t e  t h a t  a developing 
count ry  runs c u r r e n t  account d e f i c i t s ,  p rovided ,  of  cour se ,  t h a t  
they are soundly f inanced .  I would be g r a t e f u l  t o  t h e  s t a f f  f o r  
any comments t h a t  they may have on t h i s  i s s u e ,  and on t h e  
ques t fon  o f  t h e  d i f f e r e n t  s cena r ios  i n  t h e  p o l i c y  framework 
paper and whether a h ighe r  growth s c e n a r i o  would be achievable  
i n  terms o f  f i nanc ing  and i t s  repercuss ions  on t h e  balance o f  
payments. 

I c e r t a i n l y  ag ree  with the  access  l i m i t  of 150 pe rcen t  of  
quota atid t he  even d i s t x i b u c i o n  of purchases  dur ing  the  program 
p e r i o d .  The o v e r a l l  balance of  payments out look and t h e  e x i s t -  
ing  h igh  Fund exposure warrant  such a phased approach. The mix 
between s t r u c t u r a l  an# macroeconomic p o l i c i e s  i s  a l s o  q u i t e  
adequate ,  The contemplated s t r u c t u r a l  measures appear coinpre - 
hensive and f a r  r each ing .  The a u t h o r i t i e s  c o r r e c t l y  concen t r a t e  
t h e i r  e f f o r t s  on a g r i c u l t u r e ,  which w i l l  remain t h e  key s e c t o r  
of t he  economy. And I agree  t h a t  producer i n c e n t i v e s  and 
p r o d u c t i v i t y  have t o  be improved t o  i n c r e a s e  a g r i c u l t u r a l  
p roduct ion  and thereby  reduce dependence on food imports .  
t h i s  c o n t e x t ,  t h e  f u t u r e  r o l e  o f  t h e  A g r i c u l t u r a l  D i s t r i b u t i o n  
and Marketing Corporat ion (ADMARC) i s  quice  impor tan t .  I 
c e r t a i n l y  welcome t h e  measures a l r eady  taken t o  reduce ADMARC’S 
monopolis t ic  p o s i t i o n .  However, I am somewhat d i sappoin ted  t h a t  
f u r t h e r  measures appear  t o  have been postponed u n t i l  the  comple- 
t i o n  of a s tudy  reviewing ADMARC’s f u n c t i o n s ;  b u t  I noted t l i a t  
t he  completion of this study had been formulated as a s t r u c t u r a l  
benchmark. I a l s o  note t h a t  t h e  s t a f f - - i n  i t s  gu ide l ines  on the  . 
development of enhanced s t r u c t u r a l  adjustmenr: arrangements--  
cons ide r  t h a t  s t u d i e s  a r e  no t  an  accep tab le  s u b s t i t u t e  f o r  
a c t i o n s  . 

‘In 

Given ADMARC’S c r u c i a l  importance f o r  f i s c a l  performance, 
I would have expected somewhat more e x t e n s i v e ,  c o n c r e t e ,  and 
e a r l i e r  a c t i o n s .  A t  any r a t e ,  I hope t h a t  t he  recommendations 
o f  t he  s tudy  a r e  t r a n s l a t e d  i n t o  immediate and concre te  a c t j m ,  
S i m i l a r l y ,  q u i t e  a number of t h e  s t r u c t u r a l  measures conta ined  
i n  t h e  p o l i c y  framework paper seem t o  l a c k  s p e c i f i c a t i o n .  
would thus urge t h e  a u t h o r i t i e s  t o  p u t  them i n t o  conc re t e  form 
when t h e  p o l i c y  framework paper  i s  updzced p r i o r  t o  t h e  second 
annual arrangement under the  enhanced s t n i c t u r a l  adjustment  
f a c i l i t y .  

1 

We have some reservacicns abouc the appropriateness of the 
contemplated macroeconomic a d j u s t m e n t  ef forts ,  both domestic and 
external .  Specifically, the program envisages a significant 
expansion o f  investment and a growing gap between investment and 
sav ings .  .%d alrhough t h e  c u r r e n t  account  d e f i c i t  c u r r e n t l y  
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seems t o  be covered, f i nanc ing  w i l l  remain at a high level. 
Given Malawi's stage of devel.opment, i t  i s  q u i t e  understanddble ,  
and even abso lu te ly  necessary ,  that the a u t h o r i t i e s  should 
s t r i v e  €or increased external .  assistance t o  promote investment 
and. growth. C l  t h e  o ther  hand, however, dependence on e x t e r n a l  
a s s i s t a n c e  c a r r i e s  the  r i s k  o f  unexpected de lays  o r  s h o r t f a l l s  
i n  disbursements which w o ~ l d  tend t o  hamper investment activity. 
Moreover, concerns may arise as t o  t h e  admin i s t r a t ive  capac i ty  
of  t h e  a u t h o r i t i e s .  A s  f a r  a s  t he  s h o r t f a l l s  are concerned, 
t h a t  is  perhaps a l r eady  a p a r t  of th.e answer to one o f  my 
e a r l i e r  ques t ions  t o  t he  s t a f f .  To be s u r e ,  I do not  want t o  
ques t ion  the  authorities investment obj  c c t i v e s  ~ par t izu1ar l .y  
s i n c e  the  investment program has i n  the  past aud . w i l l  i n  t'he 
f u t u r e  be cont inuous ly  reviewed by the staffs of the World Bank 
and t h e  Fund. That should ensure t h a t  t he  resources f low i n t o  
product ive  p r o j e c t s  an4 s t r eng then  t h e  councry ' s  debt  s e r v i c i n g  
c a p a c i t y .  Howwer, only a moderate e f f o r t  appears  under wa:y ta 
mobil ize  d.otne2tic s,avings.  Government revenues will be stagnant: 
a t  b e s t  over the  program per iod ,  and the  sha re  of  domestic 
sav ings  i n  GDP is p r o j e c t e d  to rise only moderately.  Moreover, 
i n t e r e s t  r a t e s  a r e  negative i n  rea!.. terms,  and hence a r e  not. y e t  
an e f f e c t i v e  instrunlent f o r  mobil iz ing domestic savings and 
a l l o c a t i n g  r e sources .  Non.etheI.ess, I we.lcome the  reinoval of  
c o n t r o l s  on the  i n t e r e s t  r a t e  s t r u c t u r e  and t h e  intended c lose  
monitoring of i n t e r e s t  r a t e  developments. Even more important 
i s  the improved c o n t r o l  of l i q u i d i t y  i n  t h e  banking s e c t o r .  L 
hops t h a t  the  recommendations i n  the  technical .  study prepared by 
th? authorities w i t h  the assisrance of the  Furid's Centra l  
Banking Department w i l l  be i.rnpl.emented s o o n ,  s o  as t o  ensure 
a t t a inmen t  of che monetary o b j e c t i v e s .  

Malawi has embarked on an encouraging and f a r - r e a c h i n g  
adjustment course that goes a long way toward improving resource 
a l l o c a t i o n  and s t r eng then ing  the basis f o r  h igher  cconomic 
growth. Successful iniplementat ion o f  the program w i i  1 certainly 
r e q u i r e  p e r s i s t e n c e  and endurance on t h e  p a r t  of  the au tho r i -  
ties. I n  t h i s  regard, I a m  encouraged by t h e  performance under 
the c u r r e n t  s tand-by  arrangement,  and I have no doulzt about t h e  
a u t h o r i t i e s '  cont inued commitment t o  adjust and t o  revive 
Malawi's economy. I approve the  proposed d e c i s i o n s .  

The Executive D i r e c t o r s  agreed t o  cont inue t h e i r  discussion i.n the 
a f t e r n o o n .  
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DECISION TAKEN SINCE PREVIOUS BOARD MEETING 

The following decision was adopted by the Executive Board without ;  
meeting in che period between EBM/88/104 (7/14/88) and EBM/88/105 
(7/15/88) .  

4 .  EXECUTIVE BOmD TRAVEL 

Travel by Executive Directors and by Advisors to Executive Directors 
as set f o r t h  in ERAP/88/172 (7/13/88) is approved. 

APPROVED: April 4 ,  1989 

JOSEPH W. W J G ,  JR. 
Acting Secretary 



- 3 3  - EBM/88/10S - 7/15/88 
A9N EX 

F i n a l  Version o f  t h e  Chairman's Summing Up o f  the Di.scussion on 

Concluded a t  E x e ? i . v e  Board Meetinz 88/105, J u l y  1 5 .  1988- 
t he  Compensatory and Contingcncy Financfng F a c i l i t j j  

These remarks summarize my understanding o f  the  agreement t h a t  has 
been reached on t h e  genera l  p r i n c i p l e s  and s p e c i f i c  modal i t ies  f o r  t he  
compensatory and contingency f inanc ing  f a c i l i t y .  My informal  remarks of  
A p r i l  7 ,  1988 (Informal  Session 88/5,  4 / 7 / 8 8 )  on t h e  same s u b j e c t  f o r m  an 
i n c e g r a i  p a r t  of t he  understandings and  are included as an Appendix t o  
t h i s  surnming up.  

A t  t he  meetings t h a t  took place i n  March and A p r i l  o f  t:his y e a r ,  
broad agreement was reached on general  p r i n c i p l e s  and a framework €or t h e  
new f a c i l i t y .  I n  p a r c i c u l a r ,  i t  w a s  concluded thaC the e s s e n t i a l  fearures  
o f  t h e  compensatory f inanc ing  f a c i l i t y  should be preserved;  t h a t  c o n t i n -  
gent  Fund f inanc ing  could he lp  maintain the  momentum of  adjustment p ro -  
grams a g a i n s t  adverse e x t e r n a l  shocks; and tha t  the  b a s i c  f e a t u r e s  of 
conringency mechanisms should inc lude  a n  approprj  a t e  blend o f  adjustment  
arid fi .nancing, incorpora te  symnietry, and involve e x t e r n a l  f a c t o r s  beyond 
the  c o n t r o l  of  a u t h o r i t i e s ,  s u b j e c t  t o  a minimum threshold  l e v e l  f o r  
a c t i v a t i o n .  To t hese  p r i n c i p l e s  1 would add t h e  need t o  pursue p a r a l l e l  
con t ingen t  f inanc ing  v igorous ly  where necessary  and t o  ensure that 
programs cont inue t o  he adequately f inanced  when Fund resources a r e  d i s -  
bursed.  I t  i s  a l s o  important  t o  s t r e s s  t h a t  purchases  under this f a c i l -  
i t y ,  as under a l l  Fund f a c i l i t i e s ,  would be s u b j e c t  co balance of  payments 
need 2nd t h a t ,  i n  providing Einancing under t h i s  f a c i l i t y ,  due a t t e n t i o n  
will be p a i d  t o  t h e  member's capac i ty  t o  meet i t s  o b l i g a t i o n s  t o  t h e  Fund. 

I n  our meetings over t h e  p a s t  few weeks, Direc to r s  have reached 
agreement on a number o f  ope ra t iona l  moda l i t i e s  f o r  t he  new f a c i l i t y  and 
t h e  f e a t u r e s  of  t h i s  agreement a re  summarized below. Di rec to r s  a l s o  
concluded thac  i n  order  to avoid c r e a t i n g  an unduly r i g i d  and complex 
system, inany d e t a i l e d  ope ra t iona l  aspects o f  contingency f . hanc ing  would 
have t o  be  developed with the  a u t h o r i t i e s  a t  the  t i m e  each a s soc ia t ed  
arrangement i s  framed, on an experimental  and case-by-case  basis. A s  each 
case  comes be fo re  the  Board, and i s  commented on by D i r e c t o r s ,  t h a t  
experience w i l l  be duly r e f l e c t e d  i n  subsequenr c a s e s .  Then, before  the 
1 9 8 9  Annual Meeting, t he re  w i l l  be a gene ra l  review o f  t he  compensatbry 
and contingency f inanc ing  f a c i l i t y  based on experience with its opera- 
t i o n s .  

I will now t u r n  to the d e t a i l e d  modalit . ies f o r  the new f a c i l i t y .  

1. Access l i m i t s  f o r  contingencv mechanisms 

Contingent f inanc ing  would be s u b j e c t  t o  t h e  cumulative access  Iiniits 
f o r  the f a c i l i t y .  In a d d i t i o n ,  cont ingent  f inanc ing  would n o t  g e n e r a l l y  
exceed 70 percent  of access  under t h e  a s s o c i a t e d  arrangement.  For  mult2- 
yea r  arrangements t he re  would be a f l e x i b l e  approach f o r  distribution of 
access  as between y e a r s ;  normally, some f r o n t - l o a d i n g  and casry-over of 
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access would be provided f o r ,  but access in any one year would 
ally exceed 70 percent of the access available under the assoc 
arrangement in each 12-month period. 

not 
ate{ 

gener - 

2 ,  Activation 

Contingency mechanisms would be attached to Fund arrangements and 

Contingency mechanisms generally would be 
t70Uld be approved by the Executive Board at the time of the approval of 
the associated arrangement. 
activated on the basis of a review by the Executive Board. 
would normally be conducted within the context of a midterm program 
review, although in some cases it might be useful to conduct an ad hoc 
review. Eventually, some of these reviews might occasionally be conducted 
on a lapse of time basis, but it is understood that in the early experi- 
mental stage of the new facility a discussion by the Executive Board would 
take place in each case. 

Such reviews 

In some exceptional cases where the link between additional financing 
needs and the relevant contingencies and the policy actions that would 
need to be phased in could be specified in advance with sufficient preci- 
s i o n ,  the Executive Board could give advance approval for the disbursement 
of contingent financing without further Executive Board review. In such 
cases, the staff assessment could  be expedited and, after the Board has 
received adequate advance notification, disbursements would be made. All 
purchases would of course require observance of the arrangement’s perfor- 
mance criteria, adjusted by the Executive Board as necessary to take 
account. o f  the effects of the contingencies. 

3 .  Resources for cont,inPent f inancinp; 

Purchases for contingent financing will use ordinary resources with a 
repurchase period of three to five years. Access would be considered 
separate from holdings resulting from the use of Fund resources under any 
other policy but not from holdings resulting from purchases on account of 
export shortfalls or excess cereal costs. As is the case with purchases 
under tranche policies, purchases for contingent financing and holdings 
resulting from such purchases would be excluded €or the purpose of 
determining a member‘s reserve tranche position. 

4 .  Choice of the optional tranche 

The optional tranche would be divisible. Prior to activation of  a 
contingency mechanism, members would be free to choose the application of  
the optional tranche, except when the member requests and the Fund agrees 
to specify ir! ad-vance an allocation of the optional tranche; it is 
expected that this would mainly involve cases where parallel contingent 
financing was being arranged. At the time of activation o f  the cont in-  
gency mechanism, members would commit themselves on the use of  the 
optional tranche for the remaining period of  the baseline. 
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5 .  - Minimum threshold  

For an  experimental  per iod  u n t i l  t he  g e n e r a l  review o f  t h e  f a c i l i t y  
has  been completed, the s t a f f  would work w i t h  a t h r e s h o l d  of  10 p s r c e n t  of  
quo ta ,  b u t  management would have the  freedom t o  propose a lower o r  h i g h e r  
f i g u r e  i n  what is expected t o  be t h e  r e l a t i v e l y  few cases where th i s  w a s  
necessa ry .  Four percent  o f  quota- -an  amount t h a r  is assumed t o  be covered 
a s  a m i n i m u m  i n  a l l  b a s i c  programs through a p p r o p r i a t e l y  f l e x i b l e  p o l i c i e s  
and/or f inancing--would be deducted before  c a l c u l a t i n g  th-. f inanc ing  t o  be 
made a v a i l a b l e  o r  before  applying t h e  symmetry procedures .  

6 P r o p o r t i o u f  d e v i a t i o n  t o  be f inanced  

The propor t ion  o f  a cont ingent  d e v i a t i o n  t o  be f inanced would be 
determi.ned on a case-by-case  b a s i s  t o  ensure an appropr ia te  mix o f  a d j u s t -  
ment and f inanc ing  and would be e s t a b l i s h e d  a t  t he  o u t s e t  of t h e  a r range -  
ment with a contingency mechanism. 
adverse shock has occurred,  i t  would normally be expected t h a t  the Fund 
would f inance  a s u b s t a n t i a l  p ropor t ion  o f  t he  adverse d e v i a t i o n .  Every 
e f f o r t  would be made t o  o b t a i n  p a r a l l e l  cont ingent  f inanc ing  from o t h e r  
creditors and contingency mechanisms would not be  ac t iva t /  d u n l e s s  t he  
program cont inued t o  be adequately f inanced .  The propor t ion  o f  the  
d e v i a t i o n  t o  be f inanced could be changed a t  the r eques t  of  the member a t  
t h e  time of t h e  a c t i v a t i o n  of t h e  c,ontingency mechanism, i f  t h e  program 
w a s  be ing  a f f e c t e d  by shocks of  a n a t u r e  t h a t  made the o r i g i n a l l y  decided 
s p l i t  between f inanc ing  and adjustment i n a p p r o p r i a t e .  

In t h e  per iod  immediately a f t e r  a n  

7 .  Phasing 

Contingent f inanc ing  would be phased through the  b a s e l i n e  per iod  at 
t he  same t i m e  as purchases under the  a s s o c i a t e d  arrangement. The phasing 
would t ake  i n t o  account t h e  t i m e  p a t h  of t h e  n e t  d e v i a t i o n  from the base- 
l i n e  and the t iming of  t he  implementation of  a d d i t i o n a l  p o l i c y  measures. 
When a shock covered by t h e  contingency v a r i a b l e s  had occurred the f i r s t  
purchase would be made a v a i l a b l e  when the  cumulative d e v i a t i o n  from the  
b a s e l i n e  was p r o j e c t e d  t o  exceed the  t h r e s h o l d .  Subsequent purchases 
would be p r o p o r t i o n a l  t o  t h e  net; d e v i a t i o n  es t imated  for t h e  corresponding 
q u a r t e r s ,  OII t h e  basis of  shocks t h a t  had already- been observed. When a 
member has  made a purchase under a contingency mechanism on t h e  b a s i s  of  
aIi es t imated  d e v i a t i o n  which l a t e r  is shown t o  be i n c o r r e c t ,  t h e  member 
w i i l  be  expected,  unless t h e  Fund decides  otherwise, t o  make a prompt 
repurchase t o  r e v e r s e  any overcompensation. 

8 .  Symmetrv 

When a favorable  deviation r e l a t i v e  t o  t h e  b a s e l i n e  occur s ,  a sub-  
s t a n t i a l  p a r t  of  t h e  favorable  d e v i a t i o n  would be used t o  h u i l d  up 
r e s e r v e s  i n  cases where reserves were low.  Where reserves were a t  a more 
adequate Level, part of t h e  favorable  d e v i a t i o n  would be ref lected in a 
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r educ t ion  of purchases  under the  b a s i c  arrangement ,  o r ,  i f  an e a r l i e r  
cont ingency purchase had been macle, t he  member could op t  t o  repurchase  
cont ingency purchases .  

9 .  E l i g i b i l i t y  of  s t r u c t u r a l  and enhanced s t r u c t u r a l  adjustment  
arrangements f o r  contingency mechanisms 

I t  has been agreed t h a t  i t  would be d e s i r a b l e  t o  permit  cont ingency 
mechanisms t o  be a t t a c h e d  t o  arrangements.  In  view o f  t h e  l i m i t e d  amount 
of r e sources  a v a i l a b l e  t o  t h e  Spec ia l  Disbursement Account and t h e  ESAF 
T r u s t  and t h e  r e s t r i c t i o n s  on t h e i r  u t i l i z a t i o n ,  f i n a n c i n g  f o r  t h i s  
purpose w o d d  need t o  be provided from t h e  Fund's gene ra l  r e s o u r c e s .  The 
p o s s i b i l i t y  o f  p rovid ing  f o r  c o n c e s s i o n a l i t y  i n  t h e  r e sources  d i sbu r sed  
under contingency mechanisms f o r  low- income c o u n t r i e s  will.  be reviewed a t  
a l a t e r  d a t e .  

The use of t h e  Fund's genera l  resources  f o r  cont ingency f inanc ing  
f o r  s t r u c t u r a l  and enhanced s t r u c t u r a l  adjustment  f a c i l i t y  arrangements 
r a i s e s  i s s u e s  with r e s p e c t  t o  t he  uni formi ty  o f  t rea tment  of  Fund members 
For t h i s  fundamental p r i n c i p l e  t o  be main ta ined ,  t h e  c o n d i t i o n a l i t y  
a t t a c h e d  t o  the  use o f  t h e  Fund's genera l  r e sources  under a cont ingency 
mechanism must be t h e  same, whether t h i s  i s  i n  connect ion wi th  a s t r u c -  
t u r a l  adjustment  arrangement,  an enhanced s t r u c t u r a l  adjustment  a r r ange -  
ment, o r  an upper c r e d i t  tranche arrangement. 

This  does n o t  pose d i f f i c u l t i e s  with r e s p e c t  t o  the enhanced s t r u c -  
t u r a l  adjustment  f a c i l i t y ,  but t o  enable  a cont ingency mechanism t o  be 
a c t i v a t e d  f o r  a s t r u c t u r a l  adjustment arrangement,  it would be necessary  
f o r  tlhe member concerned t o  agree  t o  a program s u f f i c i e n t l y  s t r o n g  t o  
permi t  t h e  Executive Board t o  deterrnine t h a t  t h e  s t r u c t u r a l  adjustment  
arrangement i n  ques t ion  en ta i lec l  c o n d i t i o n a l i t y  equ iva len t  t o  t h a t  of an 
upper c r e d i t  t ranche  arrangement.  I t  would a l s o ,  as a p r a c t i c a l  m a t t e r ,  
be necessary  f o r  such s t r u c t u r a l  adjustment  arrangements (and, as r e l e -  
v a n t ,  f o r  enhanced s t r u c t u r a l  adjuscment arrangements) t o  i nco rpora t e  
s t r o n g e r  p rov i s ions  f o r  moni tor ing ,  i nc lud ing  a review t o  change bench- 
marks a s  necessary  and t o  formulate  them i n  a way t h a t  would govern t h e  
phased disbursements  under the  contingency mechanism, as  we l l  as t o  
a c t i v a t e  t h e  mechanism. 

The p r i n c i p l e  of  un i formi ty  prec ludes  a d i f f e r e n t i a t e d  overal l .  
c e i l i n g  on access  t o  t h e  Fund's genera l  r e sources .  The re fo re ,  c a r e  w i l l  
be taken t o  ensure t h a t  a member e l i g i b l e  f o r  arrangements under the  
s t r u c t u r a l  adjustment  faci--li.ty o r  t h e  enhanced s t r u c t u r a l  adjustment  
f a c i l i t y  would n o t ,  by v i r t u e  o f  i t s  e l i g i b i l i t y  both f o r  arrangements 
under those  f a c i l i t i e s  and for upper  c r e d i t  t r anche  arrangements ,  have 
h igher  access  t o  t he  Fund's genera l  resources  under t h e  contingency 
mechanism than  a member who i s  no t  e l i g i b l e  f o r  t he  s t r u c t u r a l  and 
enhanced s t r u c t u r a l  adjustment  f a c i l i t i e s .  
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10. Eligtbility of enhanced surveillance procedures 
for contingency mechanisms 

The attachment of  contingency mechanisms to the procedures for 
enhanced surveillance would be examined further in the context of the 
review of  enhanced surveillance. 

11. Coverage - 

A s  a general principle, contingency mechanisms would csver unan- 
ticipated changes in the exogenous components of a f e w  key external 
variables: export earnings, import prices, and interest rates. Other 
current account transactions (such a s  tourist receipts and migrant wor- 
kers' remittances) could also be covered where they are of particular 
importance. Capital movements and unanticipated shifts in the vol.ume of  
imports of gocds and services would not be covered. Natural disasters 
would not  be covered by contingency mechanisms, but could give rise t o  
assistance under the Fund's decision on emergency assiszance related to 
natural dj s a s t e r s  . 

Coverage in the context of a particular Fund arrangement would be 
determined on a case-by-case basis, in discussion with the authorities. 
In all cases, the specific set of variables selected would need to cover 
a substantial. proportion of the ~ X O ~ ~ K I O U S  components o f  the country's 
current  account. A t  the same time, the authorities and the staff would 
have suffici-ent flexibility in determining coverage to avoid comp%ications 
in the calculations of baselines and contingencies that could  substan- 
tially delay agreement on programs and activation of  the contingency 
mechanism. The subse t  of variables covered would be specified at the 
inception of the program and would remairl unchanged throughout the life of  
the associated arrangement. 

Contingency mechanisms would cover unforeseen changes in nominal 
interest rates, and would be limited to changes in benchmark international 
interest rates, such as the London inter-bank offered rate (LIEOR). 
Accordingly, unexpected deviations in interest costs stemming from changes 
in the risk premium, exchange rates, and unanticipated external borrowing 
would not  be covered. Fund financing of interest race contingencies would 
apply to the member's net excernal debt, which would generally be defined 
as the public and publicly guaranteed gross external debt minvs official 
external assets. Such contingencies would apply only to instruments that 
are affected by unforeseen changes in interest rates. 

Contingent financing of  interest costs would be subject to a cumula- 
t i v e  sublimit of 35 percent of  quota. When such a limitation applied, the 
cal.cu1ation of  the n e t  aggregate contingent deviation would be modified so 

as to avoid triggering symmetric provisions of  the mechanism in situations 
where the country would otherwise have experienced a contingent: shortfall. 
P a r a l l e l  contingent financing from commewcial banks will be pursued 
vigorously. However, provided that adequate financing of the program i s  

assured, there would not be a formal  requirement for advance coverage of 
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interest rates and other contingencies by mechanisms established with 
cornmercial banks. Countries also would be encouraged to hedge a part of 
their foreign debt against unforeseen rises ifi world interest rates, on 
t he  basis oE the several instruments available in world financial markets. 

12. Calculation of contingent deviations 

Contingent deviations for individual cuxreraf account variables would 
be calculated i n  re la t ion to a baseline projection specified at the 
inception of the  program. The aggregate size of  the contingent deviation 
for a particular member would zhen be calculated as the net sum of devia- 
tions f r o m  baseline values for individual variables. 

In preparing the baseline projections the staff would draw on world 
economic outlook forecasts of key variables, supplemented as appropriate 
by country-specific variables, and taking into consideration the country’s 
circumstances. The key world economic outlook projections would be 
updated as necessary to provide an adequate basis for the calculations. 
The baseline normally would be specified for a period of 12 months, and in 
any case no longer than 18 months. Extended and enhanced structural 
adjustment facility (and where appropriate structural adj ustnient facility) 
arrangements would call for specification of annual baselines at the 
beginning of each program year. 

In calculating the contingent deviations, the staff will adhere to 
the principle of exogeneity. 
straightforward for most import prices and export prices of key inter- 
nationally traded commodities. For countries with a diversified export 
base (typically including a substantial proportion of manufactures), the 
staff will estimate the impact of  unforeseen changes in external demand 
on export earnings. As regards interest rates, the contingent deviation 
would be calculated by multiplying the stock of net external debt speci- 
fied in the baseline by the unexpected deviation in the nominal LIBOR (or 
the appropriate benchmark rate where liabilities are denominated in 
currencies other than the U.S. dollar). When necessary, the calculation 
of contlngencies would take into account information (particularly with 
respect to longer-term contracts) about the lags with which changes in 
world prices and international interest rates have an effect on the 
member‘s current account. 

Application of this principle would be 

13. ComDensatorv financing element 

In situations where the member’s record of cooperation in recent 
periods had been unsatisfactory, or where its policies were seriously 
deficient, the compensatory financing element is to be made available in 
t w o  tranches of  equal size (each 20 percent of quota), given reasonable 
assurance that policies corrective of ’ the member‘s balance of  payments 
problems would be adopted. 
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14. u r o v a l  in P r i n c i D l e  

When compensatory financing requests are accompanied by Fund arrange- 
ments approved in principle, purchase of t he  full compensatory financing 
element: (40 percent of  quota) would be allowed for inembers with a good 
record of cooperation, and purchase of the f i r s t  tranche (20 percent af 
quota) o f  the compensatory financing element would be allowed for other 
members . 
15. Cereal decision 

Overall access under the cereal decision and the compensatary and 
contingency financing facility wi .11  be 122 percent of  quota, as s e t  out: 
under alternative A in the Annex to EBS/88/1QO. 
ment to maintain access at its current level of  8 3  percent of  quota f o r  
export shortfalls f o r  members with a satisfactory balance of Payments 
position except for the effects of the export shortfall would suggest 
leaving in place the existing access limit o f  83 percent of quota for 
cereal excesses and the existing j o i n t :  limit of 105 percent of quota f o r  
membet-s with a satisfactory balance of payments position except for the 
effects of t he  cereal excess/exporc shortfall. This approach implies a 
potential to include access for contingency financing up to an overall 
access limit of 122 percent of quota. 

Symmetry with the agrec- 

16. Transitional arrangements 

Under transitional arrangements, (i) there would be access of 40 
percent oE quota for contingency financing for countries with outstanding 
compensatory financing purchases of more than 6 5  percerit of  quota  at the 
time the new decision is approved; and (ii) compensatory financing 
requests on which discussions were initiated before the approval. of the 
new decision would be governed by the current compensatory financing 
facility decision for a period of three months after the approval of the 
new decision. 

1 7 .  Calculation of compensable expor t  shortfalls 

a .  P~oiection limits 

There would be an upper limit on the projections of export earnings 
to be used in the calculations of export  shortfalls. The limit on the 
pro jec t ed  growth of the average level af exports in the two postshortfall 
years  over the average level. of exports in the t w o  p r e s h o r t f a l i  years 
would be set at 20 percent. Periodically, this limit 
would be reviewed, and if necessary revised, in the light of  
developments with respect to world inflation. 

b .  Adjustment f o r  overcompensation and undercomensation 

A compensatory financing request based OR a shortfal l .  f a l l i n g  within 
or overlapping with the two-year projection period of an earlier purchase 
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would be adjusted by the amount by which the earlier purchase may have 
been overcompensated. Similarly, any undercompensation of the first 
purchase would be added to the subsequent shortfall when determining the 
size of the second purchase. 

18. Avoidance of double compensation in compensatory 
- and cont inp,eny f inanc inE 

In  calculating compensable amounts under the new facility, the staff 
w i l l .  apply procedures to avoid double compensation between compensatory, 
including with respect to cereal costs, and contingency financing along 
the lines outlined in EBS/88/100. Under the procedures, a member with a 
contingency mechanism that includes export earnings as R vari.able shou ld  
be/able to be compensated under both contingency and cornpensacory financ- 
ing, provi.ded the amounts compensated under one component are deducted 
from the amounts to be compensated under the ocher. The member w i . 1 1  have 
the choice to classify the amount of compensation deemed common to both 
contingency and campensatory financing as a purchase under either 
component. 
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The Chairman's Informal  Remarks on the  Compensatory - Financing F a c i l i t u n d  Externa l  ContinPepcv Mechanisms 

I w o d d  interid t h a t  t hese  informal  remarks be provided t o  tlhe members 
Our r e c e n t  d i scuss ions  l ead  me t o  of  t h e  Interim Committee a s  background. 

b e l i e v e  that t h e r e  is broad agreement i n  t h e  fo l lowing  a r e a s :  

(1) -ih we have agreed t h a t  the  e s s e n t i a l  fea- 
t u r e s  o f  t h e  compensatory f inanc ing  f a c i l i t y  should be preserved;  t h a t  
con t ingen t  Fund f inanc ing  could  he lp  main ta in  t h e  iiiomentm o f  adjustment  
programs a g a i n s t  adverse e x t e r n a l  shocks; and that  the b a s i c  f e a t u r e s  of 
cont ingency mechanisms should inc lude  an appropr i a t e  blend of  adjustment  
and f i n a n c i n g ,  symmetry, and a focus on d is turbances  above B minimum 
threshoj.d l e v e l  involv ing  e x t e r n a l  factors beyond t h e  cont ro l  o f  
a u t h o r i t i e s ,  

( 2 )  On the  o p e r a t i o n a l  Jxamework. t h e r e  has  been bsaad sagport f o r  
an  approach t h a t  would combine compensatory and contingency elements i n r o  
a s i n g l e  f a c i l i t y  , a t t a c h i n g  the  e x t e r n a l  contingency mechanism element t o  
Fund-supported adjustment: programs. On overa l l  access, agreement might 'be 
found on a f i g u r e  of 105  percent  of q u o t a .  
compensatory and contingency elements would each be 40 percent  of  quota  
and an opt:ional t ranche  t o  supplement e i t h e r  element a t  t he  choi.ce o f  t h e  
member would be 25 percent: of  quota. 

The amount a v a i l a b l e  under 

( 3 )  On the cmnpensatorv financing f a c i l i c y ,  the  gu ide l ines  on coop- 
e r a t i o n  approved by the  Executive Board i n  1983 would cont inue t o  apply t o  
Compensatory f inanc ing  purchases .  I n  applying the gu ide l ines  i t  would be 
t h e  i iz tent ior ,  t o  ensure that purchases  under the  compensatory f inanc ing  
facility cont inue  t o  provide t imely compensation f o r  expor t  s h o r t f a l l s  
while a t  t h e  same time provid ing  reasonable  assurance of p r o t e c t i o n  o f  the 
Fund's resources. The appl ica t ian  of the guidelines which would govern 
access  t o  t h e  compensatory f inanc ing  f e c i l i t y  is s e t  ou t  i n  the  Attach- 
ment. I f  a member decided a l s o  t o  apply t h e  op t iona l  t ranche t o  the 
compensatory f inanc ing  f a c i l i t y ,  then t h a t  t ranche  would become a v a i l a b l e  
upon e i t h e r  approval  o r  review o f  a program supported by the use of Fun 
resources  o r ,  i n  t he  abyence o f  such a program, upon the  Fund being 
s a t i s € i e d  t h a t  equ iva len t  requirements had been m e t .  I t  should be ur,d 
stoad t h a c  w h e r e  a member has  a s a t i s f a c t o r y  balance of  payments p o s i t  
except foi. t h e  e f f e c t  of  t h e  expor t  s h o r t f a l l ,  t h e  member would contin 
t o  q u a l i f y  f o r  an out r igh t :  purchase o f  8 3  percent  of quota .  

(Lc) On t he  ques t ion  o f  access  io continpencv f inanc inn ,  p rov i s  
f o r  such f inanc ing  i n  a Fund arrangement would c r e a t e  a p o s i t i v e  presu  
c l an  of con t ingen t  f inanc ing  f o r  specified amounts which would be es 
Iished on a case-by-case bas i s ,  taking i n t o  account t h e  need f o r  an 
appropr iaee  mix of  a d j u s t n e n t  and f inanc ing  and t h e  member's capacity t o  
meet i ts  o b l i g a t i o n s  t o  the Fund, and would not g e n e r a l l y  exceed 70 
percent of the  access under t h e  a s s o c i a t e d  b a s i c  arrangement.  
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After it appeared that a specified Contingency was arising, a review 
by the staff would be carried out and Executive Directors would be asked 
to decide whether an external contingency mechanism purchase was jus- 
tified, the amount that was justified, the extent to which existfng 
performance criteria might need to be modified, and the understandings 
that might need to be reached with the authorities on adaptation of 
policies. Such reviews would normally be conducted within the context of  
a mid-term program review, although in m m e  cases it might be useful and 
appropriate to conduct an ad hoc review in ordei to expedite the process. 
In some exceptional cases, an attempt would be made to specify at the 
outset of the program the link between additional financing needs and the 
relevant contingencies and the policy actions that would need to be phased 
in should the contingencies arise. Where this specification could be done 
with sufficient precision, disbursement of  contingent financing could 
proceed once it had been ascertained that performance criteria had been 
observed for the relevant period of the arrangement. In such cases, the 
staff assessment could be expedited and, after the Board had been 
informed, disbursements would be made. In all cases, disbursements would 
of course require observance of  rzlevant performance criteria. 

There are still 2 number of important matters that remain tC be 
discussed, including the rnecttanism for symmetry and the extent and nature 
o f  coverage for interest rate developments. 

It would be my intention after the Interim Committee meeting to ask 
the Executive Board to consider further the rnodslities and operational 
elements of external contingency mechanisms. 




