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1. MONITGRING OF STRUCTURAL ADJUSTMENT 1IN FUND-SUPPORTED
ADJUSTMENT PROGRAMS

The Executive Directors continued their discussion on a staff paper
on the monitoring of structural adjustment in Fund-supported adjustment
programs (EBS/87/240, 11/20/87; and Cor. 1, 12/28/87). They also had
before them a paper containing backgrour' material on monitoring of
structural adjustment in Fund-supporte. ad justment programs (EBS/87/254,
12/3/87), and a departmental memorandum cn approaches to trade liberali-
zation in developing countries (DM/87/4, 12/3/87).

Mr. Nimatallah said that structural adjustment was a medium-term
process that appeared necessary, in many cases, for both balance of pay-
ments viability and sustained growth. The issues that had been raised by
structural adjustment~-inter alia, whether it was within the mandate of
the Fund, its sequencing, monitoring, and the role of the World Bank--
were increasingly important for the Fund, which was about tn launch the
enhanced structural adjustment facility.

He agreed with most of the points raised in the staff paper,
Mr. Nimatallah remarked. However, he wished to emphasize the importance
of the case-by~case approach; the Fund had much to learn about structural
ad justment, while the World Bank had vast experience with it. The Fund
should therefore draw on that experience by enhancing its collaboration
with the Bank. Structural adjustment was the very area in which the
spheres of competence of the two organizations met, and where genuine
cooperation was essential in pursuing the best interests of the membership.
Thus, cooperation was no longer a matter of choice—-it was a necessity.
The managements and staffs of the two organizations would have to find
further specific steps to take for more effective collaboration.

Pragmatism and flexibility would be needed in the design and imple-
mentation of structural ad justment measures to ensure that the member's
soclal and political objectives were not jeopardized, Mr. Nimatallah
noted. It was essentlal not to be overambitious in designing a struc-
tural ad justment program: more time was needed for the implementation of
programs, and wide-ranging structural reforms might overtax a small
member's limited administrative capacity.

Mr. Demaestril made the following statement:

I partly share the skeptical view expressed by several
Directors on the implementation of structural adjustment in
Fund~cupported programs. However, the role of structural reforms
in growth—adjustment programs must be emphasized; reliance on
macroeconomic policies based solely on demand-management adjust-
ment 1s not sufficient. Structural reforms-—-particularly reforms
aimed at enhancing the efficiency of resource allocation and at
facilitating the growth of aggregate supply——are also important.
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The inclusion of both macroeconomic and structural adjust-
ment policies in economic programs is frequently necessary; they
are interconnected and should be implemented together. Struc-—
tural reforms increase the effectiveness and durability of
macroeconomic adjustment; similsrly, the implementation of

structural reforms in a nonsatisfactory macroeconomic environment
hag little chance of success.

The staff papers provide good background material for dis~
cussion on the role of structural reform in Fund-supported
adjustment programs, but the staff does not take a clear position
on the main issues. In particular, there is no explicit opinion
expressed as to whether introducing or complementing adjustment
programs with structural reforms will require further monitoring
and further conditionality.

I support the incorporation of structural reforms in Fund-
supported programs with the consent of the member country involved.
Structural adjustment policies are absolutely necessary for
golving the real problems of several borrower countries. The
kind of measures needed combine demand management and structural
reforms. The latter are aimed at establishing an adequate
enviromment, inducing a better response to incentives for export-
ing, saving and investment, and facilitating structural changes
that promote a sustalned increase in production--especially of
tradables--with the objective of achieving growth and reaching
balance of payments viability in the medium term.-

The particular economic structure of the country involved
should be an important factor in developing appropriate programs
for adjustment with sustained economic growth. As economic
structures and problems differ among developing countries, I
support the case-by-case approach. Moreover, the scope of struc-
tural reforms should be so complete that it embraces most of the
problems experienced by borrower countries, not just those prob-
lems in attaining external viability. Reforms aimed directly at
increasing production--for instance, reforms of labor policies--
should be emphasized.

Structural reforms go to the heart of a country's institutional
framework, often involving the need to deal with special interest
groups ard *to embark on legislative and administrative changes. 1In
consequence, structural reforms have certain special characteristics,
including, inter alia, uncertainty about their effects, and consider-
able lags before these effects are completely felt--as the staff
paper on 1lssues in the design of growth exercises pointed out.

Quantitative estimates of the effects of structural reforms
are very lmprecise, sometimes because of the difficulty involved
in measuring certain variables, or because the estimates are
subject to a wide margin of error. The lags, due to the longer
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time needed to implement the required changes, can be distin-
gulshed from those lags related to delays between the implementa-—
tion of policies and the time when their effects are fully felt.
Lags are in some cases too long and may result from an initial
lack of program credibility, particularly adverse expectations
about the durability of structural policies. Given these lags,
quick implementation of the whole program is most appropriate,

as that would help to reverse unfavorable expectations. Thus,
the difficulties inherent in structural reforms are greater than
those associated with macroeconomic policies.

The costs related to the implementation of structural
reforms are so important that countries are frequently unable to
implement these reforms without appropriate financing. The sup-
portive role of external fimancing, especially from multilateral
organizations such as the Fund, 1: essential in implementing
structural reforms and in obtaining successful growth—oriented
ad justment.

Appropriate external financing includes the availability of
larger amounts of credit with longer maturity periods. That
financing is needed because of the initially unfavorable dis-
equilibrium between the benefits and the costs of structural
reforms, to provide a protective cushion against speculative
pressures while the authorities demonstrate the extent and
viability of their objectives, and to help to sustain imports
and investment during the period in which structural reforms are
in place, but before the positive outcomes have been completely
achieved. The longer maturity perilods of the structural reforms
should therefore be associated with a longer maturity period for
financing. Thus, in Fund—-supported programs including structural
ad justment, the amount of financing available to borrower coun-
tries should be increased, the disbursements should be tied
partly to macroeconomic measures and partly to structural reforms,
and longer maturity periods should be considered for the financ-
ing related to structural reforms.

A primary function of monitoring should be to facilitate
effective policy implemertation and to assure members and the
Fund of the circumstances under which a Fund-supported program
can be considered on track.

As I support the partition of disbursements between struc-—
tural and wacroeconomic adjustments, respectively, the monitoring
techniques to be applied should be different in each case. To
monitor structural adjustment, the staff paper proposes reliance
on policy instruments and intermediate targets emphasizing the
utilization of prior actions, perforuwance criteria, and reviews.

Given the characteristics of structural reforms—--particularly
the urccriainty of their quantitative effects aund the presence of

lags-—-monitoring of programs should be managed flexibly, taking
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ipto account individual country circumstances and considering
intervals longer than those used in demand-management programs.
The use of performance criteria 1s not advisable; I prefer the
use of benchmarks--such as those used in the context of the
structural adjustment facility--which explicitly consider the
existence of margins.

" Annual reviews of multiyear arrangements might complement
benchmarks in monitoring structural adjustment. Those reviews
should be aimed at evaluating the performance of the structural
program as a whole, considering in particular the outcomes of
the program 2nd the eventual effects of lags.

Prior actions should be limited to special cases in which
severe distortions exist and the immediate implementation of
measures is needed. 1In those cases, the implementation of prior
actions should be accompanied by more incentives——increased,
cheaper, or longer-term financing--to compensate countries for
the higher costs associated with those actions. Front-loading
disbursements, in particular, could be effective compensation
for prior actions.

The early identification of structural problems is essential.
The sroner the problems are identified, the better the possibili-~
ties of correcting them. Consequently, I support a careful
analysis of structural aspects of members' economies as part of
Article v consultations.: ) i

On conditionality, I firmly reject the notion that it
should be increased. Today, we have to discuss methods of
improving Fund-supported programs by including structural reforms
in them. We should try tn avoid considering further restric-
tions; increasing conditionality in Fund programs would dis-
courage the introduction of structural reforms, and on balance
may be detrimental rather than benefic*al.

Finally, on Fund-Bank collaboration, the inclusion of struc~
tural reforms in Fund-supported adjustment programs raises
questions about the division of respomsibilities and the need
for cooperation between the two institutiong. Those questions
do not have to be seen as problems that complicate the considera-
tion of structural reforms. They should be treated in a way
that does not interfere with the functions of either institution
and does not damage their relations with member countries. The
avoldance of cross-conditionality is therefore essential.

The Director of the Exchange and Trade Relations Department said that
the staff had sought to rely on the World Bank for the design of structural
reform measures in areas outside the fiscal, financial, and exchange rate
areas, subject to three caveats. F¥irst, there were areas——trade being
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the most obvious——-where the responsibilities of the two institutions
clearly overlapped. Therefore, both had an involvement, and care would
always be needed to sort out priorities between them. Second, in some
areas overlapped the jurisdictions of both institutions overlapped: for
instance, the effect of agricultural subsidies on income distribution was
clearly within the competence of the World Bank, while the effect of
agricultural subsidies on public sector finances was clearly within the
competence of the.Fund. Such issues would have to be divided according

to the particular problem being considered. Third, there were a number

of member countries where the World Bank's involvement was not partic-
ularly heavy, and where the Fund might be called upon to provide a stand-by
arrangement or use of Fund resources that might--in some cases—-linvolve
questions touching on structural adjustment. Thus, there seemed to be
practical limitations om the clear delineation of responsibilities between
the two institutions. Some. areas of overlap were inevitable, and had to
be accepted.

The staff representative from the Exchange and Trade Relations
Department said that program mcnitoring was the subject of ongoing work,
particularly at the present time when further papers were being prepared
on the extended Fund facility and on the review of conditionality. Some
of the specific suggestions that Directors had made about ways in which
program monitering could be made more effective were berng looked at,
such as the role of revised intermediate indicators, and there were also
the proposals already made by the Group of Twenty-Four and Secretary Baker.
Some of the poilnts could profitably be discussed bilaterally with
Directors, perhaps for clarification or presentation in forthcoming
papers.

The Chairman made the following summing up:

This has been an interesting and impor.ant iscussion that
hzs addressed hoth the broad policy issue of the role of the
Tund in promecting and monitoring structural reform and the more
technical question of the suitability of alternative techniques
for monitoring structural adjustment. It has effectively comple-
mented our discussion earlier this week on issues in the design
of growth exercises.

Directors were in broad agreement that structural reform
could play a critical role In external adjustment and in laying
the basis for the durable growth that was needed for adjust-
ment to be sustained. Indeed, the need for structural reforms
should be identified ¢arly, and for all members, and the annual
Article IV consultations could play an important role in that
respect—-a point which Directors had made on numerous previous
occasions. At the .ame time, it was stressed that structural
reform in Fund-supported ad justment programs should not be at
the expense of adequate macroeconomic adjustment. In my view,
that goes without saying. Demand management and structural
ad justment were to be viewed as complements, not substitutes.
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But it also was noted that the impact of comprehensive policies
must not be reduced by structurel rigidities or the restrictive
policies of trading partners. Some Directors also stresced that

the adequacy of financing, especially foreign financing, should
be taken into account.

While there was general agreement on the role of structural
reforms, views on the extent to which they should be required as
part of Fund-supported adjustment programs were more varied, with
some Directors more tentative in their views. Most Directors
supported the principle that conditionality should be attached
to structural reform when the latter was seen as essential for
the achievement of external viability-~often but by no means
always the case-—and hence for safeguarding the revolving charac-
ter of the Fund's resources. In that sense, structural reforms
were expected to figure prominently in and be a central justifi-
cation for extended arrangements and arrangements under the
structural adjustment facility and the enhanced structural
ad justment facility. However, difficulties were foreseen by
gome Directors in establishing a clear link between structural
reform and external viability given the currently limited know-
ledge about the effects of structural policies, and various views
were expressed about the Weight to be attached to particular
types of reform- el

Many Directors stressed the importance of reforms that
removed distortions and enhanced overall economic efficiency,
and measures that promoted increased domestic savings. Other
Directors emphasized reforms that increased the effectiveness of
macroeconomic policy or focused specifically on the externmal
sector. In that regard, some Directors also noted that liberali-
zation of the trade system ought to be given primary attention.
Despite those differences in emphasis, however, there was agree-
ment that the structural aTeas to be addressed in adjustment
programs must be determined on a case-by-case basis in the light
of country circumstances, particularly the magnitude of tha
distortions involved. An important conslderation was to adapt
the mix of policies to the need of the country, and to seek to
avoid 2 mix that relied too heavily on demand management when
more promising avenues were available.

On the question of the approach to be adopted in dealing
with specific structural problems, Directors felt that that too
should be decided on a case-by-case basis. It was noted that
the Fund had accumulated considerable experience in addressing
severe distortions in several structural areas, especially the
exchange system. However, in other areas the implications of
alternative approaches were not well understood, and several
Directors called for caution in advocating measures that could
lead to adverse domestic repercussions and could thus defeat the
very purpose of the measures. In that connection, a number of
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Directors also noted that full liberalization might not always
be appropriate, particularly where importance was attached by
countries to the role of the public sector. Nonetheless, a
shift from "discretion” to "rules" could enhance the efficiency
and quality of policy intervention in such areas as administered
prices. Tne sequencling of structural reforms and the coordina-
tion of reform implementation with demand management also had to
be gauged carefully, and Directors called for further work to be
undertaken on those important and complex lssues.

On the issue of the techniques available for monitoring
structural reform, many Directors emphasized the importance of
structural prior actioms, particularly when there was a signifi-
cant lag between implementation of a reform and the time when
its effects took hold. It was stressed that a bold start to a
program of reform increased the likelihood of successful growth-
oriented ad justment. Other Directors, however, were concerned
about excessive use of structural prior actions. They emphasgized
the need for careful attention to timing and phasiug, warning
that overambitious action could lead to political difficulties
and a consequent breakdown of the ad justment effort.

Scope was seen by a number of Directors for the use of per-
formance criteria to monitor implementation of structural reform
in cases in which timetables for taking well-specified actions
could be established, although the potential for applying perior-
mance criteria to quantitative structural indicators was thought
by most Directors to be rather limited. The proliferation of
performance criteria should be avoided. At the same time, the
need for flexibility in the timing of many reform wmeasures and
difficulties in specifying precisely the measures to be taken
suggested that reviews might often be a more useful monitoring
technique. But it was emphasized that for reviews to be effec—
tive, expacted progress with structural reforms needed to be
specified in detail at the ocutset of a program.

In considering the implications of Fund involvement with
structural reform for the Guidelines on Conditionality, Directors
noted that the Guidelines in fact allowed considerable latitude,
although several felt that a review of some of the Guidelines
would still be desirable. Directors reaffirmed the importance
of Guideline 4, which required the Fund to pay due regard to the
domestic social and political objectives, the economic priorities,
and the circumstances of members, including the causes of thelr
balance of payments problems. The Guldeline did not preclude
emphasis on structural reforms, and such reforms were clearly
required when needed for external viability and for safeguarding
the revolving character of the Fund's resources. Directors also
held the view that it would be helpful to have the Fund staff
take greater initiative in pointing out tc members the growth
implications of structural problems even when reform was not



EBM/87/176 - 12/18/87 - 10 -

essential for external viability. Many Directors also considered
that Guidelines 7 and 9, which covered the use of prior actions
and performance criteria, respectively, were broadly consistent
_with the application of program monitoring to structural reform
in cases in which the latter was essential for the achlevement
of external viability. However, some Directors felt that con-
sideration could be given to revising those two Guidelines to
provide more explicitly for the role of structural reforms. The
question of the continuing appropriateness of the Guidelines on
Conditionality will be taken up again in the discussions on the
comprehensive review of conditionality early in 1988.

All Directors emphasized that the strong commitment of the
member concerned was indispensable for successful implementation
of structural adjustment. Prospects for effective implementation
of structural adjustment could be enhanced by limiting the scope
or reform so as not to overextend the administrative capacity of
a member, and by careful design of a reform strategy. Technical
asslist: ‘ce was viewed as having an Important role to play in the
design of structural reforms in the areas of particular Fund
expertise, such as the fiscal and financial sectors, and the
exchange system. The Fund sho:1d be especially prepared to
extend technical assigtance in 1ts area of expertilse in support
of arrangements with a strong structural content.

Thorough preparation for structural adjustment would also
be facilitated by the early identification of structural prob-
lems, and Directors saw scope for more systematic tracking of
structural aspects of members' economles as part of Article IV
consultations. In that context, Directors noted that in some
structural areas, indicatore could be helpful in monitoring and
quantifying economic performance. Some Directors, however,
stressed the practical difficulties involved in such quantifica-
tion, since analytic work in many of those areas was still at an
early stage of development. Thus, a mechanical use of indicators
was to be avoided and indicators should be interpreted carefully
on a case-by-case basis. Also, while structural indicators were
potentially helpful signposts, especially for the early idenrifi-
cation of emerging problems, they were not preconditions for
tackling severe structural problems.

Many Directors commented that growing Fund involvement with
structural reform intensified the importance of close collabora-
tion between the Fund and the World Bank. Lt was felt that the
involvement of the two institutions with the process of struc-
tural reform could be handled effectively on a pragmatic case-by-
case baslis. However, a number of Directors expressed the view
that greater interaction on structural issues could lead to a
blurring of the rcles of Fund and Bank, roles which were based
on the distinction between balance of payments and development
financing. Directors reaffirmed that cross~conditionality was
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to be avoided and indicated that overlapping monitoring should
be kept to a minimum. They also stressed that intensified
collaboration should not lead to a blurring of responsibilities
for technical assistance and that, for instance, assistance to
central banks--particularly in the design of monetary policy
instruments——should remain in the purview of the Fund.

The Députy Managing Director assumed the chair.

GUYANA - 1987 ARTICLE IV CONSULTATION; AND OVERDUE FINANCIAL
OBLIGATIONS - REVIEW FOLLOWING DECLARATION OF INELIGIBILITY

The Executive Directors considered the staff report for the 1987

Article IV consultation with Guyana (SM/87/270, 11/17/87), together with
a paper (EBS/87/268, 12/16/87) on the further review of Guyana's overdue
financial obligations to the Fund following the declaration of Guyana's
ineligibility to use the Fund's general resources on May 15, 1985. They
also had before them a background paper on receut economic developments
in Guyana (SM/87/284, 12/4/87).

Mr. Kafka made -thes following statement:

My authorities broadly endorse the analysis and assessment
in the well-balanced report of the staff.

After many years of steady economic deterioration and the
emergence of substantial financial imbalances, my authorities
have strengthened adjustment policies. They are now in the
process of formulating a comprehensive set of measures to address,
in a medium-term framework, the problems facing the country.

They are firmly committed to developing a policy framework with
the help of the staff, and it is their hope that it could provide
the basis for an arrangement under the structural adjustment
facility with appropriate international financial support,
including concessional finance and exceptional debt relief, and
the resolution of the external arrears problem.

There has been encouraging progress in a number of areas
where the general deterioraticn has been arrested despite the
absence of international capital inflows. Modest growth has
resumed in recorded GDP, public rescurce management is Improving,
tax reform is in train, the price-determination process and
exchange rate policy wre becoming increasingly flexible, and
efforts are also under way to make the wage determination process
more flexible. Nonetheless, Guyana remains in a precarious
economic situation. In this contex* my authorities are now
focusing their attention, within a medium-term adjustment prograa,
on two important areas of public policy-—economic stabilization
and rehabilitation of the productive sector.
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A decisive first step in the process of economic stabiliza-
tion 18 the emphasis being placed on improving domestic resource
mobilization. A key element is the continuing containment of
the overall public sector deficit, which will be reduced in 1987
to 38 percent of GDP from 50 percent in 1986. Action on this
front is considered to be crucially important by my authorities
in the light of the decline in revenue by the equivalent of
Y percentage points of GDP, stemming in part from the tax reform
effect of lower personal income taxes and consumption tax exemp-
tions granted in the wake of the January devaluation. With
little room for any significant improvement in revenue over the
near term, government expenditure is being compressed and geared
toward meeting the requirements of structural adjustment consis-
tent with the availability of domestic and foreign resources.

To this end, noninterest current expenditure is subject to
stringent control. Thus in 1987 current expenditure will be
reduced by the equivalent of 11.5 percentage points of GDP,
notwithstanding the large share--45 percent--of interest pay-
ments. Furthermore, noninterest expenditure is to be restruc—
tured in such a way as to promote stable labor relations and an
efficient and appropriately paid public sector with access co
the necessary goods and services for its efficient functioning.
The recent wage settlements in the public service followed a
five-year period in which the public sector wage bill was reduced
by 23 percent in real terms.

The second major element in the economic stabilization
program is the continuation of the process of restructuring
public enterprises. The reform exercise has aimed at addressing
the problems of individuel public sector corporations through
rehabilitation programs or, where entities are not considered
viable in tneir present form, through their liquidation. Addi-
tionally, employment and management policies are being rational-
ized and realistic pricing policies are being adopted. Under
this program, the overall balance of the public eaterprise
sector *s expected to shift from a deficit of 6.5 percent of GDP
ia 1986 to a surplus of 5.5 percent in 1987--a substantial
contribution to the public szctor resource mobilization effort.

My authourities' determined efforts to contain the overall
financial deficit of the public sector and to enhance domestic

savings will enable them to exercise stricter control on the
factors of domestic origin that have been countributing to the
excessive expansion of money supply. At the same time productive
credit needs of the private and public enterprise sectors could
be met.

The third major element of the stabilization program is the
reform of the exchange system, which is expected to improve the
country's competitiveness. 1In the process of arrivirz at a
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realistic and competitive exchange rate and incorporate parallel
market activities into the official economy, the Guyana dollar
was devalued by 56 percent in January 1987. The autho::ities
have also ensured a full pass-through into prices of the exchange
rate action with the exception of some essential and sensitive
commodities. In addition, a secondary foreign exchange window
in commercial banks was established in February 1987, where

the exchange rate is being determined at a level closer to the
parallel exchange rate. On the supply side, tourism and remit-
tance receipts are sold on this market; since September 1987,
gold and diamond exports are paid at the window rate but not
transacted in the window market. On the demand side, access is
limited to a small number of import items. My authorities
regard the dual exchange matket as a temporary mechanism, and
they are committed to its eventual unification and subsequently
to trade liberalization, once the macroeconomie sltuation makes
it advisable and appropriate. Recently, the exchange rate in
the secondary market-GfZ] = USSl--sas about 20 peveccas hLelow
the rate prevailing 1in the paraliel market.

The rehabilitation and restructuring of productive activity
constitute the second major plank in the current policy framework.
With the adjustment measures taking root, there is a clear need
to raigse growth, investment, imports, and expcrts. Significant
progress has been made in the reform of the public enterprise
sector with a commensurate reduction in the financial burden on
puklic resources, namely, an increase in domestic savings.
Nevertheless, the continuation of the structural adjustment
effort, in particular in the public sector--which accounts for
ipproximately 66 percent of economic activity in the country--
will require, in coming years, sizable and well-coordinated
external financial support.. Substantial access to raw materials
and critical inputs is required if manufacturing capacity is to
be restored, key plants rehabilitated and modernized, economic
growth resumed, and the external debt problem resclved.

My authorities recognize that Guyana's economic prospects
are severely constrained by the very high external debt and debt
service burden and an arrezrs problem which is becoming intract-
able. Accordingly, they view the regularization of financial
relations with the Fund as a critical first step in restoring
their international credlitworthiness and in laying the foundation
for resumption of international capital flows. They belleve,
therefore, that a strong medium~te:im ad justment program, which
is now under active consideration, could constitute the basis
for eliciting the additional financing, including concessional
and exceptional debt relief from key bilateral and multilateral
sources, and, In due ccurse, an arrangement under the enhanced
structural adjustment facility. They look forward, therefore,
to early finalization of tne policy framework paper.
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Mr. Heriega made the following staﬁement:

The improvement, albeit modest, in Guyana's economic perfor-
mance during 1986 reflected the efforts undertaken by the author-
ities to correct tha large internal and external imbalances,
notably the shift in the public enterprises' position from a
deficit to a substantial surplus and the moderation of inflation.
For 1987, howewver, the picture is somewhat mixed; on the one
hand, real growth, together with an improvement in the trade
balance, is expected to continue while on the other haad, infla-
tion {8 rising and financlal arrears continue to accumulate.

Mr. Kafka's statement provides us with an insight into the
main lines along whici the mediur-verm economic progrom is being
designed. We deem the direction to Ye agpropriate. We also
share the staff'e appraisal of the current situatior and, con-

sequently, wish only to emphasize one point that desevves furiher
atcvention.

The analysis of the monetary sector indicates that although
the authorities are trying to diminish drastically their absorp-
tion of loanable funds so as to be able to restrict cradit
expansion while increasing the proportion directed to the private
sec.or, there already appears to be excess liquidity in the
system in 1987. Currency circulation, which registered a nega-
tive nom$nal rgLe ‘of growth from Dccember 1985 to De~ember 1986,
has already risen during the first semester of this year by
60 percent. This expansion more than validates the exchange
rate adjustment of 56 percent effected in January 1987. The
inflztion rate reached 24 percent in June and is ‘expected to be
about 50 percent by year-end. These developments could jeopar-
dize the rest of the measures contemplated in the new eronomic
program. We believe, therefore, that the authorities need to

move more flexibly and assertively tc arrest this increase in
liquidity.

Regarding medium—term prospects, the scenarios presented in
the revort indicate that, with proper policies, the economy may
respond relatively soon and resume growth spurred by the export
sector. Unfortunately, the level of forelgn debt and arrears
limits the viability of the balance of payments, and without a
permanent correction in this area foreign support will not be
forthcoming. To attract that support, without which the program
cannot succead, the authorities need to move quickly in setting
a comprehensive adjustment program. Only an unamblguous signal
of the authorities' willlngness to ccrrect present imbalances
and to cooperate with the international financial community will
allow a solution satisfactory tc all parties. 1In this respect,
the clearante of arrears to the Fund remains of utmost importance
at this juncture and, therefore, we will expect concrete actions
by the Guyanese authorities to this end.
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Mr. Moraies observed that owing in part to the existence of a nega-
tive external enviromment and in part to the lack of aaeguate policies,
Guyana had experienced serious economic difficulties during the past
decade. Most important at present was the fact that the authorities
recognized the need for a reorientation of economic policy and had recently
implemented exchange rate and fiscal measures.

The Guyanese authorities were considering the formulation of a medium-
term program that, as a policy framework paper, would serve as a basis
to use the Fund's resources under the structural adjustment facility,
Mr. Morales said. The program could also be presented to the country's
creditors for thelr consideration with the aim of solving Guyana's debt
problem. He welcomed that approach, and he encouraged the authorities to
follow that path; he was prerared to support in the Board those steps
leading to a structural adjustment arrangement for Guyana.

He agreed with the authorities that the main areas of concern were
the fiscal deficit, the exchange rate, and the need to find a sustained
path of economic growth, Mr. Morales remarked. In that connection, he
welcomed, first, the commitment of the authorities to restructure the
public enterprises through realistic price policies and through their
liquidation when the enterprises wvere not found to be economically viable.
At the same time, he noted that Guyana would make every effort to restrain
the Govirnment's current expenditures. Second, the intention ri the
authorities to unify the exchange rate system at a competitive rate was
prals:worthy, as it was a necessary step to achieve a better balance of
payments position. Third, he agreed with the staff that to successfully
lmplement a growth-oriented program in the present case, external support
would be essential and exceptional debt relief would be needed.

Only within that medium-term context, through the exzcution of a
comprehensive economic program and with the support of all creditors and
exceptional debt relief, could Guyana find a global solution to its
econonic and financial difficulties, Mr. Morales considered. On that
basis, he supported the proposed decision to review the matter of Guyana's
overdue financial obligations to the Fund within six months of the present
meeting.

Mr. Epoch made the following statement:

The Guyanese authorities have taken a number of positive
steps toward reversing the long—standing deterioration in the
Guyanese economy. In particular, there has been some movement
on the exchange rate, preliminary measures to liberalize prices,
and a serious attempt at cutting the fiscal deficlit; we commend
the authorities for these measures. However, as the staff and
Mr. Kafka note, extremely large imbalances have built up in the

Guyanese economy in recent years and they will require consider-
able time and effort to be overcomc. The atrears to the Fund

are cne lmportant symptom of the problenm.
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There can be no doubt that urgent action 1s needed to tackle
the situation. While the measures that have been taken recently--
particularly those affecting the exchange rate-—have been in the
right direction, their beneficlal consequences have not been
maximized. 1In the circumstances facing the authorities, a firm
and convinciny overall adjustment program is far more likely to
lead to growth in both the short and long run than further
piecemeal efforts. 1 am therefore ancouraged that the authori-
ties recognize the need to design and implement a comprel.ensive
medium-term adjustment program and look forward to se .ag detaills
of this package.

With regard to the exchange rate system, the massive over-
valuation of the currency in recent years has not only deterred
exports and driven economic activity into the parallel economy,
it has also led to important distortions in the economy. Unifying
the exchange rates at a realistic level is clearly an essential
prerequisite for a successful adjustment program; I therefore
welcome the authorities' intentions in this area. I agree with
the staff on the need to liberalize the transactions in the
commercial bank wiudow.

Action on the exéhéhée rate front is unlikely to prove
effective, however, 1f the effects are not allowed to pass
through to change the incentives facincg domestic producers and
consumers. Thus the authorities' delay in passing. through some
of the recent devaluation 1s worrisome. More generally, I agree
with the staff on the need to continue the process of price
liberalization. In this connection, ‘I also share the staff's
concern that recent nominal wage increases may reduce the overall
impact of exchange. rate action.:

In the same way, . 1f the planuned devaluation of the currency
is to be effective, it will also need to be supported by prudent
fiscal policy. A situation where the government deficit is
equal to more than one third of GDP canmot in any way be consis-
tent with sustainable economic recovery. Although some progress
has been made on the fiscal front and more is planned there is
little doubt that much more will be required. I was disappointed
and somewhat surprised to see that the authorities comsider that
there is little scope for increasing tax yields. Although the
improved performance of the public enterprises is important, it
is unlikely to prove sufficient on its own and a strengthening
of central government finances will also be required.

An improvement in the fiscal position will also be essential
if more restrained monetary policies are to be put in place and
the strength of the finmancial system improved. Eeal interest
rates appear to have been negarive for prolonged pericds in the
recent past; this issue will need to be addressed during the
discussions on a pollcy framework paper.
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It is, of course, difficult to estimate the exact extent to
which real interest rates have been negative because of the
limitations of the official price index. On a more general
point, during our discussion of growth exercises earlier this
week (EBM/87/173 and EBM/87/174), this chair argued that, espe-
clially in difficult cases, it might be salutary for the staff to
try to provide confidence estimates for some of the key statis-
tics in staff reports. I suspect that if this had been done in
the present case, the results would have been very instructive.
The staff has clearly faced an extremely difficult task in
analyzing developrants in the economy when so many of the key
statistics are flawed. Two lessons can be drawn, however.
First, it would have been useful to discuss more fully in the
staff report the nature and extent of the main statistical
shortcomings. Ultimately, if the statistics are too poor in
certaln areas, the staff should either no: present them or
should give range rather than point estimates. Second, because
this problem is likely to become more important as discussions
cn the policy framework paper continue, this might prove a
useful area for technical assistance.

I can support the proposed decision. 1 wonder, however,
whether an earlier review might be a useful way of informing the
Board of the discussions' progress. Yerhaps the staff could
comment on when a further discussion c:uld be held if it were
considered useful.

Mr. McCormack made the following statement:

At the time of the 1985 and 1986 Article IV consultation
discussions, this chair spoke at length on Guyana because of
concern both for Guyana and for the 1impact that its economic
performance has had on some of the countries in this constituency.
We have emphasized a consistent theme: Guyana desperately needs
to implement a strong and comprehensive ad justment program. Its
economic situation is precarious, marked by low per capita
income, large fiscal and external imbalances, and an alarming
accumulation of arrears.

We are encouraged by the positive measures that the Guyanese
authorities have implemented since the last consultation and by
their willingness to prepare a medium—term program. The long-
overdue devaluation of the Guyana dollar in January 1987 was
particularly welcome and indicated that the authorities were
willing to take decisive steps to come to grips with the massive
problems facing them.

We can endorse fully the staff's appraisal and its assess-—
ment of what must form the basis of a comprehensive and credible

medium~term economic program. First, the authorities need to
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build on the devaluation of the Guyana dollar and move rapidly
toward a more flexible and unified exchange rate. Second,
regarding fiscal policy, we recognize that the room for maneuver
of the authorities is extremely limited. Still, more needs to

be done on both the revenue and expenditure side of the central
government budget {f the unsustainably large deficits are to be
reduced in the medium term. In this connection, the reduction

in revenue in real terms this year is disturbing. It is essen—
tial that the revenue base be broadened and made more elastic.
Given the magnitude of the imbalance, the decision to grant
exemptions from tax in an effort to cushion the impact of the
devaluation on iower—-income groups needs to be compensated
elsewhere. The scope for reducing central governmeat expenditure
is limited by the large proportion of expenditure accounted for
by Iinterest payments. At thne same time, I encourage the authori-
ties to make every effort--through pay restraint, reduction in
the numbers employed in the Central Governuent, and further
control over nonpay expenditure-—to bring about the required
reduction .n the scale of government expenditure.

Perhaps most important if the economy of Guyana is to be
relaunched on a sustainable basis, there must be early and deci-
sive action with respect to liberalization of the economy. The
authorities envisage the process of liberalization as being s
gradual one. I join the staff, however, in stressing that what
is called for 1s a substantial and early liberalization of the
economy, with the first steps being such as to demonstrate that
the authorities are clearly and irrevocably committed to the
liberalization process.

Guyana needs to develop a comprehensive and radical adjust-
ment program if it i1s to extricate itself from its present
difficulties. Anything less will not carry conviction with
donors and creditors——who will be called on to give exceptional
treatment to Guyana—-—or with Guyana's own citizens. The latter
is essential 1f the size of the parallel economy is to be reduced
and capital flight reversed. I therefore urge the authorities
to act boldly and decisively and to bring forward, as scon as
possible in the new year, a program that Iis both strong and
credible and that clearly matches the requirements of a grievously
serious situation, notably the need to eliminate arrears, partic-
ularly those to the Fund. I support the proposed decision on
arrears, but I would be interested in the views of the staff as
to whether an earlier discussion might be helpful.

Ms. Bush made the following statement:

We welcome the evolution of policies since our discussion
of the previous Article IV consultation one year ago (EBM/86/204,
12/19/86). The authorities seem to have a better grasp of the
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policies needed to achieve satisfactory rates of economic growth,
and they have modified policies in a number of areas in the
appropriate direction. At the same time, we are concerned about
the pace of policy adjustment. We urge the Guyanese authorities
to intenslify their work with the staffs of the Fund and the Bank
to define a medium-term program that will permit Guyana to nor-
malize relations with all of its creditors and to move the
balance of payments measurably toward viability.

We regret that the authorities have nct been able to elimi-
nate or even reduce their arrears to the Fund, and especially
those to the Trust Fund, especially as the authorities had
indicated in September that they might be eliminated before the
end of 1987.

Four areas of policy weakaess will have to be addressed in
designing a credible program. First, in our recent discussion
of the enhanced structural adjustment facility, there was broad
agreement that prior actions would be appropriate in cases where
certain policy reforms were necessary to lay the basis for a
long or difficult adjustment process. The case of Guyana appears
to fall in this category, and with the steps that have already
beer. taken, unification of Guyana's exchange rates at an early
date would be appropriate if the authorities request access to
the enhanced structural adjustment facility.

In the meantime, we agree with the staff that the authori-
ties should begin immediately to transfer export transactions to
the commercial banks' window in order to pave the way for later
unification. Furthermore, in keeping with its status as a
member that has assumed Article VIII obligations, we place
particular importance on the elimination of restrictions on
current lnternmational transactions.

Second, we welcome the commitment expressed by the authori-
ties to adjust prices, but a speedlier pace 1s necessary. The
authorities should recognize that an adjustment horizon substan-—
tially longer than three years ralses questions for external
creditors and donors.

Third, the turnaround in the fiscal position of the public
enterprises 1s perhaps the moc: dramatic evidence that the
authorities will be able to implement a successful economic
reform program. With a projected surplus for 1987 equivalent
to 5.5 percent of GDP compared with a deficit of 6.5 percent
in 1986, the authoriltles appear to be in a strong position to
rationalize the sector and to reduce the role of public enter-
prises in the economy.
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L ‘We ‘also welcome the“intention oF the authorities ‘to reduce ,7
',fthe ‘eentral. government de "it from ‘the. projected 1987 ‘level;
which is equivalent: to 47 rcent of - GDP. “This" 1eve1 1s" very
-5high and we do not: believe ‘that: ‘Guyana can have a sustainable
“economic reform program without major improvements 4n- revenue
. collection and. expenditure restraint.

Fourth, with" regard to: mone'ary poliﬂies, we fully share
- the view of the staff.that credit ‘needs. to be ‘tightened in the
shotrt term to curb inflationary pressures ‘and “‘that irterest
‘rates need to be raised to positive levels in real terms."

“The medium-term outlook indicates'that the financing gaps
in 1988-92 will be very large.and some exceptional capital
inflows will be reeded. At the same time, these projections
asgume substantial mprovement in policies over the -period
ahead, and the financing gaps will be: considerably larger if
-policies. are not strengthened 0f course, the gaps could be
smaller if the authorities took" action more rapidly than assumed

- 1n the staff report.- In short, these projections underscore the
urgency of early implementation of needed reforms.

I have some difficulty with the emphasis placed by the staff
on the need for - -exceptional debt relief, which appears to imply
relief on concessional terms. Creditors who - might provide debt
relief are generally the same official agencies that could

’,provide new capital in the form 6f loans or grants. It should
not be prejudged whether -assistance from these creditors should

. 'be ‘in the form of new money or debt relief. For example, a
nunber of creditors have great difficulty with the notion of
providing debt relief on concessional terms -and would prefer to.
provide equivalent support for a sound adjustment program in the
form of new aid.

With respect to Guyana s overdue obligations to the Fund, I
am concerned that a decision to hold our next review in six monthS‘
could send the wrong signal to the authorities. In view of the
importance placed by a number of Directors on urgent action, I
suggest that we review Guyana's overdue obligations at an earlier
date, such as after three months.

It appears that we are close to completing a c¢ircle. Guyana
was one of the first cases of overdue obligations to the Fund con-
sidered by the Board, and a number of ocur procedures for address-—
ing such cases were developed in discussing Guyana. Now, with
a medium~term policy framework in sight to form the basis of
arrangements to clear Guyana's arrears to the Fund, I hope that we
can come full circle and that the circle will in fact be closed.
The evolution of Guyana's policles over the past year has been
positive. In the weeks ahead, the authorities need to build upon
the progress to date and accelerate the pace of their efforts.
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Mr. Salehkhou made the following statement:

Although many of Guyana's extremely difficult economic and
financial problems persist, the report before us indicates that
the authorities have taken, and continue to take, decisive steps
to address these prolonged problems. Indeed, in spite of con-
tinuing internal distortions related to price and income as well
as financial and monetary policies, and despite external con—
straints and Imbalances, sincere efforts are being made by the
Government to strengthen adjustment policies in a number of
areas that are clearly outlined by Mr. Kafka.

Despite the fact that the flow of international capital to
Guyana has come to a halt since the declaration of ineligibility,
further economic deterioration has been prevented through modest
growth in recorded GDP, improved mzaagement of public resources,
tax reform, and an increasingly flexible price-~determination
process and exchange rate policy, followed by ongoling efforts to
make the process of wage determination more flexible.

In the face of Guyana's continued economic difficulty and
financial imbalances, the authorities, cognizant of the need
for a substantial reorientation of economic policy, seem to be
firmly committed to formulating a comprehensive set of measures
and to developing a medium-term policy framework with the help
of the staff. S

Nevertheless, such a policy framework for implementation of
a growth-oriented economic program in Guyana would, as the staff
has also explicitly recognized, "require substantial external
assistance to support the rehabilitation and liberalization of
the economy,” which 1s severely constrained by a heavy external
debt and debt service burden and an arrears problem.

Given the crucial and central role of the Fund in helping
Guyana to overcome its economic difficulties, I welcome the
staff's assistance in developing a viable economic policy frame—
work that could pave the way for eliciting additional financing,
including concessional credit and exceptional debt relief from
the donor community, and in due course, resources under the
enhanced structural adjustment facility. 1In this connection,
and on a more general note, the draft decision again urges the
authorities——as in all cases of overdue obligations—--"to make
full and prompt settlement” of those obligations to the Fund.
This wording, as I have consistently maintained, implies the
authorities' lack of willingness rather than ability to fully
and promptly discharge their overdue obligations which, in turn,
involves the Fund's judgment on the credibility of the authori-
ties. It further creates the wrong impression that the member
is recalcitrant, which could prove most damaging to the authori-
ties' efforts in attracting external assistance and to their
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resumption of normal relationships with the country's creditors.
Another possible negative consequence of the repeated use of
this cliché in Fund decisions on overdue obligations is the

damage to the Fund's credibility by creating an unrealistic image
on 1ts part.

It is clear that domestically introduced changes in Guyana's
economic policies alone cannot facilitate meeting its economic

objectives and clearing its external arrears, including its overdue
financial obligations to the Fund.

The staff representative from the Western Hemisphere Department
suggested that, pursuant to Directors' comments on the scheduling of the
next review, the six months proposed in the decision be retained, but as
future developments warranted, management could hring the matter to the
Board within that period. The staff planned to discuss the policy frame-
work paper with the authorities during the second week of February.

The staff representative from the Exchange and Trade Relations
Department noted that following the staff mission to Guyana in February,
some time would be required to finish the report. Including the 30-day
period between circulation of the paper and Board discussion, the time
elapsed would be close to the six-month period proposed in the decision.

Mr. Kafka remarked that while his authorities would have no objection
to an earlier review, they did not expect the budget to be submitted to
the Legislative Assembly before February or March. Perhaps the timing of
the review could be handled flexibly. - - .

He appreciated the speakers' recognition of the efforts made by the
Guyanese Government to improve the economic and financial situation. He
assured the Board that the authorities attached top priority to clearing
the arrears to th. Fund and to strengthening the situation of government
finances not only through expenditure cuts but through revenue increases.
However, in a poor country like Guyana, the increase in revenues must
accompany a further resumption of growth if it was to be effective and
acceptable to the population. Increased growth would require a significant
amount of external assistance, some of it on concessional terms.

Ms. Bush suggested that, as the medium~term plan described in the
policy framework paper being prepared might lay the basis for clearing
arrears, it might be valuable to have another review by the end of April
when the Board could consider the paper and any other potential arrange-
ments that might have been made for the clearance of arrears.

The staff representative from the Western Hemisphere Department said
that by the end of April 1988 the staff could report to the Board on the
status of the negotiations with the authorities on a possible policy
framework paper so long as some flexibility was allowed in the presentation
of that information.
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The Acting Chairman made the following surming up:

Executive Directors agreed wi:h the thrust of the staff
appraisal contained in the report for the 1987 Article IV consul-
tatiun. They noted Guyana's very difficult ecomnomic situation,
and they welcomed the corrective measures taken by the authorities
in early 1987 in the exchangs vate and fiscal areas and supported
the authorities' plans to carry out a substantial reorientation
of economic policy. Directors urged the authorities to move
more forcefully and quickly in this direction and to develop a
policy framework paper that could provide a basis for arrangements
under the structural adjustment facility once the overdue obliga-
tions to the Fund had been settled.

Directors remarked that while the devaluation of the Guyana
dollar in early 1987 had improved external competitiveness, the
currency remained substantially overvalued. They alsc observed
that the regulations governing the operations of the secondary
foreign exchange window in the commercial banks did not allow
for the emergence of a truly market-oriented exchange rate.
Thus, Directors urged the authorities to carry out without delay
their plans to unify the exchange rate system at a édmpetitive
rate and to implement thereafter a flexible exchange rate policy.
In their view, such actions were ~rucial to help restore ec:iuumic
growth and a viable balance of payments position over the medium
term.

Directors observed that economic growth in Guyana had been
adversely affected by the introduction of widespread controls
and regulations over the economy. They therefore encouraged the
authorities to move quickly to put into effect their intention

to liberalize private sector prices and to remove exchange and
trade restrictions.

Directors noted the authorities' efforts in the past two
years to deal with the country's fiscal problem and, in partic-
ular, to improve the financial performance of the state enter-
prises. They stressed, however, that the deficit remained
unsustainably large and continued to be a major factor behind
Guyana's economic imbalances. While welcoming the authorities'
plans to reduce substantially the public sector deficit in the
context of the medium—term program, Directors underlined the need
for early action and emphasized that both a reduction in expendi-
tures In real terms and revenue increases would be required to
bring the public finances to a sustainable path over the coming
years. They also stressed that it was necessary to allow for a
full pass—~through of the devaluation.

Directors observed that a substantial reduction in the
fiscal deficit would help the Bank of Guyana to regain control
over monetary policy. It was noted that domestic credit had
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continued to expand at a fast pace in 1987, negating in part the
effect of the exchange rate ad justment, and that there was a
need to tighten credit without delay. A flexible approach to
interest rates also was necessary to create appropriate incen-

tives for private savings and to ensure an efficient pattern of
investment.

Directors viewed with concern the substantial overall accu-
mulation of external payments arrears by Guyana. They noted
that Guyana's overdue obligations to the Fund had continued to
build, and that arrears to the Trust Fund had been allowed to
develop in the course of 1987. Directors emphasized that the
resumption of normal financial relations with external creditors
required the adoption of a comprehensive economic program.

Directors noted thatv while implementation of a strong
economic program in Guyana would enhance domestic savings,
substantial external assistance also would be needed to support
such a program. In Guyana's circumstances, such external assis~
tance would need to be on concessional terms and, it was noted
by some, might need to include some form of exceptional debt
relief. Guyana, however, would need to move firmly to establish
the credibility of its policies for external assistance to be
forthcoming. '

In sum, Directors welcomed the renewed emphasis given by
the authorities to addressing Guyana's very difficult economic
situation and urged them to implement without delay a strong set
of policies aimed at creating the basis for sustained economic
growth and a viable balance.of payments position. They were of
the view that time was not on the side of Guyana a..d that further
delays in adjusting would entail even heavier costs at a later
stage.

It is expected that the next Article IV consultation with
Guyana will be held on the standard 1l2-month cycle.

The Executive Board then took the following decision:

1. The Fund has reviewed further the matter of Guyana's
continuing failure to fulfill its financial obligatioms to the
Fund in light of the facts and developments described in EBS/87/268
(12/16/87) and SM/87/270 (11/17/87).

2. The Fund deeply regrets the continuing failure by Guyana
to fulfill its financial obligations to the Fund and agaln urges
Guyana to make full and prompt settlement of those obligations.



- 25 - EBM/87/176 - 12/18/87

3. The Fund stressns the importance of active steps by
Guyana to implement promptly the economic reforms needed to
address Guyana's imbalances, restore economic growth, and regu-
larize its relations with external creditors.

4. The Fund will review again the matter of Guyana's

overdue financial obligations to the Fund within six months of
the date of this decision.

Decision No. 8756-(87/176), adopted
December 18, 1987

The Managing Director assumed the chair.

3. STRUCTURAL ADJUSTMENT FACILITY AND ENHANCED STRUCTURAL ADJUSTMENT
FACILITY '

The Executive Directors considered a staff paper on legal documenta~
tion to give effect to the propused enhancement of the structural adjust-—
ment facility (EBS/87/253, Rev. 2, 12/16/87).

The Chairman remarked that it would be appropriav= to review the
status of contributions to the enhanced structural adjustment facility.
The objective was an enhancement of SPR 6 billion. Assuming a six-month
SDR interest rate of 6.5 percent and the repayment of the loans over a
13-year period, a subsidy grant of SDR 2.8 billion would be required to
allow the Trust to lend at an interest rate of 0.5 percent. 1In fact,
the six-mouth SDR interest rate had been 6.13 percent the previous week,
which implied a total grant requirement of SDR 2.6 billion; however,
to be on the conservative side, the target for the grant would rewmain
SDR 2.8 billiom.

Mr. Enoch recalled that Mr. Lankester had reported on the U.K. con-
tribution at the previous discussion on the enhanced facility (EBM/87/171,
12/15/87). The Chancellor had subsequently announced that contribution in
Parliament.

At the previous discussion, hils chair had noted the concerns of other
potential contributors, particularly with respect to the timing of the
adoption of the decisions before the Board, Mr. Enoch continued. While
he understood those concerns, he was somewhat worried about losing the
momentum for completing the arrangements for the enmhancement on schedule.
A tight timetable had been set at the Venice Summit, and an enormous
amount of progress had been made since then. He continued to hope that
the end-year deadline for implementing the enhanced facility could be
met. He therefore urged Executive Directors to accept the revised deci-
sions, which produced a framework for the enhanced facility without
closing many avenues or reducing the flexibility needed to meet the
concerns that had been raised.
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For the record, while his authorities did not intend to hold
up their coantribution, they regarded it as very desirable that the
United States should contribute to the enhanced facility, Mr. Enoch
commented.

Mr. Yamazaki remarked that ever since Japan had joined other major
industrial countries in welcoming the Managing Director's initiastive for
the enhancement of the structural adjustment facility at the Venice Summit,
his authorities had strongly supported the initiative. He fully supported
the proposed decisions. He also wished to underscore the importance of
flexibility at the present juncture to facilitate the widest possible
participation of member countries.

Japan had always been willing to assume its fair and increasing
responsibility in the international community and had also atrached
particular importance to addressing the plight of low-income developing
countries, Mr. Yamazaki continued. In that context, his authorities had
decided to contribute to the enhancement of the structural adjustment
facility in the following way. First, a grant of SDR 300 million would
be provided, as well as a loan corresponding to that grant, given present
interest and exchange rates. Second, assuming that the interest rate on
loans from the Trust would be maintained at 0.5 percent, further capital
contributions would be required to match subsidies that were firmly
committed at present. His authorities were therefore willing to extend
a capital contribution of SDR 2 billion to cover all firmly committed
subsidies. Third, Japan stood ready to make further capital contributions
of up to SDR 500 million and to make a total capital contribution up to
SDR 2.5 billion until additional firm commitments of grants had been
received to assure an interest rate of 0.5 percent on loans from the
Trust. Moreover, that further commitment would stand until the total
enhancement reached SDR 6 billion and additional grants were firmly
committed. It was hoped that that further offer would encourage potential
contributors to participate in the enhancement. Finally, during their
discussions with the Fund staff on Japan's contribution, some of his
authorities had strongly emphasized that Japan's present quota share did
not reflect underlying economic realities, Mr. Yamazaki commented.

Mr. Grosche remarked that the German Federal Government would endeavor
to ensure that German financial institutions provided a loan of up to
SDR 700 million, or the equivalent of that amount in a national currency,
to the Enhanced Structural Adjustment Facility Trust on the basis of the
provisions governing the Trust. 1In doing so, 1t expected that adequate
arrangements would be reached with regard to the security and the liquidity
of claims on the Trust Account.

The Federal Government was prepared in principle to contribute the
equivalent of SDR 130 million to the Subsidy Account, and it was assumed
that disbursements to that Account would be made over the life of the
Trust in proportion to the disbursement requirements of the Account,

Mr. Grosche continued. His authorities reserved the right, however, to
advance disbursements to the Subsidy Account. In that event, the present
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value would be the basis for disbursements. That commitment was made on
the understanding %hat there would be a broad participation in lending to
the Trust as well as 1n contributing to the Subsidy Accoun:. It was
further assumed that there would be satisfactory agreement on the overall
operation of the enhanced facility. Finally, the contribution to the
Subsidy Account was subject to approval by the German legislative bodies.

Mr. Massé& remarked that while he did not yet have a final response
to management's latest request, his authorities had considered a signifi-
cant increase in their contribution to Suk 300 million. The Minister
of Finence had signed a letter to the Prime Minister indicating his
approval of the contribution, and indications were that the proposal

would be positively received and that the contribution would be fully
subsidized.

Mrs. Ploix recalled that her authorities' announcemen: of a contribu-
tion of $500 million had launched the enhancement of the structural
ad justment facility. That morning her authorities had decided to increase
that amount by 17 percent, to SDR 600 million, with corresponding subsidies
of more than SDR 240 million.

She wished to support Mr. Enoch's commehts, Mrs. Ploix continued.
Her authorities also regarded a U.S. contribution as highly desirable.

Mr. Posthumus stated that the Netherlands authorities had decided to
contribute to the enhancement of the structural adjustment facility in
the form of a grant to the Subsidy Account. They would make availlable
f. 10 million a year in the first three years, starting in 1988, and
f. 15 million a year over the next seven years. According to the
staff's calculations that might make it possible for the Trust to extend
loans amounting to SDR 110 million at the targeted interest rate of
0.5 percent. He referred Directors to his previous statement on the
subject for the background of that contribution.

The Chairman commented that he had received assurances from Group of
Five countries, as well as one country which was not a member of the
Fund, of capital contributions totaling SDR 4.75 billion. Assurances and
commitments from a wide range of other countries amounted to a minimum
caplital contributlion of SDR 1.5 billion. On the basis of those figures,

he was pleased to note that the financing target of SDR 6 billion for the
enhancement was in sight.

Further work remained to be done on grants for the Subsidy Account,
the Chairman remarked. At present interest rates, about SDR 2.6 billion
was needed; to date, firm assurances had been received for some SDR 2 bil-
lion. He had also received several personal assurances that additional
amounts could confidently be expected. To assure some room for maneuver,
the objective of SDR 2.8 billion would be maintained, and all steps would
be taken to achieve that objective in coming days.
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Ms. Bush commented that Directors were certainly aware of her author-
ities' general support for the enhanced facility, as well as their position
with respect to a possible U.S. contribution and the reasoms for it. In
view of the further comments by Directors regarding & U.S. contribution,
she would again conveyv :their concerns to her authcrities.

Mr. Ortiz remarked that he wished to thank Ms. Bush for her encour-
aging words. Some countries in his constituency, specifically, Mexico
and Venezuela, were considering contributions to the enhanced facility
on the basie of a broad regional effort. For the record, his Spanish
authorities were hopeful about a poscible U.S. contribution. In the
context of a regional effort, his Mexican authorities were considering a
contribution of up to SDR 45 million in the form of subsidized loans to
be distributed over a three-year period. His Venezuelan authorities were
also favorably considering participation in the enhancement.

Mr. ¥afka stated that he had been authorized by his Colomblan and
Brazilian authorities to inform the Board that t.ey expected to contribute
to the enhanced faclilit:. They had not yet determined the precise amounts
and modalities but they, like Mexico and Venezuela, expect2d to do so in
the context of a regional effort. e hastened to add, however, that the
Brazilian Finance Minister had resigned a few hours previously, and he

therefore had no authority to repeat the commitment that had been made.
He hoped it would not be affected by the change in Government.

Mr. Donoso remarked that countries in his counstituency were still
considering ctheir coutribution to the enhanced facility. His Chilean
authorities had indicated that they would make a capital contribution of
up to SDR 12 milllon; the grant element was expected to be proportional
to that of other countries in the region. Other members of his con-
stituency that were considering contributions were close to deciding on
a figure. '

Mr. Finaish stated that his Kuwaiti authorities had decided to make
a contribution to the enhanced facility. They had not yet determined a
precise amount, but they expected to do so in a few days.

Mr. Prader remarked that at present it was impossible for his Belgian
authorities to give th=ir formal agreement to participate in the enhanced
facility. Although they recognized that the text of the Chairman's
summing up went a long way toward meeting their concerns, in fact, if the
need to sell gold arose at once, the appropriate majority for a decision
to do so would probably not be present, so that the Chalrman's remarks
could be made 1noperative.

For that reason, incorporating a claim on the Trust as an asset
remained a difficult problem for the central bazk, Mr. Prader explained.
The possibility of solving that problem by the adoption of appropriate
arrangements between the central bank and the Government could not be
formally discussed at present, owing to the govermment crlsis in Belgium.
Decisions on arrangements of that nature were outside the limlted scope
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of the day-to-day decisions that the resiguning Government could take. He
therefore hored that he would be able to announce Belgium's parti: 1pation
in the enhancement once the new Government was in place. 1In that regard,
the postponement of the adoption of the decisioas under discussion for a
few weeks might have been helpful.

His authorities' decision would have been facilitated if all of the
Fund's major members had participated in the enhancement, Mr. Prader
added. Tt could then have been more reasonably assumed that all necessary
measures to assure the security of claims on the Trust would *ndeed be
taken.

His Austrian authorities remained committed to making a reserve loan
of SDR 60 million at an interest rate of 0.5 percent, which would be
subsidized, Mr. Prader remarked. His Turkish authorities would also
contribute to the enhancement in an amount of some SDR 35 million, on
terms and conditions to be discussed with the Fund at a later stage.

The Chairman explained that the modifications propnsed by Directors
on December 15 were fully reflected in the revised text of the decisions
to give effect co the enmhancement of the structural adjustment facility.

He proposed to proceed to the formal approval of those decisionrs and
invited Directors_ comments.

Mr. Grosche, referring to subparagraph (4) of the Amendment of the
Regulations for the Administration of the Structural Adjustment Facility,
proposed that after "may be extended” the words "once up to a period of
six moaths” should be added to indicate how many delays in disbursements
would be allowed and that the extension was not for an unlimited period.

The. staff representative from the Legal Department commented that the
‘proposed amendment did not seem to change the substance at the present
stage. However, 1f, as a result of the extension of commitments beyond
the present commitment period, there wac room for additional flexibility,
then the amended subparagraph, as proposed, would have to be changed. The
phrase "subiect to these Regulations” avoided the need for later revision.

The Chairman proposed that Mr. Grosche's understanding of the text

should be recorded in the minutes of the discussion and that the text
should remain as it was.

Mr. Grosche remarked that the Chairman’s suggestion was acceptable
to him.

Commenting on the Iostrument to Establish the Enhanced Structural
Adjustment Facility Trust, Mr. Grosche recalled that with respect to
Section I, paragraph 3, "Unit of Account,” he had previously indicated
tnat his authorities were not yet sure whether the provisions of that
varagraph, particularly regarding denomination and, indirectly, the
interest rate of loans, were fully compatible with their framework for
making a capital contribution to the Trust. He hoped and expected that
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that would be the case. Nonetheless, his authorities would prefer that
the staff should maintain a degree of flexibility in its discussions

with the German finance institution that was going to provide the loan.
Therefore, he preferred that the framework being decided should not be
legally binding at the counclusion of the present discussion, and that the
decisions should be adopted later on a lapse of time basis. Nevertheless,
i1f the consensus favored taking a decision at the conclusion of tne
present discussion, and if others did not expect to encounter major
difficulties in providing their contribution in SDRs, he could go along
with the counsensus. However, the Board might have to reconsider those
elements in the text if his authorities could not comply with them. Apart
from those, it would be helpful 1f, at the present meeting, a provision
could be inserted in the texts stipulating that the SDR currency basket
would remain unchanged over the period of the loan.

The Chairman remarked that he was grateful for the flexibility shown
by Mr. Grosche. 1Indeed, it was not absolutely necessary to adopt the
decisions at the present meeting, but it was highly desirable to do so,
and several speakers were pressing for their adoptionm.

The staff representative from the Legal Department commented that
under Section VII of the Instrument, the same rules applying to the opera-
tion of the General Resources Account would apply to the operation of the
Trust. Thus, the valuation of the SDR referred to in Section I, para-
graph 3 of the Instrument would change as the reference basket changed.

The Depity Treasurer commented that although a dated SDR had not
been provided for in the Instrument, a provision for a dated SDR could
conceivably be included. However, that would raise certain policy issues
for the Fund that would have to be considered in detail. The concern
about possible changes in the composition of the SDR basket at the time
of the periodic reviews was understandable, and the staff would be prepared
to discuss that concern with the German authorities when the opportunity
arose; certain techniques had been used in other contexts to hedge and
protect against risks arising from changes in the basket's composition.

It was possible that the potential difficulties might not be as great as
they might now appear to the authorities.

Mrs. Ploix remarked that her authorities were encountering difficul-
ties similar to those mentioned by Mr. Grosche. They also had the same
flexibility in mind, but flexibility on the part of the staff, as well as
further discussion with the staff, would be welcome.

Mr. Zecchinl observed that the rationale behind the provision in
question was that the denomination of the Trust's operations and trans-
actions in SDRs clearly entalled a reference to the SDR interest rate
applied to claims on the Trust, and flexibility on denomination could
affect both aspects. The staff should therefore consider very carefully
the financial implications of opening up the question of the denominations
of claims.
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In light of the previous discussion on the interpretation of the
words "provided that,” he would like to confirm that the staff's inter-
pretation of that phrase would be included in the record so as to avoid
any ambiguity, Mr. Zecchini added.

The staff representative from the Legal Department observed that the
interpretation previously given by the staff was confirmed by an examina-
tion of the Articles. The most striking illustration of a provision
setting forth a rule with an exception was Article V, Section 8(e), which
stated that "a member shall pay all charges in SDRs, provided that im
exceptional circumstances the Fund may permit a member to pay charges in
the currencies of other members specified by the Fund...or in its own
currency.” That same structure was used In Section I, paragraph 3, of
the Trust Instrument.

Mr. Grosche, referring to Section IV, paragraph 5 of the Instrument,
remarked that he still preferred not to mention an interest rate target
because it could raise expectations that might not be realized. Neverthe-
less, 1if a broad majority wished to include such a target, he could
reluctantly go along. However, as a minimum, the words "to the extent
possible” should be reinserted in paragraph 5(a) following “reducing,” in
order to be as precise as possible with regard to the character of the
target interest rate of 0.5 percent. Also, for the record, despite the
provisions of the text, his authorities did not feel compelled to close
resource gaps in the Subsidy Account.

The Chailrman observed that the text explicitly provided for raising
the interest rate on loans from the Trust if sufficient resources to
subsidize the target rate did not materialize. He therefore understood
and shared Mr. Grosche's concerns. For his part, he could accept the
reintroduction of the words "to the extent possible” in a spirit of
consensus, but he was in the hands of the Executive Board.

Mr. Zecchinl recallad that he had proposed the deletion of the words
“to the extent possible” to distinguish the resources of the enhanced
facility from other Fr.ad resources. If the interest rate on loans from
the Trust was to approach market rates, he did not see any need to estab-
lish the enhanced facility as a separate facility. It was therefore
crucial to retain not only the objective of a 0.5 percent interest rate,
but also a firm understanding that that objective had to be reached.

The Chairman observed that in view of the resources already committed
to the Subsidy Account, the concessionality of the enhanced facility was
not at issue. Moreover, the objective of attaining an interest rate of
0.5 percent was strongly supported.

The staff representative from the Legal Department commented that
the word "objective” had heen used throughout the text to indicate
that 0.5 percent was not a fixed interest rate. "To the fullest extent
possible” had been inserted in the original version not to point in the
direction of a market-related interest rate, but rather to indicate that
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everything possible would be done to attain the 0.5 percent interest rate

objective. Thus, the phrase pointed in the direction of the objective
rather than qualifying it.

Mr. Zecchinl remarked that he did not understand the staff's line of
argument in the general context of paragraph 5. Subparagraph (c) clearly
stated that "should adequate additional resources not be forthcoming to
reduce the rate on Trust loams to 0.5 percent, the Trustee shall recal-
culate the subsidy....” That provided enough flexibility, so that an
addition to subparagraph (a) was not required. Moreover, he had previously
expressed his reservations with respect to subparagraph (c); those reser-
vations would extend to an amended subparagraph (a) as well.

The Chairman, observing that "to the extent possible” was redundant,
asked whether Mr. Grosche insisted on the amendment.

Mr. Grosche stated that he so insisted.

Mr. Enoch suggested that to satisfy the concerns of both Mr. Grosche
and !r. Zecchini, paragraph 5(a) might be revised to read: "The amount
of the subsidy shall be determined by the Trustees in the light of (1)
the objective of ensuring that the enhanced structural adjustment facility
1s a highly concessional facility and, to the fullest extent possible,
reducing the rate of interest charged to 0.5 percent on Trust leoans....”

Mr. Grosche and Mr. Zecchini accepted Mr. Enoch's suggestion.

Mr. Grosche remarked, for the record, that his authorities considered
that the various elements proposed to secure claims on the Trust were the
very minimum, and they would therefore not wish to see any impairment of
those elements of security. . In particular, his authorities considered
that the Reserve within the Trust might provide sufficlent security for
claims in the order of an enhancement of SDR 6 billion. However, 1if
there was any enlargement of the Trust im the future, the Reserve would
have to be strengthened proportionally, at least.

By way of clarification regarding repayment modalities, although his
authorities recognized that there was a cross-reference to the existing
structural adjustment facility in the legal documentation, they neverthe-
less felt that the Instrument governing the enhanced facility's operations
should include a provision for the repayment of Trust loans, Mr. Grosche
added. He therefore suggested the introduction of a subparagraph, perhaps
into paragraph 4 of Section II, stating that "the Trust loans shall be
repaid in equal semiannual installments beginning after the grace period
of five years"--namely, the repayment schedule for the existing facility.

The staff representative from the Legal Department remarked that
legally, that provision would not be needed because the Instrument con-
tained a cross~reference to the Regulations for the Administration of the
Structural Adjustment Facility. Moreover, if one provision was quoted
verbatim from the Regulations, then every provision of the Regulations
referred to would have to be quoted.
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Mr. Grosche commented that even though the substance was there, he
had had difficulty explaining the decisions to his authorities because
cross—references to other provisions made the Instrument extremely com-
plicated for the nonexpert. It would help if a provision on repayment
were included in the text, because it was an important point.

The staff representative from the Legal Department observed that the
explanation of the provision could be included elther in the record of
the meeting or, when the final text of the decisions was approved, a
commentary or clarification could be issued.

The Chairman suggested that the record of the meeting would clarify
the point raised by Mr. Grosche.

Mr. Ortiz remarked that, for the record, he had two questions regard-
ing the liquidity of claims on the Trust. First, would the Fund consider
ioans to the Trust by central banks as part of their reserves in the
Fund's statistical publications? Second, could the staff describe more
precisely the steps that central banks would have to take in order to
draw on the general resources of the Fund in case of a liquidity need?

The staff representative from the Legal Department confirmed that
loans to the Trust by central banks would be considered as part of their
reserves. S

Access to the Fund's general resources was available in the event of
a llquidity need arising from developments in a member's reserve positionm,
the staff representative continued. A representation of that liquidity
need would have to be made by the member, and the Fund would have to exam-
ine the justification for the purchase under Article V, Sectiom 3(b)(ii),
taking into account, in particular, the amount of the required purchase
and also the existence of a claim on the Trust. The exact procedure had
not been specified, and would involve a decision by the Board. The
procedure could be implemented as quickly as possible. The staff envisaged
that the decision would be taken on lapse of time, if that was agreeable
to the Executive Board.

Two types of decisions would be required if special features, such
as special repurchase periods and the floating character of the purchase
under that provision were desired, the staff representative noted. A
decision on those special features would require a majority of 85 percent
of the voting power. The decisions could be presented to the Board at a
later stage.

In response to a question by Mr. Ortiz regarding the representation
of the liquidity need that would need to be made by the authorities, the
staff representative from the Legal Department remarked that at the
present stage he was not in a positlion to elaborate further on the specific
procedural steps that would have to be taken in individual cases.
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Mrs. Ploix stated, that for the record, with regard to the security
of claims on the Trust and the Fund's pledge with respect to the residual
risk, her authorities would like the Fund to consider, among "all such

initiatives as might be necessary,” the use of all other possible reserves.

The Chalirman remarked that such an indication had been included in
his summing up at EBM/87/171 of the discussion at EBM/87/168.

Mr. Ovi commented that he understood from the previous discussion on
the enhanced facility that the draft decisions on the use of the Fund's
general resources in the event of a liquidity need would be considered at
the present meeting. While he had no problems whatsoever with the legal
texts presented to the Board, he considered those additional decisions
to be an integral part of the implementing documentation. If it was the
understanding of the Board that it would adopt a decision to make the
reserve tranche floating in the event of the use of the Fund's general
resources to meet a liquidity need, then he could accept the texts pre-
sented as they were.

Mr. Prader stated that he shared Mr. Ovi's views.

Mr. Zecchini suggested that the Chairman's summing up might reflect
the sentliment expressed by several Directors that all industrial countries,
including major ones, were expected to join the initiative at some stage.
Moreover, for the record, he still had reservations on some textual points,
and he was not fully convinced that the decisions should be adopted at the
present meeting. However, if .a large majority of the voting power favored
their adoption, he would not stand in the way.

The Chairman remarked that he had indeed noticed the broad desire of
the membership to have all major industrial countries participate in the
enhancement at some stage. He shared that desire. With regard to the
decisions, it was important that they should be adopted at the present
meeting in order to meet the deadline suggested at the Venice Summit for
implementing the facility.

Mr. Nimatallah stated that he shared the Chairman's views and that
he supported the decisions, as amended.

Mrs. Ploix observed that the staff had proposed that the decisions on
the initial interest rate and on access limits should be takcn separately.
Would there be another meeting of the Board to consider the decisions on
those two issues?

The staff representative from the Legal Department responded that
it was correct that two decisions would have to be taken: one on access
limits under the Instrument and one on the interest rate under the Instru-
ment. With regard to access limits and the 0.5 percent interest rate, it
was important to know the exact amount of confirmed commitments. The
decisions should be taken as quickly as possible, elther in another
meeting or on a lapse of time basis.
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Mr. Posthumus, recalling the discussion between Mr. Grosche and
Mr. Munzberg on the need for flexibility with respect to the loan agree-
ments yet. to be concluded, remarked that the Board should be informed
once agreements had been finalized.

The staff representative from the Legal Department commented that
every agreement with an individual lender would be presented for Board
approval. ;

The Chairman made the following concluding remarks:

I would like to offer a few concluding remarks. You have
been most kind in your comments on my efforts in this initiative,
but this has truly been an effort by all of us, and especially
the Executive Board. 1 know the energy you have spent on per—
suading others that this initiative represents the best way for
the Fund to play its proper role in assisting our poorer members.
You have also argued that contributions should be as generous as
possilble, despite the difficult situations of many potential
creditors. During these past few days, 1 have become even more
deeply aware of the constraints facing countries generally. 1
thank you for your strong support in the face of what was under-
standably some initial skepticlsm, particularly regarding the
amounts which we have been seeking; without your help, we would
not have had this meeting today. e - “

. We are now well on our way to fulfilling the mandate we were
given by the heads of state of the largest industrial countries-
and the EEC in Venice and by our own Governors at the Annual
Meetings. I will continue to press until all the necessary
financing is secured to ensure that we can veach our target of a
0.5 percent interest rate on all lending under the enhanced
structural adjustment facllity. For your assistance in bringing
us this far, I am most grateful.

The contributions that so many of you have indicated on
behalf of your authorities are generous indeed. There will be
temptations to make comparisons, but these would be unproductive.
I asked all countries noc to wait for thelr neighbors, but
rather to focus on the needs that were evideant to all and to ask
themselves what they might contribute. Some have responded in
the context of aid efforts that already approach 1 percent of
GNP; some are already beyond this. Others are finding means
beyond their budget to participate in this initiative. Many of
your governments face severe budgetary constraints of their own,
but have nonetheless found ways to help.

These contributions have been impressive. 1 have to mention

especially the generous contribution of the Government of Japan
and the tremendous personal effort of Mr. Yamazaki to help put

it together. I also note the strong desire expressed in the
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Executive Board that all major industrial countries should
eventually find a way to contribute to the Enhanced Structural
Adjustment Facility Trust. I too strongly wish to see this
common hope realized. This initiative will benefit all of us 1if

it is used wisely, and it is to that task that we will now need
to turn our energies.

There 1s no cause for hurried announcements to the press.
I suggest that we wait until the end of the month, possibly
December 29, before issuing a statement to the press. This
statement will not mention the specific contributions of each

country. The text will be made available to Directors before it
is released to the press.

Two 1ssues of substance raised during this meeting deserve
special mention. First, it was reconfirmed that lending to the
Enhanced Structural Adjustment Facility Trust could be considered
as part of a member's official reserves by the Fund. Second, it
was explained that access to the Fund's general resources could
be provided for members that had extended loans to the Trust and
that needed liquidity in an amount not exceeding their claim.
Purchases under these circumstances would be allowed if the
member represented that 1t had a need, because of developments
in its reserves in the sense of Article V, Section 3(b)(ii), and
the Fund agreed that the purchase was justified taking into -—
account the amount of the requested purchase and the existence of
a claim on the Trust. If the liquidity problem can be addressed
on 1ts own, there would be no need for an adjustment program to
solve the balance of payments problem. Moreover, those purchases
.could be given certain characteristics by a decision to be taken
when required. For instance, it could be declded, with respect
to such purchases, to provide for special repurchase periods and
for their exclusion from the definitlon of reserve tranche pur-
chases. Those decisions would need to be adopted by an B5 percent
majority. On the occasions oun which this question was discussed,
I heard no objections by an Executive Director to this approach,
which had been suggested in the staff papers that have been
discussed by the Board.

The Executive Board then adopted the following decisions:

Structural Adjustment Facility - Review; and Enhanced Structural
Ad justment Facility ~ Establishment

1. The Executive Board has reviewed the operation of the
Structural Adjustment Facility within the Special Disbursement
Account, as provided in Decision No. 8241-(86/536) SAF, adopted
March 26, 1986.
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2. (a) The Executive Board decides to establish a Facility to -
be known as the Enhanced Structural Adjustment Facility. Loans
under that Facility shall be provided by-the Enhanced .Structural
Adjustment Facllity Trust, normally in conjunction with loans
under the Structural Adjustment Facility, on concessional terms,
to low-income developing members that qualify for assistance.

(b) The use of resources provided by, the Structural
Ad justment Facility shall be subject to the Regulatioms for the
Administration of the Structural Adjustment Facility, as amended
by Decision No. 8758~ (87/176) SAF, adopted December 18, 1987.

(¢) The use of resources provided by the Enhanced Structural
Ad justment Facility Trust shall be subject to the provisions of the
Enhanced Structural Adjustment Facllity Trust Instrument adopted
by Decision No. 8759-(87/176) ESAF, adopted December 18, 1987.

3. Resources provided by 1enders that agree to support arrange-
ments under the Enhanced Structural Adjustment Facility through
loans to qualifying members shall be used .in_assoclatlon with
loans under the Enhanced Structural Adjustment Facility and in
accordance with the arrangements between the Fund and the lenders.
4. The Fund shall review the operation of the Enhanced Struc-
tural Adjustment Facility, of the Structural Adjustment Facility,
and of the Enhanced Structural Adjustment Facility Trust, not
later than March 31, 1989.
Decision No. 8757-(87/176) SAF/ESAF,
adopted December 18, 1987

Structural Adjustment Facility - Amendment of Regulations for
Administration

1. The following paragraph shall be added to the Regulations
for the Administration of the Structural Adjustment Facllity
annexed to Decision No. 8238-(86/56) SAF:

Paragraph 14

Assistance from the Structural Adjustment Facility,
in conjunction with loans from the Enhanced Structural
Ad justment Facility Trust, under the Enhanced Structural
Adjustument Facility established by Decision No. 8757-(87/176)
SAF/ESAF, adopted December 18, 1987 shall be governed
by these Regulations subject to the following provisions:

(1) The amounts of sdch assistance shall be identi-
fied in any commitment, arrangement, or disbursement
under the Enhanced Structural Adjustment Facility.
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(2) Disbursements under each annual arrangement shall
be made in two installments, the first after approval
of the corresponding annual arrangement, and the second
after

(1) a finding by the Managing Director that the
performance criteria that have been estab-
lished for that disbursement have been met,
and a determination by the Fund that the
mldterm review of the program supported by
the arrangement has been completed to the
satisfaction of the Fund, or

(11) 1if so specified in the annual arrangement, a
finding by the Managing Director that the
performance criteria that have been estab-
lished for that disbursement have been met.

(3) Disbursements shall be made at the same time as the
corresponding disbursements under Trust loans.

(4) 1f, pursuant to subparagraph (2) above, a second
disbursement under an annual arrangement is not made,

the period of the three-year commitment may be extended,
and the corresponding amount may be made availabie
during the extended period, subject to these Regulations.

2. In paragraph 6(2) of the Regulations referred to above, the
terms “to the Fund as Trustee under the Trust Instrument” shall

" be replaced by "to the Fund as Trustee.”

Decision No. 8758—~(87/176) SAF,
adopted December 18, 1987

Enhanced Structural Adjustment Facility Trust - Establishment

1. The Fund adopts the Instrument to Establish the Enhanced
Structural Adjustment Facility Trust that is annexed to this

Decision. 1/ .

2. The Fund is committed, if it appeared that any delay in
payment by the Trust to lenders would be protracted, to consider
fully and in good faith all such initiatives as might be necessary
to assure full and expeditious paymant to lenders.

Decision No. 8759-(87/176) ESAF,
adopted December 18, 1987

7

See Annex.
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Transfer of Resources from Special Disbuisement Account to
Enhanced Structural Adjustment Facility Trust and Retransfer
to Special Disbursement Account

1. The following resources held in, or to be received by, the
Special Disbursement Account shall be transferred. to the Enhanced
Structural Adjustment Facility Trust ("the Trust”™) for its Reserve
Account upon the establishment of the Trust or upon receipt of
these resources by the Special Disbursement Account, whichever

is later: ‘

(1) all income already received or to be received from
the investment of resources available for the
Structural Adjustment Facility within the Special
Disbursement Account;

(i1l) all interest already received or to be received,
including from special charges, on loans under the

Structural Adjustment Facility; CTadn

(iii) all repayments of loans under the Structural
Ad justment Facility; and

(iv) all the resources held in the Special Disbursement
Account that are derived from the termination of the
1976 Trust Fund and that can no longer be used under
the Structural Adjustment Facility;

provided that the above resources shall be retransferred to the
Special Disbursement Account when and to the extent that they
are needed for the reimbursement of the expenses incurred by the
General Resources Account in the administration of the Structural
Adjustment Facility and the Trust, which must be reimbursed in
accordance with paragraph 10 of the Regulations for the Adminis-
tration of the Structural Adjustment Facility and paragraph 3 of
this Decision.

2. Whenever the Trustee determines that amounts in the Reserve
Account of the Trust exceed the amount that may be needed to

cover the total liabilities of the Trust to lenders that are
authorized to be discharged by the Reserve Account, the Trustee
shall retransfer such excess amounts to the Special Disbursement
Account. Upon liquidation of the Trust, all amounts in the
Reserve Account remaining after discharge of liabilities autho-
rized to be discharged by the Reserve Account shall be transferred
to the Special Disbursement Account.

3. The Special Disbursement Account shall relmburse the General
Resources Account annually in respect of the expenses of conduct-
ing the business of the Enhanced Structural Adjustment Facility
Trust.
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4. This Decision replaces Decision No. 8237-(86/56) SAF, adopted
March 26, 1986. -

Decision No. 8760-(87/176), adopted
December 18, 1987

APPROVED: August 5, 1988

JOSEPH W. LANG, JR.
Acting Secretary
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Instrument to Establish the Enharniced Structural
Ad justment Facility Trust

Introductory Section

To help fulfill its purposes, the Intermnational Monetary Fund (here-
inafter called the "Fund") has adopted this Instrument establishing the
Enhanced Structural Adjustment Facility Trust (hereinafter called the
"Trust"), which shall be administered by the Fund as Trustee (hereinafter
called the "Trustee”). The Trust shall be governed by and administered
in accordance with the previsions of this Iastrument.

Sectlion I. General Provisions

Paragraph 1. Purposes

The Trust shall assist in fulfilling the purposes of the Fund by
providing loans on concessional terms (hereinafter called "Trust loansg™)
to low-income developing members that qualify for assistance under this
Instrument, in order to support programs to strengthen substantially and
in a sustainable manner thelr balance of payments positlon and to foster
growth. - S e IR A HEP R S . T

Paragraph 2. Accounts of the Trust
The operations and transactions of the Trust shall be conducted
through a Loan Account, a Reserve Account, and a Subsidy Account. The

resources of the Trust shall be held separately in each Account.

Paragraph 3. Unlt of account

The SDR shall be the unit of account for commitments, loans, and all
other operations and transactions of the Trust, provided that commitments
of resources to the Subsidy Account may be made in currency.

Paragraph 4. Media of payment of contributions and exchange of resources

(a) Resources locned or donated to the Trust shall be received in a
freely usable currency, subject to the provisions of (¢) below, and
provided that resources may be received by the Subsidy Account in other
currency.

{(b) Payments by the Trust to lenders or donors shall be made in
U.S. dollars or such other media as may be agreed between the Trustee and

such lenders or donors.
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(c) Loans or donatioms to the Trust may also be made in or exchanged

for SDRs in accordance with such arrangements as may be made by the Trust
for the holding and use of SDRs.

(d) The Trustee may exchange any of the resources of the Trust,

provided that any balance of a currency held in the Trust may be exchanged
only with the consent of the issuers of such currencies.

Section II. Trust Loans

Paragraph 1. Eligibility and conditions for assistance

(a) Any member eligible for assistance from the Structural Adjustment
Facility shall be eligible for assistance from the Trust.

(b) This assistance shall be committed and provided under the same
conditions and on the same terms as prescribed in paragraph 14 of the
Regulations for the Administration of the Structural Adjustment Facility,
subject to the provisions of this Section.

(c) Before approving a three-yesr arrangement, the Trustee shall be

satisfied that the member is making an effort to strengthen substantially
and in a sustainable manner its balance of payments position.

(d) Commitments under three-year arrangements may be made during
the period from January 1, 1988 to November 30, 1989.

Paragraph 2. Amount of asslstance

(a) An initial maximum limit on access to the resources of the
Trust shall be established by the Trustee, as a proportion of members'
quotas in the Fund, and provision shall be made for a limit up to which
that maximum limit may be exceeded in exceptional circumstances. The
maximum access limit and the exceptional maximum limit shall be subject
to review from time to time by the Trustee iu the light of actual utili-
zation of resources avallable to the Loan Account, and in any event not
later than March 31, 1989. -

(b) To the extent that a member has notified the Trustee that it
does not intend to make use of the resources available from the Trust,
the member shall not be included in the calculations of the access limits
on Trust loans.

(c) The access for each member that qualifies for assistance from
the Trust shall be determined on the basls of an assessment by the Trustee
of the balance of payments need of the member and the strength of its
ad justment program.
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(d) The amount of resources committed to a qualifying member under
a three-year arrangement and the amounts for the second~ and third-year
arrangements shall be reviewed at the time of consideration of each
annual program. The amounts committed to a member shall not be reduced
because of developments in its balance of payments, unless such develop-
ments are substantially more favorable than envisaged at the time of
approval of the three-year arrangement and the improvement for the member
derives in particular from improvements in the external environment.

(e) Any commitment shall be subject to the availability of resources
tc the Trust.

Paragraph 3. Disbursements

(a) Any disbursement shall be subject to the availability of resources
to the Trust. - :

(b) Disbursements shall normally be made on the fifteenth and the
last day of the month, provided that if these days are not business days
of the Trustee, the disbursement shall be made on the preceding business
day. Following a member's qualification for a disbursement, the disburse-
ment shall be made on the first of these value dates for which the neces-
sary notifications and payment lnstructions can be issued by the Trustee.

(c) No disbursement under a three—year commitment to a member shall
be made after the expiration of the period specified in Section III,
paragraph 3.

Paragraph 4. Terms of loans

(a) Interest on the outstanding balance of a Trust loan shall be
charged at the rate of one half of one percent per annum subject to the
provisions cf Section IV, paragrapli 5, and provided that interest at a
rate equal to the rate of interest on the SDR shall be charged on the
amounts of any overdue interest on or overdue repayments of Trust loans.

(b) Trust loans shall be disbursed in a freely usable currency as
decided by the Trustee. They shall be repaid, and interest paid, in
U.S. dollars or other freely usable currency as decided by the Trustee.
The Managing Director is authorized to make arrangements under which, at
the request of a member, SDRs may be used for disbursements to the member
or for payment of interest or repayments of loans by the member to the
Trust.

(c) Paragraph 7(3) of the Regulations for the Administration of the
Structural Adjustment Facility shall rot apply to Trust loans.
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Paragraph 5. Modifications

Any modification of these provisions will affect only loans made
afrer the effective date of the modification, provided that a modifi-

cation of the interest rate shall apply to interest accruing after the
effective date of the modification.

Section III. Borrowing for the Loan Account

Paragraph 1. Resources

The rescurces held in the Loan Account shall consist of:
(a) the proceeds of loauns made to the Trust for that Account; and

(b) payments of principal and interest on Trust loans, subject to
the provisions of Sectlon V, paragraph 3.

Paragraph 2. Borrowing authority

The Trustee may borrow resources for the Loan Account on such terms
and conditions as may be agreed between the Trustee and the respective
lenders subject to the provisions of this Instrument.

Paragraph 3. Commitments

Commitments of loans to the Trust for the Loan Account shall extend
through June 30, 1992. The commitment period with respect to a loan to

the Trust may be extended by mutual agreement between the Trustee and the
lender.

Paragraph 4. Drawings on loan commitments

(a) Drawings on the commitments of individual lenders over time
shall be made s0 as to maintain broad proportionality of these drawings
relative to comnitments.

(b) Calls on a lender's commitment shall be suspended temporarily
i1f, at any time prior to December 31, 1991, the lender represents to the
Trustee that 1t has a liquidity need for such suspension and the Trustee,
having given this representation the overwhelming benefit of any doubt,
agrees. The suspension shall not exceed three months, provided that it
may be extended for further periods of three months by agreement between
the lender and the Trustee. No extension shall be agreed which, in the
judgment of the Trustee, would prevent drawing of the full amount of the
lender's commitment.

(¢) Following any suspension of calls with respect to the commit-
ment of a lender, calls will be made on that commitment thereafter so as
to restore proportionality of calls on all lenders as soon as practicable.
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Paragraph 5. Payments to lenders -

(2) The Trust shall make payments of principal and interest on its
borrowing {:r the Loan Account from the payments into that Account of
principal and 1aterest made by borrowers under Trust loans. Payments of
the authorized subsidy shall be made from the Subsidy Account in accor-
dance with Section IV of this Instrument, and, as required, payments
shall be made from the Reserve Account 1n accordance with Section V of
this Instrument.

(b) The Trust shall pay interest on. outstanding borrowing for Trust
loans promptly after June 30 and December 31 of each year, unless the
particular modalities of a loan to the Trust make 1t necesgsary for the
Trustee to agree with the lender on interest payments at other times.

Section IV. Subsidy Account

Paragraph 1. Resources

The regsources held in the Subsidy Account shall consist of
(a) the proceeds of donatiouns made to the Trust for that Account;
(b) the proceeds of 1oans made to the Trust for that Account and

(¢c) net earnings from 1nvestment of donated or borrowed resources
held in that Account ‘ R : E

_Paragraph 2. Donations

The Trustee may accept donations of resources for the Subsidy Account
on such terms and conditions as may be agreed between the Trustee and the

respective domors, subject to the provisions of this Instrument. To the
extent pessible, annual contributions should be made before May 30 of

each year.

Paragraph 3. Borrowing

The Trustee may, in exceptional circumstances, borrow resources for
the Subsidy Account from official lenders on such terms and conditions as
may be agreed between the Trustee and the lenders; in order

(a) to prefinance an amount that 1s firmly committed to be
donated to the Trust for the Subsidy Account; repayment
of principal and any payments of interest on such
borrowing shall be contingent upon the receipt by the
Subsidy Account of the Trust of the donation that has

been prefinanced;
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(b) that the Subsidy Account may benefit from net investment
earnings on the proceeds of a loan extended at a conces-
sional interest rate; repayment of principal and any payment
of interest on such borrowing shall be made exclusively
from the proceeds of liquidation of the investment and the
earnings thereon.

Paragraph 4. Authorized subsidy

The Trustee shall draw upon the resources available in the Subsidy
Account to pay the difference, with respect to each interest period,

between the interest due by the borrowers and the interest due on resources
borrowed for Trust loans.

Paragraph 5. Calculation of subsidy

(a) The amount of the subsidy shall be determined by the Trustee in
the light of (i) the objective of ensuring that the Enhanced Structural
Adjustment Facility is a highly concessional facility and, to the extent
possible, of reducing the rate of interest charged on Trust loans to
0.5 percent, (1i) the rate of interest on resources available to the Loan
Account, and (iii) the availability and prospective availability of
resources to the Subsidy Account.

{b) The Trustee shall keep the operation of the Subsidy Account
under review. If at any tlme it determines that resources available or
committed are likely to be insufficient to reduce the rate of Interest omn
Trust loans to 0.5 percent throughout the operation of the Trust, the
Trustee shall seek such additional resources as may be necessary to
achieve this objective. i

(c) Should adequate additional resources not be forthcoming to
reduce the rate on Trust loans to 0.5 percent, the Trustee shall recal-
culate the subsidy with a view to reducing that interest rate to the
lowest feasible rate that could be applied throughout the remaining life
of the Trust. The rate of interest charged on all outstanding loans by
the Trust shall be adjusted accordingly in the succeeding interest periods.
Borrowers shall be notified promptly of such adjustments. Further recal-
culations and adjustments shall be made in subsequent interest periods,
as necessary 1in light of developments with respect to the rate of interest
on resources available to the Loan Account and to the availability of
resources to the Subsidy Account.

(d) 1f the interest due to lenders for an interest period has
exceeded the interest due by borrowers together with the authorized sub-
sidy under paragraph 4 of this Section for that period, and payment to
lenders of that difference -1s been made from the Reserve Account in accor-
dance with Section V, paragraph 2, an amount equivalent to that difference
shall be added to the interest due by borrowers for the succeeding interest
period. Payment of that amount shall be made to the Reserve Account in
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accordance with Section V, paragraph 3. The additional interest due

shall not be taken into account in the- calculation of the authorized
subsidy for that same interest period. o i

Paragraph 6. Termination arrangements

Upon complétion of the subsidy operation. authorized by this Instru-
ment, the Fund shall wind up the affairs' of the Subsidy Account. Any
resources remalning in the  Subsldy Account shall be used first to-reduce
to the fullest extent possible, in accordance with this -Instrument, to-
0.5 percent the Iinterest rate paid by borrowers, by means of payments to
borrowers. Any resources remaining after that subsidization shall be
distributed to donors and lenders that have contributed to the subsidy
operation, in proportion to their contributions. *For the purposes of
this distribution, account will be taken of donations, the net-earnings
from investment: of the proceeds:of concessional loans extended to the-
Subsidy Account under paragraph 3(b) above, and the subsidy element of
concessional loans extended to the Trust under Section III; the subsidy
element associated with such loans shall be calculated as the difference,
if pnsitive, between the SDR rate of interest and the interest on such
loans, applied to the amount of the loans during the period they were
outstanding. Coaa T i , . : ;

Section V. Reserve Account

Paragraph 1. Resources

The resources held in the Reserve Account shall consist of:

(a) transfers by the Fund from the Special Disbursement
Account in accordamnce with Decision No. 8760-(87/176),
adopted December 18, 1987;

(b) net earnings from investment of resources held in the
Reserve Account;

(¢) net earnings from investment of any resources held in the
Loan Account pending the use of these resources in
operations; and

(d) payments of overdue principal or interest or interest
thereon under Trust loans, and payments of interest under
Trust loans to the extent that payment has been made to a
lender from the Reserve Account.

Paragraph 2. Use of resources

The resources held in the Reserve Account shall be used by the
Trustee to make payments of principal and interest on its borrowing for

Trust loans, to the extent that the amounts available frow receipts of
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repayments and interest from borrowers under Trust loans, together with
the authorized subsidy under Section IV, paragraph 4, are insufficient
to cover the paymente to lenders as they become due and payable.

Paragraph 3. Payments to the Reserve Account

Any payments of overdue principal or interest or interest therecn
under Trust loans, and any payment of interest under Trust loans to the
extent that payment has been made to a lender from the Reserve Account,
shall be made to the Reserve Account.

Paragraph 4. Review of resources

If resources in the Reserve Account are, or are determined by the
Trustee likely to become, insufficient toc meet the obligations of the

Trust that may be discharged from the Reserve Account as they become due
and payable, the Trustee shall review the situation in a timely manner.

Paragraph 5. Reduction of resources and liquidation

(a) - Whenever the Trustee determines that amounts in the Reserve
Account of the Trust exceed the amount that may be needed to cover the
total liabilities of the Trust to lenders that are authorized to be
discharged by the Reserve Account, the Trustee shall retransfer such
axcess amounte to the Fund's Special Disbursement Account.

(b) Upon liquidation of the Trust, all amounts in the Reserve
Account remaining after discharge of liabilities authorized to be die-
charged by the Reserve Account shall be transferred to the Special
Disbursement Account.

Section VI. Transfer of Claims

Paragraph 1. Transfers by lenders

(a) Any lender shall have the right to transfer at any time all or
part of any claim to any member of the Fund, to the central bank or other
fiscal agency designated by any member for purposes of Article V, Sec-
tion 1 ("other fiscal agency”), or to any official entity that has been
prescribed as a holder of SDRs pursuant to Article XVII, Section 3 of the
Fund's Articles of Agreement.

{b) The transferee shall, as a condition of the transfer, notify
the Trustee prior to the transfer that it accepts all the obligations of
the transferor relating to the transferred clalm with respect to renewal
and new drawings, and shall acquire all the rights of the transferor with
respect to repayment of and interest on the transferred claim.
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Paragraph 2. Transfers among electing lenders

(a) Any lender to the Loan Account (“electing lenders”) may inform
the Trustee that it stands ready, upon request by the Trustee, to purchase
claims on the Trust from any other electing lender, provided that the
holdings of claims so acquired shall at no time exceed the amount commu-
nicated to the Trustee and subject to the other provisions of this Section.
A list of electing lenders and the amounts communicated by them shall be
established separately by the Trustee. This list may be extended and the
amounts therein increased in accordance with communications received
subsequently.

(b) An electing lender shall have the right to tramnsfer temporarily
to other electing lenders part or all of any claim arising from its loans
to the Trust under Section III, if the electing lender represents to the
Trustee that it has a liquidity need to make such transfer and the Trustee,
having given this representation the overwhelming benefit of any doubt,
agrees. : :

(¢c) The Trustee shall allocate each transfer by an electing lender
under this provision to all other electing lenders in proportion to the
amounts by which the respective maximum holdings listed in the attachment
exceed actual holdings of claims acquired under this provision; provided,
however, that no allocation shall be made to an electing lender if it
represents to the Trustee that it has a liquidity need for exclusion from
an allocation and the Trustee agrees, in which case allocations to the
remaining electing lenders shall be adjusted accordingly.

(4) The purchaser of any claim transferred under this provision
‘shall assume, as a condition of the transfer, any obligation of the
transferor, relating to the transferred claim, with respect to the renewal
of drawings on loans to the Trust and to new drawings on loans in the
event a renewal, having been requested, is not agreed by the transferor.

(e) Transfers of clalms under this provision shall be made in
exchange for freely usable currency and shall be reversed in the same
media within three months, provided that such transfers may be renewed,
by agreement between the transferor and the Trustee, for further periods
of three months up to a total of one year. Notwithstanding the above,
the transferor shall reverse a transfer under thils provision not later
than the date on which the transferred claim is due to be repaid by the
Trust.

(£} Interest on clalms transferred under this Section shall be paid
by the Trust to the transferor in accordance with the provisions of the
transferor's lending agreement with the Trust. The transferor shall pay
interest to the transferee(s) on the amount transferred, so long as the
transfer remalns outstanding, at a daily rate equal to that set out in
Rule T-1 of the Fund's Rules and Regulations; such interest shall be
payable three months after the date of a tramnsfer or of its renewal, or
on the date the transfer is reversed, whichever is earlier.
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Section VII. Administration of the Trust

Paragraph 1. Trustee

(a) The Trust shall be administered by the Fund as Trustee. Deci-
slons and other actions taken by the Fund as Trustee shall be identified
as taken in that capacity.

(b) Subject to the provisions of this Instrument, the Fund in
administering the Trust shall apply the same rules as apply to the opera-
tion of the General Resources Account of the Fund.

{c) The Trustee, acting through its Managing Director, 1s authorized:

(1) to make all arrangements, including establishment
of accounts in the name of the Intermational
Monetary Fund, which shall be accounts of the Fund
as Trustee, with such depositories of the Fund as
the Trustee deems necessary; and

(1i) to take all other administrative measures that the
- Trustee deems necessary to implement the provisions

of this Instrument.

Paragraph 2. Separation of assets and accounts, audit and reports

(a) The resources of the Trust shall be kept separate from the
property and assets of all other accounts of the Fund, including other
administered accounts, and shall be used only for the purposes of the
Trust in accordance with this Instrument.

{b) The property and assets held in the other accounts of the Fund
shall not be used to discharge liabilities or to meet losses arising out
of the administration of the Trust. The resources of the Trust shall not
be used to discharge liabilities or to meet losses arising out of the
administration of the other accounts of the Fund.

(¢) The Fund shall maintain separate financial records and prepare
separate financial statements for the Trust.

(d) The audit committee selected under Section 20 of the Fund's
By-Laws shall audit the financial transactions and records of the Trust.
The audit shall relate to the financial year of the Fund.

(e) The Fund shall report on the resources and operations of
the Trust in the Annual Report of the Executive Board to the Board of
Governors and shall include in that Annual Report the report of the
audit committee on the Trust.
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Paragraph 3. Investment of resources

(a) Any balances held by the Trust and not immediately needed in
operations shall be invested.

(b) Investments may be made in any of the following: (i) marketable
obligations issued by an international financial organization and denomi-
nated in SDRs or in the curreu:y of a member of the Fund; (ii) marketable
obligations issued by a member or by a national official financial. insci-
tution of a member and denominated in SDRs or in the currency of that
member; and (i1ii) deposits with a commercial bank, a national official
financial {nstitution of a member, or an intermational financial institu-
tion that are denominated in SDRs or in the currency of a member. Invest-—
ment which does not involve an exchange of currency shall be made only
after consultation with the member whose currency is to be used, or, when

an exchange of currencies is involved, with the consent of the issuers of
such currenciles.

Section VIII. Period of Operation and Liquidation

Paragraph 1. Period of operation

The Trust established by this Instrument shall remain in effect for
as long as 1s necessary, in the judgment of the Fund, to conduct and to
wind up the business of the Trust.

Paragraph 2. Liquidation of the Trust

{a) Termination and liquidation of the Subsidy Account shall be
made in accordance with the provisions of Section IV, Paragraph 6.

(b) All other resources, if any, shall be used to discharge any
liabilities of the Trust, cther than those incurred under Section IV, and

any remainder shall be transferred to the Special Disbursement Account of
the Fund.

Section IX. Amendment of the Instrument

The Fund may amend the provisions cf the Instrument, except this
Section and Section I, paragraphs 1 and 2; Section III, paragraphs 4 and 5;
Section IV, paragraphs 4 and 6; Section V; Section VI; Section VII,
paragraph 2(a) and (b); Section VIII, paragraph 2(b).



