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1. MONITORING OF STRUCTURAL ADJUSTMENT I N  FUND-SUPPORTEP 
ADJUSTMENT PROGRAMS 

The Execu t ive  D i r e c t o r s  con t inued  t h e i r  d i s c u s s i o n  on a s t a f f  pape r  
on t h e  mon i to r ing  of s t r u c t u r a l  ad jus tmen t  i n  Fund-supported adjustment  
programs (ESS/87/240, 11/20/87; and Cor.  1, 12 /28 /87) .  They a l s o  had 
b e f o r e  them a paper  c o n t a i n i n g  backgrout 
s t r u c t u r a l  ad jus tmen t  i n  Fund-supporte, ad jus tmen t  programs (EBS/87/254, 
1 2 / 3 / 8 7 ) ,  and a depa r tmen ta l  memorandum O n  approaches  t o  t r a d e  l i b e r a l i -  
z a t i o n  i n  deve lop ing  c o u n t r i e s  (DK/87/4, 12 /3 /87 ) .  

material on monitor ing of 

Mr. Nima ta l l ah  s a i d  t h a t  s t r u c t u y a l  ad jus tmen t  was a medium-term 
p rocess  t h a t  appeared necessa ry ,  i n  many cases, f o r  b o t h  ba l ance  of pay- 
ments v i a b i l i t y  and s u s t a i n e d  growth. The i s s u e s  t h a t  had been r a i s e d  by 
s t r u c t u r a l  ad jus tmen t - - in t e r  a l i a ,  whether i t  was w i t h i n  t h e  manZ.a+e of 
t h e  Fund, i t s  sequencing,  mon i to r ing ,  and t h e  r o l e  of t h e  World Bank-- 
were i n c r e a s i n g l y  important  f o r  t h e  Fund, which was about  t o  launch t b e  
enhanced s t r u c t u r a l  adjustment  f a c i l i t y .  

H e  agreed w i t h  most of t h e  p o i n t s  r a i s e d  i n  t h e  s t a f f  p a p e r ,  
Mr. Nimatal lah remarked. However, he wished t o  emphasize t h e  importance 
of  t h e  case-by-case approach; t h e  Fund had much t o  l e a r n  about s t r u c t u r a l  
a d j w t m e n t ,  w h i l e  the World Bank had vast experience wi th  i t .  The Fund 
should t h e r e f o r e  draw on t h a t  expe r i ence  by enhancing i t s  c o l l a b o r a t i o n  
w i t h  t h e  Bank. 
s p h e r e s  of competence of t h e  two o r g a n i z a t i o n s  met, and where genuine 
c o o p e r a t i o n  was e s s e n t i a l  i n  pu r su ing  t h e  b e s t  i n t e r e s t s  of t h e  membership. 
Thus, c o o p e r a t i o n  w a s  no longe r  a matter of choice-- i t  was a n e c e s s i t y .  
The managements and s t a f f s  of t h e  two o r g a n i z a t i o n s  would have t o  f i n d  
f u r t h e r  s p e c i f i c  s t e p s  t o  t ake  for more e f f e c t i v e  c o l l a b o r a t i o n .  

S t r u c t u r a l  adjustment  was t h e  v e r y  area i n  which t h e  

Pragmatism and f l e x i b i l i t y  would be needed i n  t h e  des ign  and imple- 
men ta t ion  of s t r u c t u r a l  adjustment  measures t o  e n s u r e  t h a t  t h e  member's 
s o c i a l  and p o l i t i c a l  o b j e c t i v e s  were n o t  j e o p a r d i z e d ,  M r .  Nimatal lah 
no ted .  It was e s s e n t i a l  not t o  be ove rambi t ious  i n  des ign ing  a struc- 
t u r a l  adjustmeGt program: more t i m e  w a s  needed f o r  t h e  implementation of 
programs, and wide-ranging s t r u c t u r a l  reforms might  o v e r t a x  a s m a l l  
member's l i m i t e d  a d m i n i s t r a t i v e  c a p a c i t y .  

M r .  Demaestri made t h e  fo l lowing  s t a t e m e n t :  

I p a r t l y  s h a r e  t h e  s k e p t t c a l  view expres sed  by s e v e r a l  
D i r e c t o r s  on t h e  implementation of s t r u c t u r a l  adjustment  i n  
Fund-supported programs. However, t h e  r o l e  of s t r u c t u r a l  reforms 
i n  growth-adjustment programs must be emphasj.ze..i; r e l i a n c e  an  
nacroeconomic p o l i c i e s  based s o l e l y  on demand-management a d j u s t -  
ment i s  R O ~  s u f f i c i e n t .  S t r u c t u r a l  r e f o r m s - - p a r t i c u l a r l y  reforms 
aimed a t  enhancing t h e  e f f i c i e n c y  of r e s o u r c e  a l l o c a t i o n  and a t  
f a c i l i t a t i n g  t h e  growth of a g g r e g a t e  supply--are also impor t an t .  
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The inclusion of both macroeconomic and structural adjust- 
ment polic.ies in economic programs is frequently necessary; they 
are interconnected and should be implemented together. 
tural reforms increase the effectiveness and durability of 
macroeconomic adjustment; similarly, the implementation of 
structural reforms in a nonsatisfactory macroeconomic environment 
has little chance of success. 

Struc- 

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 i s  no explicit opinion 
expressed as to whether introducing or complementing adjustment 
programs with struczural reforms will require further monitoring 
and further condi t iouality. 

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 
solving the real problems of several borrower countries. The 
kind of measures needed combine demand mqnagement and structural 
reforms. The latter are aimed at establishing an adequate 
environment, inducing a better response to incentives for export- 
ing, saving and investment, and facilitating structural change6 
.that promote a sustained 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. A s  economic 
structures and problems differ among developing countries, I 
support the case-by-case approach. Moreover, the scope of struc- 
tural reforms should be 60 comp!!ete that it embraces most of the 
problems experienced by borrower countries, not just those prob- 
lems in attaining external viability. Reforms aimed directly at 
increasFng 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 specjal interest 
groups and t o  embark 6n legislative and administrative changes. In 
consequence, structural reforms have certain special characteristics, 
including, inter a l i a ,  uncertainty about their effects, and consider- 
able lags before these effects are completely felt--as the staff  
paper  on  issues in the design of growth exercises pointed out .  

Quantitative estimates of the effects of Structural reforms 
a r e  very imprecise, sometimes because of the difficulty involved 
in measuring certain variables, or because the estimates are 
subject t o  a wide margfn of e r r o r .  The lags, due to the longer 
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t i m e  needed t o  implement t h e  r e q u i r e d  changes,  can  be d i s t i n -  
guished from t h o s e  l a g s  r e l a t e d  t o  d e l a y s  between t h e  implementa- 
t i o n  of p o l i c i e s  and t h e  t i m e  when t h e i r  e f f e c t s  are f d l y  f e l t .  
Lags 2 r e  i n  some cases t o o  long and may r e s u l t  from a n  i n i t i a l  
l a c k  of program c r e d i b i l i t y ,  p a r t i c u l a r l y  a d v e r s e  e x p e c t a t i o n s  
abou t  t h e  d u r a b i l i t y  of s t r u c t u r a l  p o l i c i e s .  Given t h e s e  l a g s ,  
q u i c k  implementat ion of t h e  whole program i s  most a p p r o p r i a t e ,  
as  t h a t  would h e l p  t o  reverse urifavorable e x p e c t a t i o n s .  Thus, 
t h e  d i f f i c u l t i e n  i n h e r e n t  i n  s t r u c t u r a l  r e fo rms  are g r e a t e r  t h a n  
t h o s e  a s s o c i a t e d  w i t h  macroeconomic p o l i c i e s .  

The c o s t s  r e l a t e d  t o  t h e  implementat ion of s t r u c t u r a l  
reforms are  so impor t an t  t h a t  c o u n t r i e s  are f r e q u e n t l y  unable  t o  
implement t h e s e  r e fo rms  wi thou t  a p p r o p r i a t e  f i n a n c i n g .  The sup- 
p o r t i v e  r o l e  of e x t e r n a l  f i n a n c i n g ,  e s p e c i a l l y  from m u l t i l a t e r a l  
o r g a n i z a t i o n s  such as t h e  Fund, i -  e s s e n t i a l  i n  Pmplementing 
s t r u c t u r a l  reforms and i n  o b t a i n i n g  s u c c e s s f u l  growth-oriented 
ad jus tmen t .  

Appropr i a t e  e x t e r n a l  f i n a n c i n g  i n c l u d e s  t h e  a v a i l a b i l i t y  of 
l a r g e r  amounts oC c r e d i t  w i t h  longe r  m a t u r i t y  p e r i o d s .  That 
f i n a n c i n g  i s  needed because of t h e  i n i t i a l l y  un favorab le  d i s -  
e q u i l i b r i u m  between t h e  b e n e f i t s  and t h e  c o s t s  of s t r u c t u r a l  
r e fo rms ,  t o  p rov ide  a p r o t e c t i v e  cush ion  a g a i n s t  s p e c u l a t i v e  
p r e s s u r e s  wh i l e  t h e  a u t h o r i t i e s  demonstrate  t h e  e x t e n t  and 
v i a b i l i t y  of t h e i r  o b j e c t i v e s ,  and t o  h e l p  t o  s u s t a i n  imports  
and inves tmen t  d u r i n g  t h e  pe r iod  i n  wbich s t r u c t u r a l  reforms are 
i n  p l a c e ,  b u t  b e f o r e  t h e  p o s i t i v e  outcomes have been completely 
ach ieved .  The l o n g e r  m a t u r i t y  pe r iods  of t h e  s t r u c t u r a l  reforms 
shou ld  t h e r e f o r e  be a s s o c i a t e d  w i t h  a l o n g e r  m a t u r i t y  p e r i o d  f o r  
f i n a n c i n g .  Thus, in Fund-supported programs i n c l u d i n g  s t r u c t u r a l  
a d j u s t m e n t ,  t h e  amount of f i n a n c i n g  a v a i l a b l e  t o  borrower coun- 
t r ies  shou ld  be i n c r e a s e d ,  t h e  disbursements  should be t i e d  
p a r t l y  t o  macroeconomic measures and p a r t l y  t o  s t r u c t u r a l  reforms,  
and l o n g e r  m a t u r i t y  p e r i o d s  should be c o n s i d e r e d  f o r  t h e  f inanc -  
i n g  r e l a t e d  t o  s t r u c t u r a l  reforms. 

A primary f u n c t i o n  of monitor ing should be t o  f a c i l i t a t e  
e f f e c t i v e  p o l i c y  j.mplemectatioa and t o  a s s u r e  members and t h e  
Fund of t h e  c i r cums tances  under which a Fund-supported program 
can  be cons ide red  on track.. 

A s  I suppor t  t h e  p a r t i t i o n  of d i sbu r semen t s  between s t r u c -  
t u r a l  and uacroeconomic a d j u s t m e n t s ,  r e s p e c t i v e l y ,  t h e  monitor ing 
t e c h n i q u e s  t o  be a p p l i e d  should be d i f f e r e n t  in each c a s e .  To 
monitor  s t r u c t u r a l  ad jus tmen t ,  t h e  s t a f f  p a p e r  proposes r e l i a n c e  
on p o l i c y  i n s t r u m e n t s  and i n t e r m e d i a t e  t a r g e t s  ernphasizifig t h e  
u t i l i z a t i o n  of p r i o r  a c t i o n s ,  performance c r i t e r i a ,  and reviews.  
Given t h e  c h a r a c t e r i s t i c s  of s t r u c t u r a l  r e fo rms- -pa r t i cu la r ly  
t h e  u ~ ~ : : ~ . = ~ i n t y  of t h e i r  q u a n t i t a t i v e  e f f e c t s  and the presence o f  
l a s s - - m o n i t o r i n g  of programs should be managed f l e x i b l y ,  t a k i n g  
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in,to account individual country circumstances and considering 
intervals longer than those used in demand-management programs. 
The use of performance criteria is not advisable; I prefer the 
use of benchmarks--such as those used in the context of the 
structural adjcstment facility--which explicitly consider the 
existence of margins. 

Annual reviews of multiyear arrangements might complement 
benchmarks in inonitoring 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. In 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 IV consultations * 

, "  

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 i n c l u s i o n  of struc- 
tural reforms in Fund-supported adjustment programs raises 
questions about the division of responsibilities and the need 
f o r  cooperation between the two institutions. 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 no t  damage their relations with member countries. The 
avoidance of cross-conditionality is therefore essential. 

The Director of the Exchange and Trade Relations Department said that 
the staff had sought: t o  rely on the World Bank for the design of stxctural 
reform measures in arzas ou'iside the fiscal, financial, and exchange rate 
areas, subject t o  three caveats. FIrst, there were areas--trade being 
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t h e  most obvious--where t h e  r e s p o n s i b i l i t i e s  of t h e  two i n s t i t u t i o n s  
c l e a r l y  overlapped.  The re fo re ,  b o t h  had an involvement ,  and care would 
always be needed t o  s o r t  o u t  p r i o r i t i e s  between them. Second, i n  some 
a r e a s  overlapped t h e  j u r i s d i c t i o n s  of b o t h  i n s t i t u t i o n s  overlapped:  
i n s t a n c e ,  t h e  e f f e c t  of a g r i c u l t u r a l  s u b s i d i e s  on income d i s t r i b u t i o n  was 
c l e a r l y  w i t h i n  t h e  competence of t h e  World Bank, while t h e  e f f e c t  of 
a g r i c u l t u r a l  s u b s i d i e s  on p u b l i c  s e c t o r  f i n a n c e s  was c l e a r l y  w i t h i n  t h e  
competence of t h e  Fund. Such i s s u e s  would have t o  be d i v i d e d  a c c o r d i n g  
t o  t h e  p a r t i c u l a r  problem being cons ide red .  T h i r d ,  t h e r e  were a number 
of member c o u n t r i e s  where t h e  World Bank's involvement was not  p a r t i c -  
u l a r l y  heavy, and where t h e  Fund might be c a l l e d  upon t o  p rov ide  a stand-by 
arrangement  o r  use of Fund r e6ources  t h a t  might--in some cases--involve 
q u e s t i o n s  touching on s t r u c t u r a l  ad jus tmen t .  Thus, t h e r e  seemed t o  be 
p r a c t i c a l  1 imi t a tFons  on t h e  clear d e l i n e a t i o n  of r e s p o n s i b i l i t i e s  between 
t h e  two i n s t i t u t i o n s .  Some areas of o v e r l a p  were i n e v i t a b l e ,  and had t o  
be accep ted .  

for 

The s t a f f  r e p r e s e n t a t i v e  from t h e  Exchange and Trade R e l a t i o n s  
Department s a i d  t h a t  program mcrlitoking w a s  t h e  s u b j e c t  of ongoing work, 
p a r t i c u l a r l y  a t  t h e  p r e s e n t  t i m e  when f u r t h e r  pape r s  were being p repa red  
on t h e  extended Fund f a c i l i t y  and on t h e  review of c o n d i t i o n a l i t y .  Some 
of t h e  a p e c i f i c  sugges t ions  t h a r  D i r e c t o r s  had made about  ways i n  which 
program monitor ing could be made more e f f e c t i v e  were being looked a t ,  
such  as t h e  r o l e  of r e v i s e d  i n t e r m e d i a t e  i n d i c a t o r s ,  and t h e r e  were a l s o  
t h e  p r o p o s a l s  a l r e a d y  made by t h e  Group of Twenty-Four and S e c r e t a r y  Baker. 
Some of t h e  p o i n t s  could p r o f i t a b l y  be d i s c u s s e d  b i l a t e r a l l y  w i t h  
D i r e c t o r s ,  perhaps f o r  c l a r i f i c a t i o n  o r  p r e s e n t a t i o n  i n  for thcoming 
p a p e r s .  

The Chairman made t h e  fo l lowing  summing up: 

This has  been a n  i n t e r e s t i n g  and impor , an t  i s c u s s i o n  t h a t  
hcs addressed both t h e  broad p o l i c y  i s s u e  of t h e  r o l e  of the  
T:'und i n  promoting and mon i to r ing  s t r u c t u r a l  reform and t h e  more 
t e c h n i c a l  q u e s t i o n  of t h e  s u i t a b i l i t y  of a l t e r n a t i v e  t e c h n i q u e s  
f o r  m0nitorir.g s t r u c t u r a l  ad jus tmen t .  It has e f f e c t i v e l y  comple- 
mented our  d i s c u s s i o n  ea r l i e r  t h i s  week on i s s u e s  i n  t h e  d e s i g n  
of growth e x e r c j  ses. 

D i r e c t o r s  were i n  broad agreement t h a t  s t ruc t~ i i r*e l  reform 
could p l a y  a c r i t i c a l  r o l e  i n  e x t e r n a l  adjustment  and i n  l a y i n g  
t h e  b a s i s  f o r  t h e  d u r a b l e  growth t h a t  was needed € o r  a d j u s t -  
ment t o  be s u s t a i n e d .  Indeed,  t h e  need f o r  s t r u c t u r a l  reforms 
shou ld  be i d e n t i f i e d  e a r l y ,  and f o r  a11 members, and t h e  a n n u a l  
Article I V  c o n s u l t a t i o n s  cou ld  p l ay  an impor t an t  r o l e  i n  t h a t  
respect--a po in t  which D i r e c t o r s  had made on numerous p rev ious  
occas ions .  A t  t h e  ~ a m e  t i m e ,  i t  was s t r e s s e d  t h a t  s t r u c t u r a l .  
reform i n  Fund-supported ad jus tmen t  programs should not  be a t  
t h e  expense of adequate  macroeconomic ad jus tmen t .  I n  my view,  
t h a t  goes without  s ay ing .  Demand management and s t r u c t u r a l  
adjustment  were t o  be viewed a s  complements, n o t  s u b s t i t u t e s .  
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But it also was noted that the impact of comprehensive policies 
must not be reduced by structural rigidities or the restrictive 
policies of trading partners. Some Directors also stressed 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 
slways 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 anf? arrangements under the 
structural adjustment facility and the enhanced structural 
adjustment facility. However, difficulties were foreseen by 
8ome 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 zbout the weight to be attached to particular 
types of reform.. _ _  

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 external 
sector. In that regard, some Directors also noted that liberali- 
zation of the trade systeui ought to be given primary attentioa. 
Despite those differences in emphasis, however, there was agree- 
ment that the structural areas to be bddressed in adjustment 
programs must be determined on a case-by-case basis in the light 
of country circumstances, particularly the magnitude of thz 
di6tortions involved. An important consideration 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 ,emand management when 
mote promising avenues were available* 

On the question of the approach to be adopted in dealing 

It was noted that 
with specific structural problems, Directors felt that that too 
should be decided on a case-by-case basis. 
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 advocatirlg measures that could 
lead to adverse domestic repercussions and could thus defeat the 
very purpose of t h e  measures.. In that connection, a number of 
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D i r e c t o r s  also noted t h a t  C u l l  l i b e r a l i z a t i o n  might no t  a l w a y s  
be a p p r o p r i a t e ,  p a r t i c u l a r l y  where importance was a t t a c h e d  by 
c o u n t r i e s  t o  t h e  r o l e  of the p u b l i c  sector.  Nonetheless ,  a 
s h i f  r from " d i s c r e t i o n "  t o  " r u i e s "  cou ld  enhance t h e  e f f i c i e n c y  
and q u a l i t y  of p o l i c y  i n t e r v e n t i o n  i n  such  areas as admin i s t e red  
p r i c e s .  'Lne sequencing of s t r u c t u r a l  reforms and t h e  coordina- 
t i o n  of r e fo rm implementat ion w i t h  demand management a l s o  had t o  
be gauged c a r e f u l l y ,  and D i r e c t o r s  c a l l e d  f o r  f u r t h e r  work t o  be 
unde r t aken  on t h o s e  impor t an t  and complex i s s u e s .  

On t h e  i s s u e  of t h e  t e c h n i q u e s  a v a i l a b l e  f o r  monitor ing 
s t r u c t u r a l  reform,  many D i r e c t o r s  emphasized t h e  importance of 
s t r u c t u r a l  p r i o r  a c t i o n s ,  p a r t i c u l a r l y  when t h e r e  was a s i g n i f t -  
c a n t  l a g  between implementat ion of a r e fo rm and the t i m e  when 
i t s  e f f e c t s  took hold.  It was s t r e s s e d  t h a t  a bold s t a r t  t o  a 
program of reform i n c r e a s e d  t h e  l i k e l i h o o d  of s u c c e s s f u l  growth- 
o r i e n t e d  ad jus tmen t .  Other D i r e c t o r s ,  however, were concerned 
about  e x c e s s i v e  use of s t r u c t u r a l  p r i o r  a c t i o n s .  They emphasized 
t h e  need f o r  c a r e f u l  a t t e n t i o n  t o  t iming  and phas ing ,  warning 
t h a t  ove rambi t ious  a c t i o n  cou ld  l e a d  t o  p o l i t i c a l  d i f f i c u l t i e s  
and a consequent  breakdown of t h e  ad jus tmen t  e f f o r t .  

Scope was seen  by a number of  D i r e c t o r s  f o r  t h e  use  of per-  
formance c r i t e r i a  t o  monitor  implementat ion of s t r u c t u r a l  r e f o m  
in cases i n  which t i m e t a b l e s  f o r  t a k i n g  w e l l - s p e c i f i e d  a c t i o n s  
c o u l d  be e s t a b l i s h e d ,  a l t h o u g h  t h e  p o t e n t i a l  f o r  avplying pertor: 
mance c r i t e r i a  t o  q u a n t i t a t i v e  s t r u c t u r a l  i n d i c a t o r s  w a s  thought  
by most D i r e c t o r s  t o  be r a t h e r  l i m i t e d .  The p r o l i f e r a t i o n  of 
performance c r i t e r i a  should be  avoided.  A t  t h e  same t i m e ,  t h e  
need f o r  f l e x i b i l i t y  i n  t h e  t i m i n g  of many reform measures and 
d i f f i c u l t i e s  i n  s p e c i f y i n g  p r e c i s e l y  t h e  measures t o  be t a k e n  
sugges t ed  t h a t  reviews might  o f t e n  be a more u s e f u l  monitor ing 
t echn ique .  But F t  w a s  emphasized t h a t  f o r  r e v i e v s  t o  be e f f e c -  
t i v e ,  expsc ted  p r o g r e s s  w i t h  s t r u c t u r a l  reforms needed t o  be 
s p e c i f i e d  i n  d e t a i l  a t  t h e  o u t s e t  of a program. 

I n  c o n s i d e r i n g  t h e  i m p l i c a t t o n s  of Fund i w o l v e m e n t  w i t h  
s t r u c t u r a l  reform f o r  t h e  G u i d e l i n e s  on C o n d i t i o n a l i t y ,  D i r e c t o r s  
noted t h a t  t h e  Gu ide l ines  i n  f a c c  allowed c o n s i d e r a b l e  l a t i t u d e ,  
a l t h o u g h  s e v e r a l  f e l t  t h a t  a review of some of t h e  GuFdelines 
would s t i l l  be d e s i r a b l e .  D i r e c t o r s  r ea f f i rmed  t h e  importance 
of  Gu ide l ine  4 ,  which r e q u i r e d  t h e  Fund t o  pay d u e  r ega rd  t o  t h e  
domes t i c  s o c i a l  and p o l i t i c a l  o b j e c t i v e s ,  t h e  economic p r i o r i t i e s ,  
and t h e  c i r cums tances  of  members, i n c l u d i n g  t h e  causes  of t h e i r  
b a l a n c e  of payments problems. The G u i d e l i n e  d i d  not  p rec lude  
emphasis on  s t r u c t u r a l  r e fo rms ,  and  such reforms were c l e a r l y  
r e q u i r e d  when needed Eor e x t e r n a l  v i a b i l i t y  and f o r  s a fegua rd ing  
t h e  r e v o l v i n g  c h a r a c t e r  of t h e  Fi lnd 's  r e s o u r c e s .  D i r e c t o r s  a l s o  
h e l d  t h e  view t h a t  i t  w3uld be h e l p f u l  t o  have the  Fund s t a f f  
t a k e  g r e a t e r  i n i t i a t i v e  i n  p o i n t i n g  o u t  t c  members t h e  growth 
i m p l i c a t i o n s  of s t r u c t u r a l .  problems even when re focT  was not 
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essent ia l  i o r  e x t e r n a l  v i a b i l i t y .  Many D i r e c t o r s  a l s o  c o n s i d e r e d  
t h a t  G u i d e l i n e s  7 and 9 ,  which covered t h e  use of p r i o r  a c t i o n s  
and performance c r i t e r i a ,  r e s p e c t i v e l y ,  were b road ly  c o n s i s t e n t  
w i t h  t h e  s p p l i c a t i o n  of program moni to r ing  t o  s t r u c t u r a l  r e fo rm 
i n  cases i n  which t h e  l a t t e r  was e s s e n t i a l  f o r  t h e  achievement 
of e x t e r n a l  v i a b i l i t y .  However, some D i r e c t o r s  f e l t  t h a t  con- 
s i d e r a t i o n  could be g iven  t o  r e v i s i n g  t h o s e  two G u i d e l i n e s  t o  
p rov ide  more e x p l i c i t l y  f o r  t h e  r o l e  of s t r u c t u r a l  reforms.  The 
q u e s t i o n  of t h e  c o n t i n u i n g  a p p r o p r i a t e n e s s  of t h e  G u i d e l i n e s  on 
C o n d i t i o n a l i t y  w i l l  be t aken  up a g a i n  i n  t h e  d i s c u s s i o n s  on t h e  
comprehecsive review of c o n d i t i o n a l i t y  ear ly  i n  1988. 

All D i r e c t o r s  emphasized t h a t  t h e  s t r o n g  commitment of the 
member concerned was i n d i s p e n s a b l e  f o r  s u c c e s s f u l  implementat ion 
of s t r u c t u r a l  ad jus tmen t .  P r o s p e c t s  f o r  e f f e c t i v e  implementat ion 
of s t r u c t u r a l  adjustment  cou ld  be enhanced by l i m i t i n g  t h e  scope 
ox reform s o  as not  t o  overextend t h e  a d m i n i s t r a t i v e  c a p a c i t y  of 
a member, and by c a r e f u l  d e s i g n  of a reform s t r a t e g y .  T e c h n i c a l  
assist ;  ce was viewed as having a n  impor t an t  r o l e  t o  p l ay  i n  t h e  
d e s i g n  of s t r u c t u r a l  reforms i n  t h e  areas of p a r t i c u l a r  Fund 
expertise,  such as t h e  f i s c a l  and f i n a n c i a l  s e c t o r s ,  and t h e  
exchange system. The Fund s h o i l d  be e s p e c i a l l y  prepared t o  
extend t e c h n i c a l  a s s i s t a n c e  i n  i t s  area of e x p e r t l s e  i n  s u p p o r t  
of arrangements  w i t h  a s t r o n g  s t r u c t u r a l  c o n t e n t .  

Thormgh p r e p a r a t i o n  f o r  s t r u c t u r a l  adjustment  would a l s o  
be f a c i l i t a t e d  by t h e  ea r ly  i d e n t i f i c a t i o n  of s t r u c t u r a l  prob- 
l e m s ,  and D i r e c t o r s  s a w  scope f o r  more s y s t e m a t i c  t r a c k i n g  of 
s t r u c t u r a l  a s p e c t s  of members' economies as p a r t  of Article IV 
c o n s u l t a t i o n s .  I n  t h a t  c o n t e x t ,  Director6 noted t h a t  i n  some 
s t r u c t u r a l  areas, i n d i c a t o r &  cou ld  be  h e l p f u l  i n  mon i to r ing  and 
q u a n t i f y i n g  econouic performance. Some D i r e c t o r s ,  however, 
s t r e s s e d  t h e  pract ical  d i f f i c u l t i s s  i nvo lved  i n  suc !~  q u a n t i f i c a -  
t i o n ,  since a n a l y t i c  work i n  many of t h o s e  areas w:as s t i l l  a t  a n  
e a r l y  s t a g e  of development. Thus, a mechanical  use of i n d i c a t o r s  
was t o  be avoided and i n d i c a t o r s  shou ld  be i n t e r p r e t e d  c a r e f u l l y  
on a case-by-case b a s i s .  Also ,  w h i l e  S t r u c t u r a l  i n d i c a t o r s  were 
p o t e n t i a l l y  h e l p f u l  s i g n p o s t s ,  e s p e c i a l l y  f o r  t h e  e a r l y  i d e n t i f i -  
c a t i o n  of emerging problems, t h e y  were n o t  p r e c o n d i t i o n s  f o r  
t a c k l i n g  s e v e r e  s t r u c t u r a l  problems. 

Many D i r e c t o r s  commented t h a t  growlng Pun? involvement w i t h  
s t r u c t u r a l  reform i n t e n s i f i e d  t h e  importance o f  c l o s e  c o l l a b o r a -  
t i o n  between t h e  Fund and t h e  World Bank. it was f e l t  t h a t  t h e  
involvement of t h e  two i n s t i t u t i o n s  w i t h  t h e  p rocess  of s t ruc-  
t u r a l  reform cou ld  be handled e f f e c t i v e l y  on a pragmatic  case-by- 
c a s e  b a s i s .  However, a number of D i r e c t o r s  expressed t h e  view 
t h a t  g r e a t e r  i n t e r a c t i o n  on s t r w t u r a l  i s s u e s  could Lead t o  a 
blurring of the rcles of Fund and Bank, roles which vere based 
on t h e  d i s t i n c t i o n  between b a l a n c e  of payments and development 
f i n a n c i n g .  D i r e c t o r s  r ea f f i rmed  t h a t  c r o s s - c o n d i t i o n a l i t y  w a s  
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t o  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 t o  
central banks--particularly in the design of monetary policy 
instruments--should remain in the purview of the Fund. 

The Deputy 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 backgrounc! paper on recent economic developments 
in Guyana ( S M i 8 7 / 2 8 4 ,  12/4/87). 

Mr. Rafka made the 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-rerm 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 adju- crtment 
facility with appropriate international financial support, 
including coucessional finance and exceptional debt relief, and 
the resolution of the external arrears problem. 

There has been encouraging progress in a number of areas 
where :he general deterioraticn has been arrested despite the 
absence of international capital inflows. Modest growth has 
resumed in recorded GDP, public resource management is iolproving, 
tax reform I s  3n train, the price-determination process and 
exchange rate policy Lrz becoming increasingly f lex!.ble, and 
efforts are also under way to make the wage determination process 
more flexible. Nonetheless, Guyana remains in a precarious 
economic situation. In this context, my authorities are now 
focusing their attention, within a medium-term adjustment prograia, 
on two important areas of public policy--economic stabilization 
and rehabilitation of the productive sector. 
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A d e c i s i v e  f i r s t  s t e p  in t h e  p r o c e s s  af economic s t a b i l i z a -  
t i o n  i s  t h e  emphasis be ing  p l aced  on improving domest ic  r e s o u r c e  
m o b i l i z a t i o n .  
t h e  o v e r a l l  p u b l i c  s e c t o r  d e f i c i t ,  which w i l l  be reduced i n  1987 
t o  38 p e r c e n t  of GDP from 50 p e r c e n t  i n  1986. 
f r o n t  i s  cons ide red  t o  be c r u c i a l l y  impor t an t  by my a u t h o r i t i e s  
i n  t h e  l i g h t  of t h e  d e c l i n e  i n  revenue by t h e  e q u i v a l e n t  of 
9 percentage  p o i n t s  of GDP, stemming i n  p a r t  from t h e  tax  re form 
e f f e c t  of lower pe r sona l  income taxes and consumption tax exemp- 
t i o n s  g r a n t e d  in t h e  wake of t h e  Janua ry  d e v a l u a t i o n .  With 
l i t t l e  room f o r  any s i g n i f i c a n t  improvement i n  revenue over  t h e  
nea r  term, government expend i tu re  i s  be ing  ccjmpressed and geared  
toward meet iag t h e  requirements of s t r u c t u r a l  ad jus tment  cons i s -  
t e n t  wi th  t h e  a v a i l a b i l i t y  of domest ic  and f o r e i g n  r e s o u r c e s .  

A key element i s  t h e  c o n t i n u i n g  containment  of 

Act ion  on t h i s  

To t h i s  end,  n o n i n t e r e s t  c u r r e n t  e x p e n d i t u r e  i s  s u b j e c t  t o  
s t r i n g e n t  c o n t r o l .  Thus i n  1987 c u r r e n t  expend i tu re  w i l l  be 
reduced by t h e  e q u i v a l e n t  of 11.5 pe rcen tage  p o i n t s  of GDP, 
no twi ths t and ing  t h e  l a r g e  share--45 percent--of i n t e r e s t  pay- 
ments .  Fur thermore ,  n o n i n t e r e s t  e x p e n d i t u r e  i s  t o  be r e s t r u c -  
t u r e d  i n  such a way a s  t o  promote s t a b l e  l a b o r  r e l a t i o n s  and a n  
e f f i c i e n t  and a p p r o p r i a t e l y  pa id  p u b l i c  s e c t o r  w i t h  access co 
t h e  n e c e s s a r y  goods and s e r v i c e s  f o r  i t s  e f f i c i e n t  func t ion ing .  
The recent wage s e t t l e m e n t s  i n  t h e  p u b l i c  s e r v i c e  fo l lowed a 
f ive-year  p e r i o d  i n  which t h e  p u b l i c  s e c t o r  wage b i l l  was reduced 
by  23 p e r c e n t  i n  real  terms. 

The second major element i n  t h e  economic s t a b i l i z a t i o n  
program i s  t h e  c o n t i n u a t i o n  of t h e  p r o c e s s  of r e s t r u c t u r i n g  
p u b l i c  e n t e r p r i s e s .  The reform e x e r c i s e  has  aimed a t  a d d r e s s i n g  
t h e  p r o b l e m  of Fnd iv idue l  p u b l i c  s e c t o r  c o r p o r a t i o n s  through 
r e h a b i l i t a t i o n  prog-ams o r ,  where e n t i t i e s  are  no t  cons idered  
v i a b l e  i n  t n e i r  p r e s e n t  form, through t h e i r  l i q u i d a t i o n .  hddi- 
t i o n a l l y ,  employment and management p o l i c i e s  are  be ing  r a t i o n a l -  
i z e d  and r e a l i s t i c  p r i c i n g  p o l i c i e s  are be ing  adopted .  Under 
t h i s  program, t h e  o v e r a l l  ba lance  of t h e  p u b l i c  e n t e r p r i s e  
Rector  i s  expec ted  to s h i f t  from a d e f i c i t  of 6.5 p e r c e n t  of GDP 
i.1 1986 t o  a s u r p l u s  of 5.5 pe rcen t  i n  1987--a s u b s t a n t i a l  
c o n t r i b u t i o n  t o  t h e  p u b l i c  m c t o r  r e s o u r c e  m o b i l i z a t i o n  e f f o r t .  

My a u t h o r i t i e s '  determined e f f o r t s  t o  c o n t a i n  t h e  o v e r a l l  
f i n a n c i a l  d e f i c i t  of t h e  p u b l i c  s e c t o r  and t o  enhance domest ic  
s a v i n g s  w i l l  enab le  them t o  e x e r c i s e  s t r i c t e r  c o n t r o l  on t h e  
f a c t o r s  of domest ic  o r i g i n  t h a t  have been co r i t r fbu t ing  t o  t h e  
e x c e s s i v e  expans ion  of money supply .  A t  t h e  Same time p roduc t ive  
c r e d i t  needs of t h e  p r i v a t e  and p u b l i c  e n t e r p r i s e  s e c t o r s  c a u l d  
be m e t .  

The t h i r d  major e lement  of t h e  s t a b i l i z a t i o n  program i s  t h e  
re form of t h e  exchange system, which i s  expec ted  t o  improve t h e  
c o u n t r y ' s  compe t i t i veness .  In  t h e  p rocess  of a r r i v i r g  a t  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. 
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 rrmit- 
tance receipts are sold on this market; since September 1987, 
gold and dlsmond exports are paid at the window rate but not 
transacted in the window market. On the demand side, access ia 
limited to a small number of import items. My authorities 
regard the dual exchange market as a temporary mechanism, and 
they are comaitted to its eventual unification and subsequently 
to trade liberalization, once the macroeconmnic situation makes 
it advisable and appropriate, Recently, the exchange ; % ? e  < a  
the secondary marl.et-.s *G:?I * US$:- - d a s  about 2.0 p ~ r c z t i ~  " , p i , - . t r  

the rate prevailing is: the  paraliel market. 

The autho.:.ties 

The rehabilitation and restructuring of productive activity 
constitate the second major plank in the current policy framework. 
With the adjusLment measures taking Toot, there is a clear need 
to raise growth, investment, imports, and expcrts. Significant 
progress has been made in the refow of the public enterprise 
sector with a commensurate reduction in the financjhl burden on 
puklic resources, namely, an increase in domestic savings. 
Nevertheless, the continuation of the structural adjustment 
effort, in particular in the public stctor--which accounts f o r  
;pproximately 66 percent of economic accivity in the country- 
will reqsire, in coming years, sizable and well-coordinated 
external financial support. Substantial access to raw materials 
and critical inputs is required if manufacturing capacity is t o  
be restored, key plants rehabilitated and modernized, economic 
growth resumed, and the external debt problem resolved. 

My authorities recognize that Guyana's economic praspects 
are severely constrained by the very high external debt and debt 
service burden and an arrears problem whtch is becoming intract- 
able. Accordingly, they view the regularization of financial 
relations with the Fund as a critical first step i n  restoring 
their international creditworthiness and in laying the foundation 
for resumption of international capital flows. They believe, 
therefore, that a strong medium-teim adjustment program, which 
is now under active consideration, could constitute the basis 
f o r  eliciting the additional financing, including concessional 
and exceptional debt relief from key bilateral and multilateral 
sources, and, in due rsurse, an arrangement under the enhanced 
structural adjustment facility. They look  forward, therefore, 
to early finalization of tne policy framework paper. 
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M r  . Noriega made t h e  f o l l o w i n g  s t a i emen t  : 

The inprovement ,  a l b e i t  mctdest, i n  Guyana's ecsnomic per for -  
mance d s r i n g  1986 r e f l e c t e d  t h e  e f f o r t s  undertaken by t h e  au tho r -  
i e l e s  t o  c o r r e c t  t h 2  l a r g e  i n t e r n a l  and e x t e r n a l  imbalances ,  
no tab ly  t h e  s h i f t  i n  t h e  p u b l i c  e n t e r p r i s e s '  p o s i t i o n  from a 
d e f i c i t  t o  a s u b s t a n t i a l  s u r p l u s  and t h e  modernt ion of i n E l a t i o n .  
For 1987, howe'rer, t h e  p i c t u r e  IS somewhat mixed; on t h e  one 
hand, r e a l  growth,  t o g e t h e r  w i t h  a n  improvement i n  t h e  t r a d e  
ba lance ,  i s  expec ted  t o  c o n t i n u e  whi le  on t h e  o t h e r  hand,  i n f l a -  
t i o n  i s  r i s i n g  and f i -nanc ia l  arrears con t inue  t o  accumulzte .  

M r .  Kafka's s t a t e n e n t  provides us with a n  %-sight i n t o  t he  
main l i n e s  a1or.g wh5& t!ie mediuol-rem ecsnomic progrcm i s  be ing  
des igned .  We deem the d:rection t o  5e a p p r o p r i a t e .  We a l s o  
s i tare  t h e  s t a f f ' E  a p p r a i s a l  of t h e  c u r r e n t  s i t u a t i o r .  and,  con- 
eequen t ly ,  dish only  t o  emphasize one po in t  t h a t  d e s e x r e s  f w d i e r  
a t r e n t i o n .  

The a n a l y s i s  o i  t h e  monetary s e c t o r  i n d i c a t e s  t h a t  a l though  
t h e  a u t h o r i t i e s  are t r y i n g  t o  d imin i sh  d r a s t i c a l l y  t h e i r  a m o r p -  
t im of l o a n a b l e  funds  so as t o  be a b l e  t o  restrict  crJ5dir  
expsns ion  whi le  i n c r e a s i n g  thP proportion d i r e c t e d  t o  t h e  p r i v a t e  
set-or, t h e r e  a l r e a d y  appea r s  t o  be excess  l i q u i d i t y  i n  t h e  
sydtetn i n  1987. Currency c i r c u l a t i o n ,  which r e g i s t e r e d  a nega- 
t i v e  nomlnal r i t e  of growth from December 1985 t o  DeTember 1Y86, 
has  a l r e a d y  r i s e n  d u r i n g  t h e  f h r s t  semester crf t h i s  year by 
60 p e r c e n t .  This expans ion  more t h a n  v a l i d a t e s  t h e  exchange 
r a t e  adjustmen: of 56 pe rcen t  effected i n  Jartnz;iY 1987.  The 
i n f l z t i o n  r a t e  reached  24 p e r c e n t  i n  June  and i s  expec ted  t o  be 
about 50 pe rcen t  by year-end. These developments could  jeopar -  
dize t h e  res t  of t h e  measure& c o n t e s y l a t e d  FR t h e  new economic 
program. We b e l i e v e ,  t h e r e f o r e ,  'chat t h e  a u t h o r i t f e s  need t o  
move more f l e x i b l y  and a s s e r t i v e l y  t c  arrest t h i s  i n c r e a s e  i n  
l i q u i d i t y .  

Regarding medium-term p r o s p e c t s ,  t h e  s c e n a r i o s  p re sen ted  i n  
t h e  r f v o r t  i n d i c a t e  t h a t ,  wi th  proper  p o l i c i e s ,  t h e  economy may 
respond r e l a t i v e l y  soon and resume growth spur red  by t h e  expor t  
s e c t o r .  U n f o r t u n a t e l y ,  t h e  l e v e l  of f o r e i g n  deb t  and a r r e a r s  
l i m i t s  t h e  v i a b i l i t y  o f  t h e  balance of payments, and wi thout  a 
permanent c o r r e c t i o n  i n  t h i s  area f o r e i g n  supporc  w i l l  no t  be 
for thcoming.  To a t t rac t  c h a t  s u p p o r t ,  wi thout  which t h e  program 
cannot  succeed ,  t he  a u t h o r i t i e s  need t o  move q u i c k l y  i n  s e t t i n g  
a comprehensive adjustment program. Only .in unmbiguous  s i g n a l  
of t h e  authorities' w i l l i n g n e s s  t o  ccrrect p reoen t  imbalances 
and t o  c o o p e r a t e  w i t h  t h e  i n t e r n a t i o n a l  f i n a n c i a l  community w i l l  
allow a solution s a t i s f a c t o r y  t G  a l l  p a r t i e s "  I n  t h i s  r e s p e c t ,  
t h e  c1earartr:e of arrears t o  t h e  Fund remains of u t n o s t  impor t ance  
a t  t h i s  j u n c t u r e  a n d ,  t h e r e f o r e ,  we will expec t  concrete actions 
by t h e  Guyanese authorities io Lhis end .  
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M r .  Moraies observed t h a t  owing i n  p a r t  t o  t h e  e x i s t e n c e  of a nega- 
tive e x t e r n a l  environment and i n  p a r t  t o  t h e  l a c k  02 a a t q u a t e  p o l i c i e s ,  
Guyana had expe r i enced  s e r i o u s  economic d t f f i c u l t i e s  d u r i n g  t h e  p a s t  
decade .  Most important  a t  p r e s e n t  was t h e  €act t h a t  t h e  a u t h o r i t i e s  
zecagnized t h e  need f o r  a r e o r i e n t a t i o n  o f -  economic p o l i c y  and hzd r e c e n t l y  
imrlemented exchange ra te  and f i s c a l  mea9ures. 

The Guyanese a u t h o r i t i e s  were c o n s i d e r i n g  t h e  fo rmula t ion  of a medium- 
term program t h a t ,  as  a p o l i c y  framework paper ,  would s e r v e  as a basis 
t o  u s e  t h e  Fund's r e s o u r c e s  m d e r  the s t r u c t u r a l  adjustment  f a c i l i t y ,  
M r .  Morales s a i d .  The prog.-am could a l s o  be p r e s e n t e d  t o  t h e  c o u n t r y ' s  
c r e d i t o r s  f o r  t h e i r  c o n s i d e r a t i o n  with t h e  aim of s o l v i n g  Guyana's d e b t  
problem. He welcomed t h a t  approach, and h e  encouraged t h e  a u t h o r i t i e s  t o  
f o l l o w  t h a t  pa th ;  he  was prer,?red t o  suppor t  i n  t h e  Board t h o s e  s teps  
l e a d i n g  t o  a s t r u c t u r a l  ad jz s tmen t  arrangement € o r  Guyana. 

He agreed with t h e  a u t h o r i t i e s  t h a t  t h e  main arOas of cance rn  were 
t h e  f i s c a l  d e f i c i t ,  t h e  exchange rate,  and t h e  need t o  f i n d  a s ' i s t a ined  
p a t h  of economic growch, M r .  Morales remarked. I n  t h a t  connec t ion ,  he 
welcomed, f i r s t ,  t h e  commitment of t h e  a u t h o r i t i e s  t o  r e s t r u c t u r e  t h e  
p u b l i c  e n t e r p r i s e s  through r ea l i s t i c  p r i c e  p o l i c i e s  anti through t h e i r  
l i q u i d a t i o n  when t h e  e n t e r p r i s e s  vere not found t o  be economical ly  v i a b l e .  
A t  t h e  same t i m e ,  he noted t h a t  Guyana would m a k e  eve ry  e f f o r t  t o  restrain 
t h e  Gov-rnment's c u r r e n t  e x p e n d i t u r e s .  Second, t h e  i n t e n t i o n  t h e  
a u t h o r i t i e s  t o  u n i f y  t h e  exchange ra te  system a t  a c o m , ? t i t i v e  ra te  was 
p ra i s - .wor thy ,  as i t  was a n e c e s s a r y - s t e p  t o  ach ieve  a b e t t e r  ba l ance  of 
payments p o s i t i o n .  Th i rd ,  he  ag reed  with t h e  s t a f f  t h a t  t o  s u c c e s s f u l l y  
iolplement a growth-oriented program i n  t h e  p r e s e n t  c a s e ,  external suppor t  
vould be e s s e n t i a l  and e x c e p t i o n a l  deb t  r e l i e f  would be needed. 

Only w i t h i n  t h a t  medium-term c o n t e x t ,  through t h e  exn,cution of a 
comprehensive economic program and wi th  t h e  suppor t  of a l l  c r e d i t o r s  and 
e x c e p t i o n a l  deb t  r e l i e f ,  cou ld  Guyana f i n d  a g l o b a l  s o l u t i o n  t o  i t s  
economic and f i n a n c i a l  d i f f i c u l t i e s ,  M r .  Morales cons ide red .  On t h a t  
b a s i s ,  he  supported t h e  proposed d e c i s i o n  t o  review t h e  m a t t e r  of Guyana's 
overdue f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund w i t h i n  s i x  months of t he  p resens  
meet ing.  

M r .  Enoch made t h e  fo l lowing  s t a t e m e n t :  

The Guyanese a u t h o r i t i e s  have t aken  a number ~f p o s i t i v e  
s t e p s  toward r e v e r s i n g  t h e  long-standing d e t e r i o r a t i o n  i n  t h e  
Guyanese economy. I n  p a r t i c u l a r ,  t h e r e  h a s  been same movement 
on t h e  exchange ra te ,  p r e l i m i n a r y  measures t o  l i b e r a l i z e  p r i c e s ,  
and a s e r i o u s  a t t empt  a t  c u t t i n g  t h e  f i s c a l  d e f i c i t ;  we commend 
the  a u t h o r i t i e s  f o r  t h e s e  measures. However, as t h e  s t a f f  and 
Mr. Kafka n o t e ,  extremely l a r g e  imbalances have b u i l t  up i n  t h e  
Guyanese economy i n  r e c e n t  y e a r s  and they  w i l l  r e q u i r e  cons ide r -  
a b l e  t i m e  and e f f o r t  t o  be overcomc. The at:ears t o  t h e  Fund 
zire one  important  symptom of t h e  problem. 
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There can be no doubt t h a t  u r g e n t  a c t i o n  i s  needed t o  t a c k l e  
t h e  s i t u a t i o n .  
p a r t i c u l a r l y  those  a f f e c t i n g  t h e  exchange rate--have bee3  i n  t h e  
r i g h t  d i r e c t i o n ,  t h e i r  b e n e f i c i a l  consequences have n o t  been 
maximized. In  t h e  c i r cums tances  f a c i n g  t h e  a u t h o r i t i e s ,  a f i r m  
and convinc ing  o v e r a l l  ad jus tmen t  program i s  f a r  more l i k e l y  t o  
lead t o  growth i n  bo th  t h e  s h o r t  and long run  than  f u r t h e r  
piecemeal  e f f o r t s .  I a m  t h e r e f o r e  ancouraged t h a t  t h e  a u t h o r i -  
t i e s  r ecogn ize  t h e  need t o  d e s i g n  and implement a comp'ei.eneive 
medium-term adjus tment  program and look forward t o  se -.ig d e t a i l s  
of t h i s  package. 

m i l e  t h e  measures  t h a t  have been t aken  r acen t ly - -  

With regard t o  t h e  exchange rate system, t h e  mass ive  over-  
v a l u a t i o n  of t h e  cu r rency  Jn r e c e n t  years has  not o n l y  d e t e r r e d  
e x p o r t s  and d r i v e n  econontic a c t i v i t y  i n t o  t h e  p a r a l l e l  economy, 
i t  has  a l s o  l e d  t o  impor t an t  d i s t o r t i o n s  i n  t h e  economy. Uni fy ing  
t h e  exchange r a t e s  a t  a r ea l i s t i c  level  i s  c l e a r l y  an  e s s e n t i a l  
p r e r e q u i s i t e  f o r  a s u c c e s s f u l  ad jus tment  program; I t h e r e f o r e  
welcome t h e  a u t h o r i t i e s '  I n t e n t i o n s  i n  t h i s  area. I a g r e e  w i t h  
t h e  s t a f f  on t h e  need t o  l i b e r a l i z e  t h e  t r a n s a c t i o n s  i n  t h e  
commercial bank wiridow. 

Act ion  on t h e  e x c h a G e  ra te  f r o n t  i s  u n l i k e l y  t o  prove  
e f f e L t i v e ,  however, i f  t h e  e f f e c t s  are no t  a l lowed t o  pans  
through t o  change t h e  i n c e n t i v e s  factnng domest ic  p roduce r s  and 
consumers. Thus t h e  a u t h o r i t i e s '  d e l a y  i n  pas s ing  th rough  some 
of t h e  r e c e n t  d e v a l u a t i o n  i s  worrisome. More g e n e r a l l y ,  I a g r e e  
wi th  t h e  s t a f f  on t h e  need t o  c o n t i n u e  t h e  p rocess  of p r i c e  
l i b e r a l i z a t i o n .  
concern  t h a t  r e c e n t  nominal w@ge i n c r e a s e s  may reduce t h e  o v e r a l l  
i m p a c t  of exchange rate a c t i o n .  

I n  this c h n e c t i o n ,  I a l s o  s h a r e  t h e  s t a f f ' s  

I n  t h e  same way, i f  t h e  planned d e v a l u a t i o n  of t h e  cu r rency  
i s  t o  be e f f e c t i v e ,  i t  w i l l  a l s o  need t o  be suppor ted  by pruden t  
fiscal po l i cy .  A s i t u a t i o n  where t h e  government d e f i c i t  is 
e q u a l  t o  more than  one t h i r d  of GDP cannot i n  any way be cons i s -  
t e n t  w i t h  s u s t a i n a b l e  economic recovery .  Although some p r o g r e s s  
h a s  been made on t h e  f i s c a l  f r o n t  and more i n  p lanned ,  t h e r e  i s  
l i t t l e  doubt t h a t  much more w i l l  be r e q u i r e d .  I w a s  d i s a p p o i n t e d  
and somewhat s u r p r i s e d  t o  s e e  t h a t  t h e  a u t h o r i t i e s  c o n s i d e r  t h a t  
t h e r e  is  l i t t l e  scope f o r  i n c r e a s i n g  t a x  y i e l d s .  Although t h e  
improved performance of t h e  p u b l i c  e n t e r p r i s e s  i s  i m p o r t a n t ,  i t  
is u n l i k e l y  t o  prove s u f f i c i e n t  on i t s  own and a s t r e n g t h e n i n g  
of c e n t r a l  government f i n a n c e s  w i l l  a l s o  be r e q u i r e d .  

. . .  

An improvement i n  t h e  f i s c a l  p o s i t i o n  will also  be e s s e n t i a l  
i f  more r e s t r a i n e d  monetary p o l i c i e s  a r e  t o  be put  in p l a c e  and 
t h e  strength o f  t h e  f i n a n c i a l  system improved. R e s 1  i n t e r e s t  
rates appear t o  have been n e g a t i v e  for prolonged p e r i o d s  i n  t h e  
r e c e n t  p a s t ;  t h i s  i s s u e  w i l l  need t o  be addressed  du r ing  t h e  
d i s c u s s i o n s  on a p o l i c y  framework paper .  



- 17 - EBM/87/176 - 12/18/87 

It i s ,  of cour se ,  d i f f i c u l t  t o  estimate t h e  e x a c t  e x t e n t  t o  
which real i n t e r e s t  rates have been n e g a t i v e  because of t h e  
l i m i t a t i o n s  of t h e  o f f i c i a l  p r i c e  index .  On a more g e n e r a l  
p o i n t ,  d u r i n g  our d i s c u s s i o n  of growth exercises ear l ier  t h i s  
week (EBM/87/173 and EBM/87/174), t h i s  c h a i r  argued t h a t ,  espe- 
c i a l l y  i n  d i f f i c u l t  cases, it might  be s a l u t a r y  f o r  t h e  s t a f f  t o  
t r y  t o  p rov ide  conf idence  estimates f o r  some of t h e  key statis-  
t i cs  i n  s t a f f  r e p o r t s .  I s u s p e c t  t h a t  i f  t h i s  had been done i n  
t h e  p r e s e n t  case, t h e  r e s u l t s  would have been v e r y  i n s t r u c t i v e .  
The s t a f f  h a s  c l e a r l y  f aced  a n  ex t r eme ly  d i f f i c u l t  t a s k  in 
a n a l y z i n g  developeznts  i n  t h e  economy when so many of t h e  key  
s t a t i s t i c s  a r e  flawed. Two lessons can  be i rawn,  however. 
F i r s t ,  i t  would have been u s e f u l  t o  d i s c u s s  more f u l l y  i n  t h e  
s t a f f  r e p o r t  t h e  n a t u r e  and e x t e n t  of t h e  main s t a t i s t i c a l  
shor tcomings .  U l t ima te ly ,  i f  t h e  s t a t i s t i c s  are t o o  poor i n  
c e r t a i n  areas, t h e  s t a f f  should  e i t h e r  not  p re sen t  them o r  
shou ld  g i v e  range r a t h e r  t han  p o i n t  estimates. Second, because 
this problem i s  l i k e l y  t o  become more impor t an t  as d i s c u s s i o n s  
m t h e  p l i c y  frmework paper  c m t i m e ,  t h i s  might  prove a 
u s e f u l  area f o r  t e c h n i c a l  a s s i s t a n c e .  

I can suppor t  t h e  proposed d e c i s i o n .  I wonder, however, 
whether  a n  ear l ie r  review might be a u s e f u l  way of i n fo rming  t h e  
Board of t h e  d i s c u s s i o n s '  p rog res s .  Perhaps  t h e  s t a f f  could  
comment on when a f u r t h e r  d i s c u s s i o n  c . A . d  be he ld  i f  i t  were 
c o n s i d e r e d  u s e f u l .  

M r .  McCormack made t h e  fo l lowing  s t a t e m e n t :  

A t  t h e  time of t h e  1985 and 1986 Art ic le  I V  c o n s u l t a t i o n  
d i s c u s s i o n s ,  t h i s  c h a i r  spoke a t  l e n g t h  on Guyana because of 
conce rn  b o t h  f o r  Guyana and for t h e  impact t h a t  i t s  economic 
performance has  had on some of t h e  c o u n t r i e s  i n  t h i s  c o n s t i t u e n c y .  
We have emphasized a c o n s i s t e n t  theme: Guyana d e s p e r a t e l y  needs  
t o  implement a s t r o n g  and comprehensive ad jus tment  program. I t s  
economic s i t u a t i o n  i s  p r e c a r i o u s ,  marked by low per  c a p i t a  
income, l a r g e  f i s c a l  and e x t e r n a i  imbalances,  and an  a la rming  
accumula t ion  of a r r e a r s .  

We a r e  encouraged by t h e  p o s i t i v e  measures  t h a t  t h e  Guyanese 
a u t h o r i t i e s  have implemented s i n c e  t h e  l a s t  c o n s u l t a t i o n  and by 
t h e i r  w i l l i n g n e s s  t o  p r e p a r r  a medium-tern program. The long- 
overdue d e v a l u a t i o n  of t h e  Guyana d o l l a r  i n  January  1987 was 
p a r t i c u l a r l y  welcome arid i n d i c a t e d  t h a t  t h e  a u t h o r i t i e s  were 
w i l l i n g  t o  t a k e  d e c i s i v e  s t e p s  t o  come t o  g r i p s  wi th  t h e  massive 
problems f a c i n g  them. 

We can e n d o r s e  f u l l y  t h e  s t a f f ' s  a p p r a i s a l  and I t s  assess- 
ment of what  must form t h e  b a s i s  of a comprehensive and c r e d i b l e  
medium-term economic program. F i r s t ,  t h e  a u t h o r i t i e s  need t o  
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build o n  the devaluation of the Guyana dollar and move rapidly 
toward a more flexible and unified exchange rate. 
regarding fiscal policy, we recognize that the room for maneuver 
of the authorities is extremely limited. 
be done on both the revenue and expenditure side of the central 
government budget if the unsustainably large deficits are to be 
reduced in the medium term. In this connection, the reduction 
i n  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 iawrr-income groups needs to be compensated 
elsewhere. The scope for reducing central government expenditure 
is limited by the large proportion of expenditure accounted for 
by interest payments. At the same time, I encourage the authori- 
ties t o  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 In the scale of government expenditure. 

Second, 

Still, more needs to 

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 t o  liberalization o f  the economy. The 
authorities envisage the process of liberalization as being a 
gradual one. I join the staff, however, in stressing that what 
is called for is 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 is 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 if 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 soon as 
possible in the new year, a program that i s  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 
t o  whether an e a r l i e r  discussion might be helpSul. 

Ms. Bush oade the following statement: 

We welcome the evolution of policies since our discussion 
of the p r e v i o u s  Article IV consultation one year ago (EBM/86/204,  
12/19/86). The authorities seem to have a better g r a s p  of the 
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p o l i c i e s  needed t o  ach ieve  s a t i s f a c t o r y  rates of economic growth, 
and t h e y  have modified p o l i c i e s  i n  a number of areas i n  t h e  
a p p r o p r i a t e  d i r e c t i o n .  A t  t h e  same t i m e ,  w e  are concerned about  
t h e  pace of p o l i c y  adjustment .  We urge  t h e  Guyanese a u t h o r i t i e s  
t o  i n t e n s i f y  t h e i r  work wi th  t h e  s t a f f s  of t h e  Fund and t h e  Bank 
t o  d e f i n e  a medium-term program t h a t  w i l l  p e r m i t  Guyana t o  nor- 
ma l i ze  r e l a t i o n s  with a l l  of i t s  c r e d i t o r s  and t o  move the 
ba lance  of payments measurably toward v i a b i l i t y .  

We r e g r e t  t h a t  t h e  a u t h o r i t i e s  have net been a b l e  t o  e l i m i -  
n a t e  o r  even reduce t h e i r  arrears to  t h e  Fund, and e s p e c i a l l y  
t h o s e  t o  t h e  T r u s t  Fund, e s p e c i a l l y  as t h e  a u t h o r i t i e s  had 
i n d i c a t e d  i n  September t h a t  t hey  might be e l i m i n a t e d  b e f o r e  t h e  
end of 1987. 

Four areas of p o l i c y  weak-less w i l l  have t o  be addressed i n  
d e s i g n i n g  a c r e d i b l e  program. First ,  i n  ou r  recent d i s c u s s i o n  
of t h e  enhanced s t r u c t u r a l  ad jus tmen t  f a c i l i t y ,  t h e r e  w a s  broad 
agreement t h a t  p r i o r  a c t i o n s  would be a p p r o p r i a t e  i n  cases where 
c e r t a i n  p o l i c y  reforms were n e c e s s a r y  t o  l a y  the b a s i s  f o r  a 
long  o r  d i f f i c u l t  adjustment  p r o c e s s .  The case of  Guyana appea r s  
t o  f a l l  i n  t h i s  ca t egory ,  and w i t h  t h e  s t e p s  that  have a l r e a d y  
beer. taken, u n i f i c a t i o n  of Guyana's exchange rates a t  an e a r l y  
d a t e  wouid be a p p r o p r i a t e  i f  t h e  a u t h o r i t i e s  r e q u e s t  access t o  
t h e  enhanced s t r u c t u r a l  adjustment  f a c i l i t y .  _ _  

I n  the meantime, we a g r e e  with the  s t a f f  that  t h e  a u t h o r i -  
t i e s  shou ld  begin immediately t o  t r a n s f e r  e x p o r t  t r a n s a c t i o n s  t o  
t h e  commercial banks' window i n  o r d e r  t o  pave t h e  way f o r  l a t e r  
u n i f i c a t i o n .  Furthermore,  i n  keep ing  w i t h  i t s  s t a t u s  as a 
member t h a t  h a s  assumed Article V I 1 1  o b l i g a t i o n s ,  w e  p l a c e  
p a r t i c u l a r  importance on t h e  e l i m i n a t i o n  of r e s t r i c t i o n s  on 
c u r r e n t  i n t e r n a t i o n a l  t r a n s a c t i o n s .  

Second, w e  welcome t h e  commitment expres sed  by t h e  a u t h o r i -  
t ies  t o  a d j u s t  p r i c e s ,  bu t  a s p e e d i e r  pace  i s  necessary.  The 
a u t h o r i t i e s  should r ecogn ize  t ha t  a n  ad jus tmen t  horizon substan-  
t i a l l y  l o n g e r  t h a n  t h r e e  y e a r s  raises q u e s t i o n s  f o r  external  
c r e d i t o r s  and donors.  

T h i r d ,  t h e  turnaround i n  t h e  f i s c a l  p o s i t i o n  of t h e  p u b l i c  
e n t e r p r i s e s  i s  perhaps t h e  mos.; dramatic ev idence  t h a t  t h e  
a u t h o r i t i e s  w i l l  be a b l e  t o  implement a s u c c e s s f u l  economic 
reform program. With a p r o j e c t e d  s u r p l u s  f o r  1987 e q u i v a l e n t  
t o  5 .5  p e r c e n t  of GDP compared w i t h  a d e f i c i t  of 6 .5  pe rcen t  
i n  1986,  t h e  a u t h o r i t i e s  appear  t o  be i n  a s t r o n g  p o s i t i o n  t o  
r a t i o n a l i z e  t h e  s e c t o r  and t o  r educe  t h e  role  of p u b l i c  en te r -  
prises i n  t h e  economy. 
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We a l s o  welco 

and we do no 

t h e  view of t h e  s t a  

The medium-term ou t look  i n d i c a t e s  t h a t  t h e  f i n a n c i n g  gaps 
i n  1988-92 will be ve y l a r g e  and some e x c e p t i o n a l  c a p i t a l  
i n f l o w s  w i l l  be neede . A t  t h e  same t i m e ,  t h e s e  p r o j e c t i o n s  
assume s u b s t a n t i a l  improvement i n  p o l i c i e s  ove r  t h e  per iod  
ahead ,  and t h e  f i n a n c i n g  gaps w i l l  be COnSideKably l a r g e r  i f  
p o l i c i e s  a r e  not  s t r eng thened .  Of cour se ,  t h e  gaps could be 
smaller i f  t h e  a u t h o r i t i e s  t ook  a c t i o n  more r a p i d l y  than  assumed 

he s t a f f  r e p o r t .  In s h o r t ,  t h e s e  p r o j e c t i o n s  underscore  t h e  
ncy of e a r l y  implementat ion of needed reforms.  

I have some d i f f i c u l t y  wi th  t h e  emphasis placed by t h e  s t a f f  
on t h e  need f o r  e x c e p t i o n a l  deb t  r e l i e f ,  which appea r s  t o  imply 
r e l i e f  on concess iona l  terms. C r e d i t o r s  who might provide  deb t  
r e l i e f  are g e n e r a l l y  t h e  same o f f i c i a l  agenc ie s  t h a t  could  
p rov ide  new capi ta l  i n  t h e  form of l o a n s  o r  g r a n t s .  
n o t  kle prejudged whether assistance from t h e s e  c r e d i t o r s  shou ld  
be i n  t h e  form of new money o r  deb t  r e l i e f .  
number of c r e d i t o r s  have g r e a t  d i f f i c u l t y  wi th  t h e  n o t i o n  of 
p r o v i d i n g  debt  relief on c o n c e s s i o n a l  terms and would p r e f e r  t o  
p rov ide  e q u i v a l e n t  Fjupport f o r  a sound ad jus tment  program i n  t h e  
form of new a i d .  

It should  

For example, a 

With r e s p e c t  t o  Guyana's overdue o b l i g a t i o n s  t o  t h e  Fund, I 
a m  concerned t h a t  a d e c i s i o n  t o  hold  our  nex t  rev iew i n  s ix  months 
c o u l d  send t h e  wrong s i g n a l  t o  t h e  a u t h o r i t i e s .  In  view of t h e  
impor tance  p l aced  by a number of  D i r e c t o r s  on u rgen t  a c t i o n ,  I 
s u g g e s t  t h a t  w e  review Guyana's overdue o b l i g a t i o n s  a t  a n  ear l ie r  
d a t e ,  such  as a f t e r  t h r e e  months. 

It appears  t h a t  w e  are c l o s e  t o  complet ing a C i K C l e .  Guyana 
was one O €  t h e  f i r s t  cases of overdue o b l i g a t i o n s  t o  t h e  Fund con- 
s i d e r e d  by t h e  Board, and a ?umber of our  procedures  f o r  addres s -  
i n g  such cases were developed i n  d i s c u s s i n g  Guyana. Now, wi th  
a medium-term p o l i c y  framework in s i g h t  t o  form t h e  b a s i s  of 
a r rangements  t o  c l e a r  Guyana's a r r e a r s  t o  t h e  Fund, I hope t h a t  w e  
can  come f u l l  c i r c l e  and t h a t  t h e  c i r c l e  w i l l  i n  fact  be c l o s e d .  
The e v o l u t i o n  of  Guyana's p o l i c i e s  over  t he  p a s t  year  has  been 
p o s i t i v e .  I n  t h e  seeks ahead,  t h e  a u t h o r i t i e s  need t o  b u i l d  upon 
t h e  progress t o  d a t e  and a c c e l e r a t e  t h e  pace of t h e i r  e f f o r t s .  
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Mr. Salehkhou made the following statement: 

Although many of Gcyana'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 incoce 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 t o  
Guyana has come to a halt since the declaration of ineligibility, 
further economic deterioration has been prevented through modest 
growth in recorded GDP, improved m&-iagement of public resources, 
tax reform, and an increasingly flexible price-determination 
process and exchange rate policy, followed by ongoing efforts to 
make the process of wage determination more flexible. 

2 .  

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 t o  formulating a comprehensive set of measures 
and t o  developing a medium-term policy framework with the help 
of the staff. 

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 is 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 assigtance 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. In 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 f u l l y  
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 m o s t  damaging t o  the authori- 
ties' efforts in attracting external assistance and t o  their 



r e s u a p t i o n  of normal r e l a t i o n s h i p s  w i t h  t h e  c o u n t r y ' s  c r e d i t o r s .  
Another p o s s i b l e  n e g a t i v e  consequence of t he  r e p e a t e d  u s e  of 
t h i s  c l i c h B  i n  Fund d e c i s i o n s  on overdue o b l i g a t i o n s  i s  t h e  
damage t o  t h e  Fund's  c r e d i b i l i t y  by c r e a t i n g  3n  u n r e a l i s t i c  image 
on i t s  par t .  

It is c lear  t h a t  d o m e s t i c a l l y  in t roduced  changes i n  Guyana's 
economic p o l i c i e s  a l o n e  cannot  f a c i l i t a t e  mee t ing  i t s  economic 
o b j e c t i v e s  and c l e a r i n g  i t s  e x t e r n a l  arrears, i n c l u d i n g  i t s  overdue 
f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund. 

The s t a f f  r e p r e s e n t a t i v e  from t h e  Western Hemisphere Department 
sugges t ed  t h a t ,  pursuanr  t o  D i r e c t o r s '  comments on t h e  schedu l ing  of t h e  
nex t  review,  t h e  s i x  months proposed i n  t h e  d e c i s i o n  be r e t a i n e d ,  b u t  as 
f u t u r e  developments war ran ted ,  management cou ld  b r i n g  t h e  m a t t e r  t o  t h e  
Board w i t h i n  t h a t  pe r iod .  
work paper  with t h e  a u t h o r i t i e s  d u r i n g  t h e  second week of February.  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Exchange and Trade R e l a t i o n s  
Department no ted  t h a t  f o l l o w i n g  t h e  s t a f f  mi s s ion  t o  Guyana i n  Februa ry ,  
some t i m e  would be r e q u i r e d  t o  f i n i s h  t h e  r e p o r t ,  I n c l u d i n g  t h e  30-day 
pe r iod  between c i r c u l a t i o n  of t h e  paper  and Board d i s c u s s i o n ,  t h e  t i m e  
e l apsed  would be c l o s e  t o  t h e  six-month p e r i o d  proposed i n  t h e  d e c i s i o n .  

The s t a f f  planned t o  d i s c u s s  t h e  p o l i c y  frame- 

Mr5 Kafka remarked t h a t  wh i l e  h i s  a u t h o r i t i e s  would have no o b j e c t i o n  
t o  an ear l ie r  review,  t h e y  d i d  not  expec t  t h e  budget t o  be submi t t ed  t o  
t h e  L e g i s l a t i v e  Assembly b e f o r e  February o r  March. Perhaps t h e  t i m i n g  of  
t h e  review could be handled f l e x i b l y .  

He a p p r e c i a t e d  t h e  s p e a k e r s '  r e c o g n i t i o n  of t h e  e f f o r t s  made by t h e  
Guyanese Government t o  improve t h e  economic and f i n a n c i a l  s i t u a t i o n .  H e  
a s s u r e d  t h e  Board t h a t  t h e  a u t h o r i t i e s  a t t a c h e d  t o p  p r i o r i t y  t o  c l e a r i n g  
t h e  arrears t o  t h c  Fund and t o  s t r e n g t h e n i n g  t h e  s i t u a t i o n  of government 
f i n a n c e s  no t  on ly  through e x p e n d i t u r e  c u t s  b u t  through revenue i n c r e a s e s .  
However, i n  a poor c o u n t r y  l i k e  Guyana, t h e  i n c r e a s e  i n  r evenues  must 
accompany a f u r t h e r  resumption of growth i f  i t  was t o  be e f f e c t i v e  and 
a c c e p t a b l e  t o  t h e  popu la t ion .  Inc reased  growth would r e q u i r e  a s i g n i f i c a n t  
amount of e x t e r n a l  a s s i s t a n c e ,  some of i t  on c o n c e s s i o n a l  terms. 

M s .  Bush sugges t ed  t h a t ,  a6 t h e  medium-term p l a n  d e s c r i b e d  i n  t h e  
p o l i c y  framework paper  being prepared might l a y  t h e  b a s i s  f o r  c l e a r i n g  
arrears ,  i t  might be v a l u a b l e  t o  have a n o t h e r  r ev iew by t h e  end of A p r i l  
when t h e  Board could c o n s i d e r  t h e  paper  and any o t h e r  p o t e n t i a l  a r r ange -  
ments c h a t  might have been made f o r  t h e  c l e a r a n c e  of arrears.  

T h e  s t a f f  r e p r e s e n t a t i v e  from t h e  Western Hemisphere Department s a i d  
t h a t  by t h e  end of A p r i l  1988 t h e  s t a f f  could r e p o r t  t o  t h e  Board on t h e  
s t a t u s  of t h e  n e g o t i a t i o n s  w i t h  t h e  a u t h o r i t i e s  on a p o s s i b l e  p o l i c y  
framework p a p e r  so l o n g  as some f l e x i b i l i t y  was al lowed i n  t h e  p r e s e n t a t i o n  
of t h a t  i n fo rma t ion .  
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The Acting Chairman made t h e  follovi-ng s w m i n g  up: 

Execut ive D i r e c t o r s  agreed w i t h  t h e  t h r u s t  of t h e  s t a f f  
a p p r a i s a l  con ta ined  i n  t h e  r e p o r t  f o r  the 1987 A r t i c l e  IV consul-  
t a t i u n .  They noted Guyana's v e r y  d i f f i c u l t  economic s i t u a t i o n ,  
and they welcomed t h e  c o r r e c t i v e  measures t a k e n  by t h e  a u t h o r i t i e s  
i n  e a r l y  1987 i n  t h e  exchangz i a t e  and f i s c a l  areas and suppor t ed  
t h e  a u t h o r i t i e s '  p l ans  t o  c a r r y  o u t  a s u b s t a n t i a l  r e o r i e n t a t i o n  
of economic p o l i c y .  D i r e c t o r s  urged t h e  a u t h o r i t i e s  t o  move 
more f o r c e f u l l y  and q u i c k l y  i n  t h i s  d i r e c t i o n  and t o  deve lop  a 
p o l i c y  framework paper  t h a t  could p rov ide  a b a s i s  f o r  drrangements  
under t h e  s t r u c t u r a l  adjustment  f a c i l i t y  once t h e  overdue o b l i g a -  
t i o n s  t o  t h e  Fund had been s e t t l e d .  

D i r e c t o r s  remarked t h a t  while  t h e  d e v a l u a t i o n  of t h e  Guyana 
d o l l a r  i n  ea r ly  1987 had improved e x t e r n a l  c o m p e t i t i v e n e s s ,  t h e  
c u r r e n c y  remained s u b s t a n t i a l l y  overvalued.  Tlley a l s o  observed 
t h a t  t h e  r e g u l a t i o n s  governing t h e  o p e r a t i o n s  of t h e  secondary 
f o r e i g n  exchange window i n  t h e  commercial banks d i d  n o t  a l l o w  
f o r  t h e  emergence of a t r u l y  market-or iented exchange rate.  
Thus, D i r e c t o r s  urged t h e  a u t h o r i t i e s  t o  c a r r y  ou t  w i thou t  d e l a y  
t h e i r  plans t o  u n i f y  t h e  exchange ra te  system a t  a c o m p e t i t i v e  
ra te  and t o  implement t h e r e a f t e r  a f l e x i b l e  exchange rate p l i c y .  
I n  t h e i r  view, such a c t i o n s  were Oruc ia l  t o  h e l p  r e s t o r e  ec,:.dmic 
growth and a v i a b l e  ba l ance  of payments p o s i t i o n  over  t h e  medium 
term. 

D i r e c t o r s  observed t h a t  economic growth i n  Guyana had been 
a d v e r s e l y  a f f e c t e d  by t h e  i n t r o d u c t i o n  of widespread c o n t r o l s  
and, r e g u l a t i o n s  ove r  t h e  economy. They t h e r e f o r e  encouraged t h e  
a u t h o r i t i e s  t o  move qu ick ly  t o  pu t  i n t o  e f f e c t  t h e i r  i n t e n t i o n  
t o  l i b e r a l i z e  p r i v a t e  s e c t o r  p r i c e s  and t o  remove exchange and 
t r a d e  r e s t r i c t i o n s .  

D i r e c t o r s  noted t h e  a u t h o r i t i e s '  e f f o r t s  i n  t h e  p a s t  two 
y e a r s  t o  d e a l  with t h e  c o u n t r y ' s  f i s c a l  problem and ,  i n  par t ic -  
u l a r ,  t o  improve t h e  f i n a n c i a l  performance of the s t a t e  e n t e r -  
p r i ses .  They s t r e s s e d ,  however, t h a t  t h e  d e f i c i t  remained 
u n s u s t a i n a b l y  l a r g e  and con t inued  t o  be a major f a c t o r  behind 
Guyana's economic imbalances.  While welcoming t h e  a u t h o r i t i e s '  
p l ans  t o  reduce s u b s t a n t i a l l y  t h e  p u b l i c  s e c t o r  d e f i c i t  i n  t h e  
c o n t e x t  of t h e  medium-term program, D i r e c t o r s  unde r l ined  t h e  need 
f o r  e a r l y  a c t i o n  and  emphasized t h a t  both a r e d u c t i o n  i n  expendi- 
t u r e s  i n  rea l  terms and revenue i n c r e a s e s  would be r e q u i r e d  t o  

b r i n g  t h e  p u b l i c  f i n a n c e s  t o  a s u s t a i n a b l e  pa th  over  t h e  coming 
y e a r s .  They a l s o  s t r e s s e d  t h a t  i t  was necessa ry  t o  a l l o w  f o r  a 
f u l l  pass-through of t h e  d e v a l u a t i o n .  

D i r e c t o r s  observed t h a t  a s u b s t a n t i a l  r e d u c t i o n  i n  t h e  
f i s c a l  d e f i c i t  would h e l p  t h e  Bank of Guyana t o  r e g a i n  c o n t r o l  
over  monetary p o l i c y .  It was noted t h a t  domest ic  c r e d i t  had 



cont inued  t o  expmd a t  a f a s t  pace i n  1987, nega t ing  i n  p a r t  t h e  
e f f e c t  of t h e  exchange ra te  ad jus tmen t ,  and t h a t  t h e r e  was a 
need t o  t i g h t e n  c r e d i t  w i thou t  d e l a y .  A f l e x i b l e  approach t o  
i n t e r e s t  rates a l s o  was n e c e s s a r l  t o  c r e a t e  a p p r o p r i a t e  incen- 
t i v e s  f o r  p r i v a t e  s a v i n g s  and t o  e n s u r e  an  e f f i c i e a t  p a t t e r n  of 
inves tment .  

D i r e c t o r s  viewed w i t h  concern  t h e  s u b s t a n t i a l  o v e r a l l  accu- 
mula t ion  of e x t e r n a l  payments arrears by Guyana. They no ted  
t h a t  Guyana’s overdue o b l i g a t i o n s  t o  t h e  Fund had con t inued  t o  
b u i l d ,  and t h a t  a r r e a r s  t o  t h e  T r u s t  Fund had been al lowed t o  
develop i n  t h e  cour se  of 1987. D i r e c t o r s  emphasized t h a t  t h e  
resumption of normal f i n a n c i a l  r e l a t i o n s  wi th  e x t e r n a l  c r e d i t o r s  
r equ i r ed  t h e  adop t ion  of a comprehensive economic program. 

D i r e c t o r s  no ted  t h a i  wh i l e  implementa t ion  of a s t r o n g  
economic program i n  Guyana would enhance domest ic  s a v i n g s ,  
s u b s t a n t i a l  e x t e r n a l  a s s i s t a n c e  a l s o  would be needed t o  suppor t  
such a program. I n  Guyana’s c i r cums tances ,  such e x t e r n a l  assis- 
t a n c e  would need t o  be on c o n c e s s i o n a l  terms and,  i t  w a s  no ted  
by some, might need t o  Inc lude  some form of e x c e p t i o n a l  deb t  
r e l i e f .  Guyana, however, would need t o  move f i r m l y  t o  e s t a b l i s h  
t h e  c r e d i b i l i t y  of i t s  p o l i c i e s  f o r  e x t e r n a l  a s s i s t a n c e  t o  be 
for thcoming.  

I n  sum, D i r e c t o r s  welcomed t h e  renewed emphasis g iven  by- 
t h e  a u t h o r i t i e s  t o  a d d r e s s i n g  Guyana‘s ve ry  d i f f i c u l t  economic 
s i t u a t i o n  and urged them t o  implement wi thou t  d e l a y  a s t r o n g  set 
of p o l i c i e s  aimed a t  c r e a t i n g  t h e  b a s i s  for s u s t a i n e d  economic 
growth and a v i a b l e  b a l a n c e , o f  payments p o s i t i o n .  They were tsf 
t h e  view t h a t  time was n o t  on t h e  s i d e  of Guyana a;,d t h a t  f u r t h e r  
d e l a y s  i n  a d j u s t i n g  would e n t a i l  even h e a v i e r  c o s t s  a t  a l a t e r  
s t a g e .  

It i s  expec ted  t h a t  t h e  n e x t  Ar t i c l e  I V  c o n s u l t a t i o n  w i t h  
Guyana w i l l  be h e l d  on t h e  s t a n d a r d  12-month cyc le .  

~” 

The Execut ive  Board t h e n  took  t h e  fo l lowing  d e c i s i o n :  - .I . 

1. The Fund has  reviewed f u r t h e r  t h e  matter of Guyana’s 
con t inu ing  f a i l u r e  t o  f u l f i l l  i t s  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  
Fund i n  l i g h t  of  t h e  f a c t s  and development6 d e s c r i b e d  i n  EBS/87/268 
(12/16/87)  and SM/87/270 (11/17/87) .  

2 .  The Fund d e e p l y  r e g r e t s  t h e  c o n t i n u i n g  f a i l u r e  by Guyana 
t o  f u l f i l l  i t s  f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund and a g a i n  u rges  
Guyana t o  make full and prompt s e t t l e m e n t  of those o b l i g a t i o n s .  
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3 .  The Fund s r r e s s n s  t h e  impor tance  of a c t i v e  s t e p s  by 
Guyana t o  implement promptly t h e  economic reforms needed t o  
a d d r e s s  Guyana's imbalances,  r e s t o r e  economic growth, and regu- 
l a r i z e  i t s  r e l a t i o n s  w i t h  e x t e r n a l  c r e d i t o r s .  

4 .  The Fund w i l l  review a g a i n  t h e  matter of Guyana's 
overdue f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund w i t h i n  s i x  months of 
t h e  d a t e  of t h i s  d e c i s i o n .  

Dec i s ion  No. 8756-(87/176),  adopted 
December 18, 1987 

The Managing D i r e c t o r  assumed t h e  chair .  

3 .  STRUCTURAL ADJUSTMENT FACILITY AND ENHANCED STRUCTURAL ADJUSTMENT 
FACILITY 

The Execut ive  D i r e c t o r s  consLdered a staff paper  on l e g a l  documenta- 
t i o n  t o  g i v e  e f f e c t  t o  t h e  propJsed enhancement of t h e  s t r u c t u r a l  a d j u s t -  
ment f a c i l i t y  (EBS/87/253, RCQ. 2 ,  12 /16/87) .  

The Chairman remarked t h a t  i t  would be a p p r o p r i a i ?  t o  review t h e  
s t a t u s  of c o n t r i b u t i o n s  t o  t h e  rphanced S t r u c t u r a l  adjustment  f a c i l i t y .  
The o b j e c t i v e  w a s  an  enhancement of SDR 6 b i l l i o n .  Assuming a six-month 
SDR i n t e r e s t  ra te  of 6.5 p e r c e n t  and t h e  repayment of t h e  l o a n s  over  a 
13-year  p e r i o d ,  a subs idy  g r a n t  of  SDW 2.8 b i l l i o n  would be r e q u i r e d  t o  
a l l o w  t h e  T r u s t  t o  lend  a t  an  i n t e r e s t  rate of 0.5 pe rcen t .  I n  f a c t ,  
t h e  six-month SDR i n t e r e s t  ra te  had been 6.13 pe rcen t  t h e  p rev ious  week, 
which impl i ed  a t o t a l  g r a n t  requi rement  of SDR 2.6 b i l l i o n ;  however, 
t o  be  on t h e  c o n s e r v a t i v e  s i d e ,  t he  t a r g e t  € o r  t h e  g r a n t  would reocain 
SDR 2.8  b i l l i o n .  

M r .  Enoch r e c a l l e d  t h a t  Mr. Lankes t e r  had r epor t ed  on t h e  U.K. con- 
t r i b u t i o n  a t  t h e  p rev ious  d i s c u s s i o n  on t h e  enhanced f a c i l i t y  (EBM/87/171, 
12 /15/87) .  The Chance l lor  had subsequen t ly  announced t h a t  c o n t r i b u t i o n  i n  
Pa r l i amen t .  

A t  t h e  p rev ious  d i s c u s s i o n ,  h i s  c h a i r  had noted t h e  concerns  of o t h e r  
p o t e n t i a l  c o n t r i b u t o r s ,  p a r t i c u l a r l y  wi th  r e s p e c t  t o  t h e  t iming  of the  
a d o p t i o n  of t h e  d e c i s i o n s  b e f o r e  t h e  Board, Mr. Enoch cont inued .  While 
he  unders tood  t h o s e  concerns ,  h e  w a s  somewhat worr ied  about  l o s i n g  t h e  
momentum f o r  complet ing t h e  a r rangements  f o r  t h e  enhancement on schedule .  
A tight t i m e t a b l e  hsd been set a t  t h e  Venice Summit, and an enormous 
amount of p r o g r e s s  had been made s i n c e  t h e n .  He cont inued t o  hope t h a t  
t h e  end-year d e a d l i n e  f o r  implementing t h e  enhanced f a c i l i t y  could  be  
m e t .  He t h e r e f o r e  urged Execut ive  D i r e c t o r s  t o  accep t  t h e  revised dec i -  
s i o n s ,  which produced a framework f o r  t h e  enhanced f a c i l i t y  wi thout  
c l o s i n g  many avenues o r  reducing  t h e  f l e x i b i l i t y  needed t o  meet the  
conce rns  t h a t  had been r a i s e d .  
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For the reco,rd, while his authorities did not intend to hold 
up their contribution, they regarded i t  as very desirable that the 
United States should contribute to the mhanced facility, Mr. Enoch 
commented . 

Mr. Yamazaki remarked that ever since Japan had joined other major 
industrial countries in welcoming the Managing Director's initiative fcr 
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 attached 
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 firnily 
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 t o  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 biilion 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 d i d  
not reflect underlying economic realities, Mr. Yamazaki commented. 

Mr. Grosche remarked that the German Federal Government would endeavor 
co 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. In doing s o ,  it expected that adequate 
arrangements would be reached wtth 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 p r o p o r t i o n  t o  the disbursement requirements of the Account, 
Mr. Grosche continued. His authorities reserved the right, however, to 
advance disbursements to the Subsidy Account.  In t h a t  event, the present 
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v a l u e  would be t h e  b a s i s  f o r  d i s b u r s e s e n t s .  That cmmitment was made on 
t h e  unde r s t and ing  :hat t h e r e  would be a broad p a r t i c i p a t i o n  i n  l e n d i n g  t o  
t h e  T r u s t  as w e l l  as i n  c o n t r i b u t i n g  t o  t h e  Subsidy Accoun:. It  was 
f u r t h e r  assumed t h a t  t h e r e  would be s a t i s f a c t o r y  agreement on t h e  o v e r a l l  
o p e r a t i o n  of t h e  enhanced f a c i l i t y .  F i n a l l y ,  t h e  c o n t r i b u t i o n  t o  t h e  
Subsidy Account was s u b j e c t  t o  approva l  by t h e  German l e g i s l a t i v e  bod ies .  

M r .  Mass6 remarked t h a t  while  he  d i d  n o t  y e t  have a f i n a l  r e sponse  
t o  management's l a t e s t  r e q u e s t ,  h i s  a u t h o r i t i e s  had cons ide red  a s i g n i f i -  
c a n t  i n c r e a s e  i n  t h e i r  c o n t r i b u t i o n  t o  SbK 300 m i l l i o n .  The M i n i s t e r  
of Finence had s igned  a l e t t e r  t o  t h e  P r i m e  M i n i s t e r  i n d i c a t i n g  h i s  
a p p r o v a l  of t h e  c o n t r i b u t i o n ,  and i n d i c a t i o n s  were t h a t  t h e  p roposa l  
would be posi t ive?.y r ece ived  and t h a t  t h e  c o n t r i b u t i o n  would be f u l l y  
s u b s i d i z e d .  

Mrs. P l o i x  r e c a l l e d  t h a t  he r  a u t h o r i t i e s '  announcemen: of a c o n t r i b u -  
t i o n  of $500 m i l l i o n  had launched t h e  enhancement of t h e  s t r u c t u r a l  
ad jus tmen t  f a c i l i t y .  That morning h e r  a u t h o r i t i e s  had decided t o  i n c r e a s e  
t h a t  aizount by 17 p e r c e n t ,  t o  SDR 600 m i l l i o n ,  w i th  co r re spond ing  s u b s i d i e s  
o f  more than  SDR 240 m i l l i o n .  

She wished t o  suppor t  Mr. Enoch's comments, Mrs. P l o i x  con t inued .  
Her a u t h o r i t i e s  a l s o  regarded a U.S. c o n t r i b u t i o n  as h i g h l y  d e s i r a b l e .  

M r .  Posthumus s t a t ed  t h a t  t h e  S e t h e r l a n d s  a u t h o r i t i e s  had decided t o  
c o n t r i b u t e  t o  t h e  enhancement of t h e  s t r u c t u r a l  adjustment  f a c i l i t y  i n  
t h e  form of a g r a n t  t o  t h e  Subsidy Account. They would make a v a i l a b l e  
f .  10 m i l l i o n  a y e a r  i n  t h e  f i r s t  t h r e e  years, s t a r t i n g  i n  1988, and 
f .  15 m i l l i o n  a y e a r  over  t h e  next seven y e a r s .  According t o  t h e  
s t a f f ' s  c a l c u l a t i o n s  t h a t  might make i t  p o s s i b l e  f o r  t h e  T r u s t  t o  ex tend  
l o a n s  amounting t o  SDR 110 m i l l i o n  a t  t h e  t a r g e t e d  i n t e r e s t  ra te  of 
0.5 p e r c e n t .  H e  r e f e r r e d  D i r e c t o r s  t o  h i s  p rev ious  s t a t emen t  on t h e  
s u b j e c t  f o r  t h e  background of t h a t  c o n t r i b u t i o n .  

The Chairman commented t h a t  he had r e c e i v e d  a s su rances  from Group of 
F i v e  c o u n t r i e s ,  as  w e l l  as one coun t ry  which was not: a member of t h e  
Fund, of c a p i t a l  c o n t r i b u t i o n s  t o t a l i n g  SDR 4.75 b i l l i o n .  Assurances and 
commitments from a wide range of o t h e r  c o u n t r i e s  amounted t o  a minimum 
c a p i t a l  c o n t r i b u t i o n  of SDR 1 .5  b i l l i o n .  On t h e  b a s i s  of t h o s e  f i g u r e s ,  
he  w a s  p l e a s e d  t o  n o t e  t h a t  t h e  f i n a n c i n g  t a r g e t  of SDR 6 b i l l i o n  f o r  t h e  
enhancement was i n  s ig ' n t .  

F u r t h e r  work remained t o  be done on g r a n t s  f o r  t h e  Subsidy Account, 
t h e  Chairman remarked. A t  p r e sen t  i n t e r e s t  r a t e s ,  about SDR 2 .6  b i l l i o n  
was needed; t o  d a t e ,  f i r m  a s su rances  had been r ece ived  f o r  some SDR 2 b i l -  
l i o n .  He had a l s o  r ece ived  s e v e r a l  p e r s o n a l  a s s u r a n c e s  t h a t  a d d i t i o n a l  
amounts could c o n f i d e n t l y  be expec ted .  To a s s u r e  some room f o r  maneuver, 
t h e  o b j e c t i v e  of SDR 2 .8  b i l l i o n  would be ma in ta ined ,  and a l l  s t e p s  waul-d 
be t aken  t o  achLeve t h a t  o b j e c t i v e  i n  coming days .  
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ME. Bush conmented t h a t  D i rec rozs  were c e r t a i n l y  aware of h e r  au tho r -  
i t i e s '  g e n e r a l  suppor t  f o r  t h e  enhanced f a c i l i t y ,  as w e l l  as t h e i r  p o s i t i o n  
w i t h  r e s p e c t  t o  a p o s s i b l e  U-S. c o n t r i b u t i o n  and t h e  r easons  f o r  i t .  I n  
view of t h e  f u r t h e r  comments by D i r e c t o r s  r e g a r d i n g  a U.S. c o n t r i b u t i o n ,  
s h e  would a g a i n  convev :heir  concerns  t o  h e r  a u t k c r i t i e s .  

M r .  O r t i z  remarked t h a t  he wished t o  thank  Ms. Bush f o r  h e r  encour- 
ag ing  words. Some c o u n t r i e s  i n  h i s  c o n s t i t u e n c y ,  s p e c i f i c a l l y ,  Mexico 
and Venezuela ,  were cons ide r ing  c o n t r i b u t i o n s  t o  t h e  enhanced f a c i l i t y  
on t h e  b a s i c  of a broad r e g i o n a l  e f f o r t .  Fo r  t h e  r e c o r d ,  h i s  Spanish  
a u t h o r i t i e s  were hope fu l  about a p o s t i b l e  U . S .  c o n t r i b u t i o n .  I n  t h e  
c o n t e x t  of a r e g i o n a l  e f f o r t ,  h i s  Mexican a u t h o r i t i e s  were c o n s i d e r i n g  a 
c o n t r i b u t i o n  of up t o  SDR 45  m i l l i o n  i n  t h e  form of s u b s i d i z e d  l o a n s  t o  
be d i s t r i b u t e d  over  a three-year  pe r iod .  H i s  Venezuelan a u t h o r i t i e s  were 
a l s o  f a v o r a b l y  c o n s i d e r i n g  p a r t i c i p a t i o n  i n  t h e  enhancement. 

M r .  Kafka s t a t e d  t h a t  he had been a u t h o r i z e d  by h i s  Colombian and 
B r a z i l i a n  a u t h o r i t i e s  t o  inforro t h e  Board t h a t  t b z y  expec ted  t o  c o n t r i b u t e  
t o  t h e  enhanced f a c i l i t i .  They had no t  y e t  de te rmined  t h e  p r e c i s e  amounts 
and m o d a l i t i e s  but: t h e y ,  l i k e  Mexico and Venezuela ,  expect2d t o  do so i n  
t h e  c o n t e x t  of a r e g i o n a l  e f f o r t .  has t ened  t o  add ,  however, t h a t  t h e  
B r a z i l i a n  F inance  M i n i s t e r  had r e s igned  a f e w  hours  p r e v i o u s l y ,  and h e  
t h e r e f o r e  had no au th0r i t .y  t o  r e p e a t  t h e  commitment t h a t  had been made. 
He hoped i t  would not be a f f e c t e d  by t h e  change i n  Government. 

MY. Donoso remarked t h a t  c o u n t r i e s  i n  his c o n s t i t u e n c y  were s t i l l  
c o n s i d e r l a g  s h e i r  c o n t r i b u t i o n  t o  t h e  enhanced f a c i l i t y .  H i s  Chi lean  
a u t h o r i t i e s  had i n d i c a t e d  t h a t  they  would make a c a p i t a l  c 9 n t r i b u t i o n  of 
up t o  SDR 12  m i l ? l o n ;  t h e  g r a n t  e lement  was expec ted  t o  be p r o p o r t i o n a l  
t o  t h a t  of o t h e r  c o u n t r i e s  i n  t h e  r eg ion .  Other Dembers of h i s  con- 
s t i t u e n c y  t h a t  were c o n s i d e r i n g  c o n t r i b u t i o n s  were c l o s e  t o  d e c i d i n g  on 
a f i g u r e .  

Mr. F i n a i s h  s t a t e d  t h a t  h i s  Kuwait i  a u t h o r i t i e s  had decided t o  make 
a c o n t r i b u t i o n  t o  t h e  enhanced f a c z l i t y .  They had n o t  y e t  determined a 
p r e c i s e  amount, 5 u t  they  expected t o  do so i n  a few days.  

Mr. P rade r  remarked t h a t  at present.  it was imposs ib l e  f o r  h i s  B e l g i a i  
a u t h o r i t i e s  t o  g i v e  t h e i r  formal  agreement t o  p a r t i c i p a t e  i n  t h e  enhanced 
f a c i l i t y .  Although they  recognized  t h a t  t h e  t e x t  of t h e  Chairman's 
summing up went a long way toward meet ing t h e i r  concerns ,  i n  f a c t ,  i f  t h e  
need t o  sell gold  a r o s e  a t  once ,  t h e  approprCate  m a j o r i t y  € o r  a d e c i s t o n  
t o  do s o  would probably  not  be p r e s e n t ,  so t h a t  t h e  Chairman's remarks 
could  be made i n o p e r a t i v e .  

FGK t h a t  r e a s o n ,  i n c o r p o r a t i n g  a claim on t h e  T r u s t  a5 on asset 
remained a d i f f i c u l t  problem fo r  t h e  c e n t r a l  ba:-k, M r .  P rader  exp la ined .  
The p o s s i b i l i t y  of s o l v i n g  t h a t  problem by t h e  a d o p t i o n  of a p p r o p r i a t e  
a r rangements  between t h e  c e n t r a l  bank and t h e  Government could n o t  be 
f o r m a l l y  discussed a t  p r e s e n t ,  owing t o  t h e  government c r i s i s  i n  Belgium. 
Dec i s ions  on arrangements  of t h a t  n a t u r e  were o u t s i d e  t h e  limiLed scope  
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of t h e  day-to-d.iy d e c i s i o n s  t h a t  t h e  r e s i g n i n g  Government could t ake .  H e  
t h e r e f o r e  hoFed t h a t  he  would be a b l e  t o  announce Belgium's p a r t i t i p a t i o n  
i n  t h e  enhancement once t h e  new Government was i n  p l a c e .  I n  t h a t  r e g a r d ,  
t h e  postponement of t h e  adop t ion  of t h e  d e c i s i o a s  under  d i s c u s s i o n  f o r  a 
few weeks might have been h e l p f u l .  

H i s  a u t h o r i t i e s '  d e c i s i o n  would have been f a c i l i t a t e d  i f  a l l  of t h e  
Fund's major members had p a r t i c i p a t e d  i n  t h e  enhancement, X r .  Prader  
added. 
measures t o  assure t h e  s e c u r i t y  of c l a i m s  on t h e  T r u s t  would indeed be 
t aken .  

T t  cou ld  t h e n  have been more r e a s o n a b l y  assumed t h a t  a l l  necessa ry  

H i s  A u s t r i a n  a u t h o r i t i e s  remained committed t o  making a r e s e r v e  loan  
of  SDR 60 m i l l i o n  a t  a n  i n t e r e s t  rate of 0.5 p e r c e n t ,  which would be 
s u b s i d i z e d ,  M r .  P rade r  remarked. His T u r k i s h  a u t h o r i t i e s  would a l s o  
c o n t r j b u t e  t o  t h e  enhancement i n  an amount of some SDR 35 m i l l i o n ,  on 
terns and c o n d i t i o n s  t G  be d i s c u s s e d  w i t h  t h e  Fund a t  a l a t e r  s t a g e .  

The Chairman e x p l a i n e d  t h a t  t h e  m o d i f i c a t i o n s  proposed by D i r e c t o r s  
on December 15 were f u l l y  r e f l e c t e d  i n  t h e  r e v i s e d  text of t h e  d e c i s i o n s  
t o  g i v e  e f f e c t  i o  t h e  enhancement of t h e  s t r u c t u r a l  adjustment  f a c i l i t y .  
He proposed t o  proceed t o  t h e  formal approva l  of t h o s e  d e c i s i o n s  and 
i n v i t e d  D i r e c t o r s '  comments. 

Mr. Grosche, r e f e r r i n g  t o  subparagraph ( 4 )  of t h e  Amendment of t h e  
Regu la t ions  f o r  t h e  Admin i s t r a t ion  of t h e  S t r u c t u r a l  Adjustment F a c i l i t y ,  
proposed t h a t  a f t e r  "may be extended" t h e  words "once up t o  a pe r iod  of 
s i x  moaths" shou ld  be added t o  i n d i c a t e  how many d e l a y s  i n  dlsbursements  
would be al lowed and t h a t  t h e  e x t e n s i o n  was no t  f o r  a n  un l imi t ed  p e r i o d .  

The. s t a f f  r e p r e s e n t a t i v e  from t h e  Lega l  Department commented t h a t  t h e  
proposed amendment d i d  not seem t o  change t h e  s u b s t a n c e  a t  t h e  present 
s t a g e .  However, i f ,  as a r e s u l t  or' t h e  e x t e n s i o n  of commitments beyond 
t h e  p r e s e n t  commitment p e r i o d ,  t h e r e  wac room f o r  a d d i t i o n a l  f l e x i b L l i t y ,  
t hen  t h e  amended subparagraph,  as  proposed, would have t o  be  changed. The 
ph rase  " s u b j e c t  t o  t h e s e  Regulat ions"  avoided t h e  need f o r  l a t e r  r e v i s i o n .  

The Chairman proposed t h a t  Mr. Grosche 's  unde r s t and ing  of t h e  t e x t  
should be recorded i n  t h e  minutes  of t h e  d i s c u s s i o n  and t h a t  t h e  t e x t  
should remain as i t  was. 

MY. Grosche remarked t h a t  t h e  Chairman's s u g g e s t i o n  was a c c e p t a b l e  
t o  him. 

Commenting on t h e  Instrument  t o  E s t a b l i s h  t h e  Enhanced S t r u c t u r a l  
kdjustment  F a c i l i t y  T r u s t ,  Mr. Grosche r e c a l l e d  t h a t  with r e s p e c t  t o  
S e c t i o n  I ,  paragraph 3 ,  "Unit: of Account," he  had p r e v i o u s l y  i n d i c a t e d  
tilat h i s  a u t h o r i t i e s  were n e t  y e t  s u r e  whether the p r o v i s i o n s  of t h a t  
; . .~ragraph,  p a r t i c u l a r l y  r ega rd ing  denomination and,  i n d i r e c t l y ,  t h e  
t i l t e r e s t  r a t e  of l o a n s ,  were fully compa t ib l e  w i t h  t h e i r  framework f o r  
s a k i n g  a c a p i t a l  c o n t r i b u t i o n  t o  "ne T r u s t .  H e  hoped and expected t h a t  
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t h a t  would be t h e  case. None the le s s ,  h i s  a u t h o r i t i e s  would p r e f e r  t h a t  
t h e  s t a f f  should m a i n t a i n  a degree  of f l e x i b i l i t y  i n  i t s  d i s c u s s i o n s  
with t h e  German f i n a n c e  i n s t i t u t i o n  t h a t  was go ing  t o  p rov ide  t h e  loan.  
The re fo re ,  he p r e f e r r e d  t h a t  t h e  framework be ing  decided shou ld  not be 
l e g a l l y  binding a t  t h e  c o n c l u s i o n  of  t h e  p r e s e n t  d i s c u s s i o n ,  and t h a t  t h e  
d e c i s i o n s  should be adopted l a te r  on a l a p s e  of time b a s i s .  N e v e r t h e l e s s ,  
i f  t h e  consensus f avored  t a k i n g  a d e c i s i o n  a t  t h e  conc lus ion  of tne 
p resen t  d i s c u s s i o n ,  and i f  o t h e r s  d i d  not  expec t  t o  encoun te r  major 
d i f f i c u l t i e s  i n  p rov id ing  t h e i r  c o n t r i b u t i o n  i n  S D R s ,  he could go a long  
wi th  t h e  consensus-  However, t he .  Board might have t o  r e c o n s i d e r  t h o s e  
elements  i n  t h e  text if h i s  a u t h o r i t i e s  cou ld  n o t  comply w i t h  them. A p a r t  
from t h o s e ,  i t  would be h e l p f u l  i f ,  a t  t h e  p r e s e n t  meet ing,  a p r o v i s i o n  
could be i n s e r t e d  i n  t h e  t e x t s  s t i p u l a t i n g  t h a t  t h e  SDR cur rency  b a s k e t  
would remain unchanged over  t h e  p e r i o d  of t h e  loan.  

The Chairman remarked t h a t  he  was g r a t e f u l  f o r  t h e  f l e x i b i l i t y  shown 
by M r .  Grosche. Indeed,  i t  was n o t  a b s o l u t e l y  n e c e s s a r y  t o  adopt  t h e  
d e c i s i o n s  a t  t h e  p r e s e n t  mee t ing ,  b u t  i t  was h i g h l y  d e s i r a b l e  t o  do s o ,  
and s e v e r a l  speake r s  were p r e s s i n g  f o r  t h e i r  adop t ion .  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Legal  Department commented t h a t  
under S e c t i o n  V I 1  of t h e  I n s t r u m e n t ,  t h e  same r u l e s  app ly ing  t o  t h e  opera- 
t i o n  of t h e  General  Resources  i ccoun t  would a p p l y  t o  t h e  o p e r a t i o n  of t h e  
T r u s t .  Thus, t h e  v a l u a t i o n  of t h e  SDR r e f e r r e d  t o  i n  S e c t i o n  I ,  para- 
graph 3 of t h e  Ins t rumen t  would change as t h e  r e f e r e n c e  baske t  changed. 

The Depity T r e a s u r e r  commented t h a t  a l though  a d a t e d  SDR had n o t  
been provided f o r  i n  t h e  I n s t r u m e n t ,  a p r o v i s i o n  f o r  a d a t e d  SDR cou ld  
conceivably be  i n c l u d e d .  However, t h a t  would ra i se  c e r t a i n  p o l t c y  i s s u e s  
f o r  t h e  Fund t h a t  would have t o  be cons ide red  i n  d e t a i l .  The concern 
about  p o s s i b l e  changes i n  t h e  composi t ion of t h e  SDR b a s k e t  a t  t h e  t i m e  
of t h e  p e r i o d i c  reviews w a s  u n d e r s t a n d a b l e ,  and t h e  s t a f f  would be p repa red  
t o  d i s c u s s  t h a t  concern w i t h  t h e  German a u t h o r i t i e s  when t h e  o p p o r t u n i t y  
a rose ;  c e r t a i n  t echn iques  had been used i n  o t h e r  c o n t e x t s  t o  hedge and 
p r o t e c t  a g a i n s t  rLsks a r i s i n g  from changes i n  t h e  b a s k e t ' s  composi t ion.  
It was p o s s i b l e  t h a t  t h e  p o t e n t i a l  d i f f i c u l t i e s  might n o t  be as g r e a t  as  
they  might now appea r  t o  t h e  a u t h o r i t i e s .  

Mrs. P l o i x  remarked t h a t  h e r  a u t h o r i t i e s  were encoun te r ing  d i f f i c u l -  
t i e s  similar t o  t h o s e  mentioned by Mr. Grosche. They a l s o  had t h e  same 
f l e x i b i l i t y  i n  mind, b u t  f l e x i b i l i t y  on t h e  p a r t  of t h e  s t a f f ,  a s  wel l  as 
f u r t h e r  d i s c u s s i o n  w i t h  t h e  s t a f f ,  would be weliome. 

Mr. Zecchini  observed t h a t  t h e  r a t i o n a l e  behind t h e  p r o v i s i o n  i n  
q u e s t i o n  was t h a t  t h e  denomination of t h e  T r u s t ' s  o p e r a t i o n s  and t r a n s -  
a c t i o n s  i n  S D R s  c l e a r l y  e n t a i l e d  a r e f e r e n c e  t o  t h e  SDR i n t e r e s t  r a t e  
a p p l i e d  t o  claims on t h e  T r u s t ,  and f l e x i b i l i t y  on denomination cou ld  
a f f e c t  bo th  a s p e c t s .  The s ta f f  should t h e r e f o r e  c o n s i d e r  v e r y  c a r e f u l l y  
the f i n a n c i a l  i m p l i c a t i o n s  of opening up t h e  q u e s t i o n  of t h e  denominat ions 
of  c la ims .  
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I n  l i g h t  of t h e  p rev ious  d i s c u s s i o n  on t h e  i n t e r p r e t a t i o n  of t h e  
words "provided t h a t , "  h e  would l i k e  t o  confirm t h a t  t h e  s t a f f ' s  i n t e r -  
p r e t a t i o n  of t h a t  p h r a s e  would b e  inc luded  i n  t h e  r e c o r d  so as t o  a v o i d  
any ambigui ty ,  Mr. Zecch in i  added. 

The s t a f f  representatfyre  from t h e  Legal Department observed tha t  t h e  
i n t e r p r e t a t i o n  p r e v i o u s l y  g iven  by t h e  s t a f f  was confirmed by a n  examina- 
t i o n  of t h e  Articles. 
s e t t i n g  f o r t h  a r u l e  with a n  e x c e p t i o n  was Article V ,  S e c t i o n  8(e) ,  which 
s t a t e d  C h a t  "a member s h a l l  pay all cha rges  i n  SDRs, provided t h a t  i n  
e x c e p t i o n a l  c i r cums tances  t h e  Fund may permit  a member t o  pay cha rges  i n  
t h e  c u r r e n c i e s  of o t h e r  members s p e c i f i e d  by t h e  Fund...or i n  i t s  own 
cu r rency . "  That same s t r u c t u r e  was used i n  S e c t i o n  I, paragraph 3 ,  of 
t h e  T r u s t  Instrument .  

The most s t r i k i n g  i l l u s t r a t i o n  of a p r o v i s i o n  

M r .  Grosche, r e f e r r i n g  t o  S e c t i o n  I V ,  paragraph 5 of t h e  Ins t rumen t ,  
remarked t h a t  he  s t i l l  p r e f e r r e d  n o t  t o  mention a n  i n t e r e s t  ra te  t a r g e t  
because i t  cou ld  r a i s e  e x p e c t a t i o n s  t h a t  might not be r e a l i z e d .  
less,  i f  a broad m a j o r i t y  wished t o  i n c l u d e  such a t a r g e t ,  he could 
r e l u c t a n t l y  go along.  However, as a minimum, t h e  words " t o  t h e  e x t e n t  
p o s s i b l e "  shou ld  be r e i n s e r t e d  i n  paragraph 5 ( a )  fo l lowing  " reduc ing , "  i n  
o r d e r  t o  be as p r e c i s e  as p o s s i b l e  w i t h  r ega rd  t o  t h e  c h a r a c t e r  of t h e  
t a r g e t  i n t e r e s t  rate of 0.5 p e r c e n t .  Also, f o r  t h e  r e c o r d ,  d e s p i t e  t h e  
p r o v i s i o n s  of t h e  t e x t ,  h i s  a u t h o r i t i e s  d i d  no t  f e e l  compelled t o  c l o s e  
r e s o u r c e  gaps i n  t h e  Subsidy Account. 

Neverthe- 

- 

The Chairman observed t h a t  t h e  tex t  e x p l i c i t l y  provided f o r  r a i s i n g  
t h e  i n t e r e s t  rate on l o a n s  from t h e  T r u s t  i f  s u f f i c i e n t  r e s o u r c e s  t o  
s u b s i d i z e  t h e  t a r g e t  rate d i d  no t  materialize. Be t h e r e f o r e  understood 
and sha red  M r .  Grosche 's  concerns.  For h i s  p a r t ,  he  could accept t h e  
r e i n t r o d u c t i o n  of t h e  words " t o  t h e  e x t e n t  yclssible" i n  a s p i r i t  of 
consensus ,  bu t  h e  was i n  t h e  hands of t h e  Execut ive Board. 

M r .  Zecch in i  r e c a l k d  t h a t  he  had proposed t h e  d e l e t i o n  of t h e  words 
" t o  t h e  e x t e n t  p o s s i b l e "  t o  d i s t i n g u i s h  t h e  r e s o u r c e s  of t h e  enhanced 
f a c i l i t y  from o t h e r  Fl,nd r e s o u r c e s .  I f  t h e  i n t e r e s t  ra te  on l o a n s  from 
t h e  T r u s t  was t o  approach market ra tes ,  he d i d  no t  s e e  any need t o  e s t ab -  
l i s h  t h e  enhanced f a c i l i t y  as a s e p a r a t e  f a c i l i t y .  It was t h e r e f o r e  
c r u c i a l  t o  r e t a i n  no t  on ly  t h e  o b j e c t i v e  of a 0.5 pe rcen t  i n t e r e s t  r a t e ,  
bu t  also a f i r m  unde r s t and ing  t h a t  t h a t  o b j e c t i v e  had t o  be reached.  

The Chairman observed t h a t  i n  view of t h e  r e s o u r c e s  a l r e a d y  committed 
t o  t h e  Subsidy Account, t h e  c o n c e s s i o n a l i t y  of t h e  enhanced f a c i l i t y  was 
no t  a t  i s s u e .  Moreover, t h e  o b j e c t i v e  of a t t a i n i n g  a n  i n t e r e s t  ra te  of 
0 .5  p e r c e n t  was s t r o n g l y  suppor t ed .  

The  s t a f f  representati-qe from t h e  Legal Department commented t h a t  
t h e  word " o b j e c t i v e "  had heen used throughout t h e  t e x t  t o  i n d i c a t e  
t h a t  0.5 p e r c e n t  w a s  not  a f i x e d  i n t e r e s t  r a t e .  "To t h e  f u l l e s t  e x t e n t  
p o s s i b l e "  had been i n s e r t e d  i n  t h e  o r i g i n a l  v e r s i o n  n o t  t o  p o i n t  i n  t h e  
d i r e c t i o n  of a marke t - r e l a t ed  i n t e r e s t  r a t e ,  but r a t h e r  t o  i n d i c a t e  t h a t  
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everything possible would be done to attain the 0.5 percent interest rnt%e 
objective. 
rather than qualifying it. 

Thus, the phrase pointed in the direction of the objective 

Mr. Zecchini remarked that he did not understand the staff's line of 
Subparagraph (c) clearly argument in the general context of paragraph 5 .  

stated that "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 ...." 
addition to subparagraph (a) was not required. 
expressed hie reservations with respect to subparagraph (c); those reser- 
vations would extend to an amended subparagraph (a) as well. 

That provided enough flexibility, so that an 
Moreover, he had previously 

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 !;re Zecchini, paragraph 5(a) might be revised to read: "The amount 
of the subsidy shall be determined by the Trustees in the light of (i) 
the objective of ensuring that the enhanced structural adjustment facility 
is a highly concessional facility and, to the fullest extent possible, 
reducing the rate of interest charged to 0.5 percent on Trust loans...." 

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

MT. 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 sufficient security for 
claims in the order of an enhancement of SDR 6 billion. However, If 
there was any enlargement of the Trust in 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 11, stating that "the Trust loans shall be 
repaid in equal semiannual installments beginning after the grace period 
O €  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. 



- 33 - EBM/87/176 - 12/18/87 

Mr. Grosche commented t h a t  even  though t h e  s u b s t a n c e  w a s  t h e r e ,  he 
had had d i f f i c u l t y  e x p l a i n i n g  t h e  d e c i s i o n s  t o  h i s  a u t h o r i t i e s  because 
c r o s s - r e f e r e n c e s  t o  o t h e r  p r o v i s i o n s  made t h e  Ins t rumen t  ex t r eme ly  com- 
p l i c a t e d  f o r  t h e  nonexpert .  It would h e l p  i f  a p r o v i s i o n  on repayment 
were inc luded  i n  t h e  t e x t ,  because i t  w a s  a n  impor t an t  p o i n t .  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Legal  Department observed t h a t  t h e  
e x p l a n a t i o n  of t h e  p r o v i s i o n  cou ld  be i n c l u d e d  e i t h e r  i n  t h e  r e c o r d  of 
the meet ing o r ,  when t h e  f i n a l  text of t h e  d e c i s i o n s  was approved,  a 
commentary o r  c l a r i f i c a t i o n  cou ld  be  i s s u e d .  

The Chairman suggested t h a t  t h e  r e c o r d  of t h e  meeting would c l a r i f y  
t h e  p o i n t  r a i s e d  by Mr. Grosche. 

M r .  O r t i z  remarked t h a t ,  f o r  the r e c o r d ,  h e  had two q u e s t i o n s  tegerd- 
i n g  t h e  l i q u i d i t y  of claims on t h e  T r u s t .  
l o a n s  t o  t h e  T r u s t  by c e n t r a l  banks as p a r t  of t h e i r  reserves i n  t h e  
Fund's s t a t i s t i c a l  p u b l i c a t i o n s ?  Second, could t h e  s t a f f  d e s c r i b e  more 
p r e c i s e l y  t h e  s t e p s  t h a t  c e n t r a l  banks would have t o  t a k e  i n  o r d e r  t o  
draw on t h e  g e n e r a l  r e s o u r c e s  of t h e  Fund i n  case of a l i q u i d i t y  need? 

F i r s t ,  would t h e  Fund c o n s i d e r  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Legal  Department confirmed t h a t  
l o a n s  t o  t h e  T r u s t  by central  banks would be cons ide red  as p a r t  of t h e i r  
r e s e r v e s .  

Access t o  t h e  Fund's g e n e r a l  r e s o u r c e s  was a v a i l a b l e  i n  t h e  e v e n t  of 
a l i q u i d i t y  need a r i s i n g  from developments i n  a member's r e s e r v e  p o s i t i o n ,  
t h e  s t a f f  r e p r e s e n t a t i v e  con t inued .  A r e p r e s e n t a t i o n  of t h a t  l i q u i d i t y  
need would have t o  be made by t h e  member, and t h e  Fund would have t o  exam- 
ine  t h e  j u s t i f i c a t i o n  f o r  t h e  pu rchase  under Article V ,  S e c t i o n  3 ( b ) ( i i ) ,  
t a k i n g  i n t o  accoun t ,  i n  p a r t i c u l a r ,  t h e  amount of t h e  r e q u i r e d  pu rchase  
and a l s o  t h e  e x i s t e n c e  of a c l a i m  on t h e  T r u s t .  The exac t  p rocedure  had 
n o t  been s p e c i f i e d ,  and would i n v o l v e  a d e c i s i o n  by t h e  Board. The 
p rocedure  cou ld  be implemented as q u i c k l y  as p o s s i b l e .  The s t a f f  env i saged  
t h a t  t h e  d e c i s i o n  would bo t a k e n  on l a p s e  of t i m e ,  i f  t h a t  w a s  a g r e e a b l e  
t o  t h e  Execu t ive  Board. 

Two t y p e s  of d e c i s i o n s  would be r e q u i r e d  i f  s p e c i a l  f e a t u r e s ,  such 
as s p e c i a l  r epurchase  p e r i o d s  and t h e  f l o a t i n g  c h a r a c t e r  of t h e  pu rchase  
unde r  t h a t  p r o v i s i o n  were d e s i r e d ,  t h e  s t a f f  r e p r e s e n t a t i v e  no ted .  A 
d e c i s i o n  on t h o s e  s p e c i a l  f e a t u r e s  would r e q u i r e  a m a j o r i t y  of 8 5  p e r c e n t  
of t h e  v o t i n g  power. The d e c i s i o n s  cou ld  be p re sen ted  t o  t h e  Board a t  a 
l a t e r  s t a g e .  

I n  r e sponse  t o  a q u e s t i o n  by Mr. O r t i z  r e g a r d i n g  t h e  r e p r e s e n t a t i o n  
of t h e  l i q u i d i t y  need t h a t  would need t o  be made by t h e  a u t h o r i t i e s ,  t h e  
s t a f f  r e p r e s e n t a t i v e  from t h e  Legal  Department remarked t h a t  a t  t h e  
p r e s e n t  s t a g e  he was not  i n  a p o s i t i o n  t o  e l a b o r a t e  f u r t h e r  on t h e  s p e c i f i c  
p r o c e d u r a l  s t e p s  t h a t  would have t o  be t aken  i n  i n d i v i d u a l  cases. 
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Mrs. BLoix s t a t e d ,  t h a t  f o r  t h e  r e c o r d ,  with r ega rd  t o  t h e  s e c u r i t y  
o f  c la ims  on t h e  T r u s t  and t h e  Fund's p l edge  w i t h  r e s p e c t  t o  t h e  r e s i d u a l  
risk, h e r  a u t h o r i t i e s  would l ike  t h e  Fund t o  c o n s i d e r ,  among " a l l  s u c h  
i n i t i a t i v e s  as might be n e c e s s a r y , "  t h e  use of all o t h e r  p o s s i b l e  r e s e r v e s .  

The Chairman remarked t h a t  such  an i n d i c a t i o n  had been i n c l u d e d  i n  
h i s  summing up a t  EBM/87/171 of t h e  d i s c u s s i o n  a t  EBM/87/168. 

Mr. Ovi commented t h a t  he unde r s tood  from t h e  p rev ious  d i s c u s s i o n  on 
t h e  enhanced f a c i l i t y  t h a t  t h e  d r a f t  d e c i s i o n s  on t h e  use of t h e  Fund's 
g e n e r a l  r e sources  i n  t h e  event  of a l i q u i d i t y  need would be c o n s i d e r e d  a t  
t h e  p r e s e n t  meeting. While he had no problems whatsoever w i t h  t h e  legal.  
texts p resen ted  t o  t h e  Board, he c o n s i d e r e d  t h o s e  a d d i t i o n a l  d e c i s i o n s  
t o  be an i n t e g r a l  pa r t  of t h e  implementing documentation. I f  i t  was t h e  
unde r s t and ing  of t h e  Board t h a t  i t  would adopt  a d e c i s i o n  t o  make t h e  
r e s e r v e  t r anche  f l o a t i n g  i n  t h e  e v e n t  of t h e  use of t h e  Fund's g e n e r a l  
r e s o u r c e s  t o  meet a l i q u i d i t y  need ,  t h e n  h e  could a c c e p t  t h e  t ex ts  pre- 
s e n t e d  as they  were. 

M r .  Prader  s t a t e d  t h a t  he  s h a r e d  M r .  Ovi 's  views. 

Mr. Zecchini  suggested t h a t  t h e  Chairman's summing up might r e f l e c t  
t h e  sen t imen t  expressed by several D i r e c t o r s  t h a t  a l l  i n d u s t r i a l  c o u n t r i e s ,  
i n c l u d i n g  major ones,  were expected t o  j o i n  t h e  i n i t i a t i v e  a t  some s t a g e .  
Moreover, f o r  t h e  r eco rd ,  h e  s t i l l  had r e s e r v a t i o n s  on some t e x t u a l  p o i n t s ,  
and he  was no t  fu l ly . conv inced  t h a t  t h e  d e c i s i o n s  should be adopted a t  t h e  
p r e s e n t  meet ing.  However, if a l a r g e  m a j o r i t y  of t h e  v o t i n g  power f avored  
t h e i r  a d o p t i o n ,  he would n o t  s t a n d  i n  t h e  way. 

The Chairman remarked t h a t  he had indeed n o t i c e d  t h e  broad d e s i r e  of 
t h e  membership t o  have a l l  major i n d u s t r i a l  c o u n t r i e s  p a r t i c i p a t e  i n  t h e  
enhancement a t  some s t a g e .  He s h a r e d  t h a t  d e s i r e .  With r e g a r d  t o  t h e  
d e c i s i o n s ,  i t  was important  t h a t  t h e y  should be adopted a t  t h e  p r e s e n t  
meeting i n  o r d e r  t o  meet t h e  d e a d l i n e  sugges t ed  a t  t h e  Venice Summit f o r  
implementing the  f a c i l i t y .  

Mr. N i m a t a l l a h  s t a t e d  t h a t  he  sha red  t h e  Chairman's views and t h a t  
he suppor t ed  t h e  d e c i s i o n s ,  as amended. 

Mrs. P l o i x  observed t h a t  t h e  s t a f f  had proposed t h a t  t h e  d e c i s i o n s  on 
t h e  i n i t i a l  i n t e r e s t  ra te  and on access l i m i t s  should be t a k c n  s e p a r a t e l y .  
Would t h e r e  be ano the r  meeting 02 t h e  Board t o  c o n s i d e r  t h e  d e c i s i o n s  on 
t h o s e  two issues? 

The s t a f f  r e p r e s e n t a t i v e  from t h e  Legal  Department responded t h a t  
i t  was c o r r e c t  t h a t  two d e c i s i o n s  would have t o  be taken:  one on a c c e s s  
l i m i t s  under t h e  Instrument  and one on t h e  i n t e r e s t  r a t e  under t h e  I n s t r u -  
ment. With r ega rd  t o  access l i m i t s  and t h e  0.5 pe rcen t  i n t e r e s t  r a t e ,  i t  
was impor t an t  t o  know t h e  exact amount of confirmed commitments. 
d e c i s i o n s  should be taker. as q u i c k l y  a s  p o s s i b l e ,  e i t h e r  i n  a n o t h e r  
meeting OK on a l a p s e  of t i m e  b a s i s .  

The 
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M r .  Posthumus, r e c a l l i n g  t h e  d i s c u s s i o n  between Mr. Grosche and 
Mr. Munzberg on t h e  need f o r  f l e x i b i l i t y  w i t h  r e s p e c t  t o  t h e  l o a n  agree- 
ments y e t  t o  be concluded,  remarked t h a t  t h e  Board should be informed 
once agreements had been f i n a l i z e d .  

The s t a f f  r e p r e s e n t a t i v e  from t h e  Legal  Department commented t h a t  
e v e r y  agreement wi th  an i n d i v i d u a l  l e n d e r  would be  presented f o r  Board 
approva l .  . 

The ChaFrman made t h e  fo l lowing  conc lud ing  remarks: 

I would l i k e  t o  o f f e r  a few conc lud ing  remarks.  You have 
been most kind i n  your comments on my e f f o r t s  i n  t h i s  i n i t i a t i v e ,  
bu t  t h i s  h a s  t r u l y  been a n  e f f o r t  by a l l  of u s ,  and e s p e c i a l l y  
t h e  Execu t ive  Board. I know t h e  ene rgy  you have s p e n t  on per- 
suading o t h e r s  t h a t  t h i s  i n i t i a t i v e  r e p r e s e n t s  t h e  b e s t  way f o r  
t h e  Fund t o  p l ay  i t s  proper  r o l e  in a s s i s t i n g  our  poorer  members. 
You have a l s o  argued t h a t  c o n t r i b u t i o n s  shou ld  be as generous as  
p o s s i b l e ,  d e s p i t e  t h e  d i f f i c u l t  s i t u a t i o n s  of many p o t e n t i a l  
c r e d i t o r s .  During t h e s e  p a s t  few days, L have become even more 
d e e p l y  aware of t h e  c o n s t r a i n t s  f a c i n g  c o u n t r i e s  g e n e r a l l y .  I 
thank you f o r  your s t r o n g  s u p p o r t  i n  t h e  f a c e  of what was under- 
s t a n d a b l y  some i n i t i a l  s k e p t i c i s m ,  p a r t i c u l a r l y  r ega rd ing  t h e  
amounts which we have been s e e k i n g ;  w l thou t  your h e l p ,  we would 
not  have had t h i s  meeting today.  < 

~ 

We are now w e l l  on ou r  way t o  f u l f i l l i n g  t h e  mandate w e  were 
given by t h e  heads of s t a t e  of t h e  l a r g e s t  i n d u s t r i a l  c o u n t r i e s  
and t h e  EEC i n  Venice and by o u r  own Governors a t  t h e  Annual 
Meetings.  I w i l l  c o n t i n u e  t o  p r e s s  u n t i l  a l l  t h e  necessa ry  
f i n a n c i n g  i s  secured t o  e n s u r e  t h a t  w e  can  ;-each our  t a r g e t  of a 
0.5 pe rcen t  i n t e r e s t  ra te  on a l l  l e n d i n g  under t h e  enhanced 
s t r u c t u r a l  adjustment  f a c i l i t y .  Fo r  your assistance i n  b r ing ing  
u s  t h i s  f a r ,  I a m  most g r a t e f u l .  

The c o n t r i b u t i o n s  t h a t  s o  many of you have i n d i c a t e d  on 
beha l f  of your a u t h o r i t i e s  are generous indeed.  There w i l l  be 
t e m p t a t i o n s  t o  make comparisons,  b u t  t h e s e  would be unproduct ive.  
I asked a l l  c o u n t r i e s  noc t o  w a i t  f o r  t h e i r  ne ighbors ,  but 
r a t h e r  t o  f o c u s  on t h e  needs t h a t  were e v i d e n t  t o  a l l  and t o  a s k  
themselves  what they might c o n t r i b u t e .  Some have responded i n  
t h e  c o n t e x t  of a i d  e f f o r t s  t h a t  a l r e a d y  approach 1 pe rcen t  of 
GNP; some are  a l r e a d y  beyond t h i s .  O the r s  are f i n d i n g  means 
beyond t h e i r  budget t o  p a r t i c i p a t e  i n  t h i s  i n i t i a t i v e .  Many of 
your governments f a c e  severe budge ta ry  c o n s t r a i n t s  of t h e i r  own, 
but  have n o n e t h e l e s s  found ways t o  h e l p .  

These c o n t r i b u t i o n s  have been i m p r e s s i v e .  I have t o  mention 
e s p e c i a l l y  t h e  generous c o n t r i b u t i o n  of t h e  Government of J apan  
and t h e  tremendous pe r sona l  e f f o r t  of M r .  Yamazaki t o  h e l p  put  
i t  t o g e t h e r .  I a l s o  n o t e  t h e  s t r o n g  d e s i r e  expressed i n  t h e  
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Executive Board that all major industrial countries should 
eventually find a way to contribute to t h e  Enhanced Structural 
Adjustment Facility Trust. 
common hope realized. This initiative will benefit all of us if 
it is used wisely, and it is to that task that we will now need 
to turn our energies. 

I too strongly wish to see this 

There is 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 issues 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 it had a need, because of developments 
in its reserves in the sense of Article V, Section 3(b)(ii), and 

account the amount of the requested purchase and the existence of 
a claim on the Trust. If the liquidity problem can be addressed 
on its own, there would be no need for an adjustment program t o  
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 decided, with respect 
to such purchases, to provide for special repurchase periods and 
f o r  their exclusion from the definition of reserve tranche pur- 
chases. 
majority. On the occasions on which this question was discussed, 
1 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 Fund agreed that the purchase was justified taking into ~- 

Those decisions would need to be adopted by an 85 percent 

The Executive Board then adopted the following decisions: 

Structural Adjustment Facility - Review; and Enhanced Structural 
Adjustment 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-(86/56) SAF, adopted 
March 26, 1986- 
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2. The Executive Board decides to establish a Facility to 
be known as the Enhanced Structural Adjustment Facility. 
under that Facility shall be provided by the Enhanced Structural 
Adjustment Facility Trust, normally in conjunction with loans 
under the Structural Adjustment Facility, on concessional terms, 
to low-income developing members that qualify for assistance. 

(a) 
Loans 

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

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

3 .  
ments under the Enhanced Structural Adjustment Facility through 
loans to qualifying members shall be used in-association with 
loans under the Enhanced Structural Adjustment Facility and in 
accordance with the arrangements between the Fund and the lenders. 

4 .  The Fund shall ation of the Enhanced Struc- 
tural Adjustment Facility, of the Structural Adjustment Facility, 

later than March 31, 1989. 

Resources provided by lenders that a e to support arrange- 

j ' _  . , -  

- and of the Enhanced Structural Adjustment Facility Trust, not 

... 
. ., . . . .  . Decision NO. 8757-(87/i76) SAF/ESAF, 

adopted December 18, 1987 

Structural Adjustment Facility - Amendment of Regulations f o r  
Administration 

1. The following paragraph shall be added to the Regulations 
for the Administration of the Structural Adjustment Facility 
annexed to Decision No. 8238-(86156) SAF: 

Paragraph 14 

Assistance from the Structural Adjustment Facility, 
i n  conjunction with loans from the Enhanced Structural 
Adjustment Facility Trust, under the Enhanced Structural 
Adjustment Facility established by Decision No. 8757-(87/176) 
SAFIESAF, adopted December 18, 1987 s h a l l  be governed 
by these Regulations subject to the following provisions: 

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

Disbursements under each annual arrangement shall 

(i) 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 
midterm review of the program supported by 
the arrangement has been completed to the 
satisfaction of the Fund, OK 

( F i )  if so specified in the annual arrangement, a 
finding by the Managing Director that the 
performance criteria chat 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 )  If, pursuant t o  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 available 
during the extended period, subject to these Regulations. 

2. I n  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-(871176) 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. - 11 
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 

- 11 See Annex. 
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Transfer of Resources from Special Disbcisement 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: 

(i) all income already received or to be received from ' 

the investment of resources available for the 
Structural Adjustment Facility within the Special 
Disbursement Account; 

(il) all interest already received or to be received, 
including from special charges, on l o a n s  under the 
Structural Adjustment Facility; _ .  J 1 

(lii) all repayments of loans under the Structural 
Adjustment 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 tG 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 reimburse the General 
Resources Account annually i n  respect of the expenses of conduct- 
ing the business of the Enhanced Structural Adjustment Facility 
Trust. 



4 .  
Yurch 26, 1986. 

This Decision replaces Decis ion  No. 8 2 3 7 - ( 8 6 / 5 6 )  SAF, a d o p t e d  

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

APPROVED: August 5 ,  1988 

JOSEPH W. LANG, JR. 
Acting S e c r e t a r y  
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Instrument to Establish the Enhanced Structural 
Adjustment Facility Trust 

Introductory Section 

To help fulfill its purposes, the International 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"). 
in accordance with the previsions of this Ixstraiient. 

The Trust shall be governed by and administered 

Sect ion 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 loans") 
to low-income developing members that quallfy f o r  assistance unc?er this 
Instrument, in order to support programs to strengthen substantially and 
in a sustainable manner their balance of payments position and to foster 
growth. 

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. 

ParaeraDh 3 .  Unit 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 lo?ned or donated to the Trust shall be received in a 
freely usable currency, subject to the provisions of (c) below, and 
provided that resources may be received by the Subsidy Account in other 
currency. 

(b) Payments by the Trust t o  lenders OK donors shall be made in 
U.S. dollars or such other media a s  may be agreed between the Trustee and 
such lenders o r  donors. 
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( c )  Loans o r  dona t ions  t o  t h e  T r u s t  may a l s o  be made i n  or exchanged 
f o r  SDRs iv accordance w i t h  such ar rangements  a s  may be made by t h e  T r u s t  
f o r  t h e  hold ing  and use of SDRs. 

( d )  The Tzus tee  may exchange any of t h e  r e sources  of t h e  T r u s t ,  
provided t h a t  a n y  balbnce of a cu r rency  h e l d  i n  t h e  T r u s t  may be  exchanged 
o n l y  wi th  t h e  consent  of t h e  i s s u e r s  of such c u r r e n c i e s .  

S e c t i o n  11. T r u s t  Loans 

ParanraDh 1. E l i n i b i l i t v  and c o n d i t i o n s  for a s s i s t a n c e  

( a )  Any member e l i g i b l e  f o r  a s s i s t a n c e  from t h e  S t r u c t u r a l  Adjustment  
F a c i l i t y  s h a l l  be e l i g i b l e  f o r  a s s i s t a n c e  from t h e  T r u s t .  

( b )  This  a s s i s t a n c e  s h a l l  be committed and provided under t h e  same 
c o n d i t i o n s  and on t h e  same terms as p r e s c r i b e d  i n  2aragraph 1 4  of t h e  
Regu la t ions  f o r  t h e  Admin i s t r a t ion  of t h e  S t r u c t u r a l  Adjustment F a c i l i t y ,  
s u b j e c t  t o  t h e  p r o v i s i o n s  of t h i s  S e c t i o n .  

( c )  Before approving a t h r e e - y e a  arrangement ,  t h e  T r u s t e e  a h a l l  b e  
s a t i s f i e d  t h a t  t h e  member i s  making a n  e f f o r t  t o  s t r e n g t h e n  s u b s t a n t i a l l y  
and i n  a s u s t a i n a b l e  manner i t s  ba lance  of payments p o s i t i o n .  

(d )  Commitments under  three-year  arrangements  may be made d u r i n g  
t h e  p e r i o d  from January  1, 1988 t o  November 30, 1989. 

Paragraph  2 .  Amount of a s s i s t a n c e  

( a )  An i n i t i a l  maximum l i m i t  on access t o  t h e  r e s o u r c e s  of t h e  
T r u s t  s h a l l  be e s t a b l i s h e d  by t h e  T r u s t e e ,  a s  a p ropor t ion  of meabers '  
q u o t a s  i n  t h e  Fund, and p r o v i s i o n  s h a l l  be made f o r  a l i m i t  up t o  which 
t h a t  maximum l i m i t  may be exceeded i n  e x c e p t i o n a l  c i r cums tances .  The 
maximum a c c e s s  l i m i t  and t h e  e x c e p t i o n a l  maximum l i m i t  s h a l l  be s u b j e c t  
t o  rev iew from t i m e  t o  t i m e  by t h e  T r u s t e e  i u  the  l i g h t  of a c t u a l  u t i l i -  
z a t i o n  of r e s o u r c e s  a v a i l a b l e  t o  t h e  Loan Account, and i n  any e v e n t  n o t  
l a t e r  than  March 31 ,  1989. 

( b )  T o  the  e x t e n t  t h a t  a member has  n o t i f i e d  t5e T r u s t e e  t h a t  i t  
does  not i n t e n d  to make use  of t h e  r e s o u r c e s  a v a i l a b l e  from t h e  T r n s t ,  
t h e  member s h a l l  no t  be inc luded  i n  t h e  c a l c u l a t i o n s  of t h e  access l i m i t s  
on T r u s t  l oans .  

(c) The access f o r  each member t h a t  q u a l i f i e s  f o r  a s s i s t a n c e  from 
t h e  Trust  s h a l l  be determined on the  bas i s  of an assessment  by t h e  T r u s t e e  
of  t h e  ba lance  of payments need of t h e  member and t h e  s t r e n g t h  of i t s  
ad jus tment  program. 
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( d )  The amount of r e s o u r c e s  committed t o  a q u a l i f y i n g  member under 
a th ree -yea r  arrangement and t h e  amounts f o r  t h e  second- and t h i r d - y e a r  
arrangements  s h a l l  be reviewed a t  t h e  t i m e  of c o n s i d e r a t i o n  of e a c h  
annua l  program. The amounts committed t o  a member s h a l l  n o t  be reduced 
because of developments i n  i t s  ba lance  of payments, u n l e s s  such develop- 
ments are s u b s t a n t i a l l y  more f a v o r a b l e  t h a n  env i saged  a t  t h e  t i m e  of  
approva l  of t h e  three-year  arrangement and t h e  improvement f o r  tne member 
d e r i v e s  i n  p a r t i c u l a r  from improvements i n  t h e  e x t e r n a l  environmznt.  

(e)  Any commitment s h a l l  be s u b j e c t  t o  t h e  a v a i l a b i l i t y  of r e s o u r c e s  
t o  t h e  T r u s t .  

Paragraph 3 .  Disbursements 

( a )  Any disbursement s h a l l  be s u b j e c t  t o  t h e  a v a i l a b i l i t y  of resour(:es 
t o  t h e  T r u s t .  

( b )  Disbursements s h a l l  normally be  made on t h e  f i f t e e n t h  and t h e  
l a s t  day of t h e  month, provided t h a t  if t h e s e  days are not  b u s i n e s s  days 
of t h e  T r u s t e e ,  t h e  disbursement s h a l l  be made on t h e  preceding b u s i n e s s  
day. Fol lowing a member's q u a l i f i c a t i o n  f o r  a disbursement ,  t h e  d i s b u r s e -  
ment s h a l l  be made on t h e  f i r s t  of t h e s e  v a l u e  d a t e s  f o r  whlch t h e  neces- 
s a r y  n o t i f i c a t i o n s  and payment i n s t r u c t i o n s  can be i s s u e d  by t h e  T r u s t e e .  

( c )  No disbursement under a three-year commitment t o  a aember s h a l l  
I /  . ~~ 

be made a f t e r  t h e  e x p i r a t i o n  of t h e  p e r i o d  s p e c i f i e d  i n  S e c t i o n  111, 
parag raph  3 .  

Paragraph 4 .  Terms of l o a n s  

( a )  I n t e r e s t  on t h e  o u t s t a n d i n g  ba lance  of a T r u s t  l o a n  s h a l l  be 
charged a t  t h e  r a t e  of one h a l f  of one pe rcen t  per  annum s u b j e c t  t o  t h e  
p r o v i s i o n s  cf S e c t i o n  I V ,  paragraph 5, and provided t h a t  i n t e r e s t  a t  a 
ra te  e q u a l  t o  t h e  rate of i n t e r e s t  on t h e  SDX s h a l l  be charged on t h e  
amounts of any overdue i n t e r e s t  on o r  overdue repayments of T r u s t  l o a n s .  

( b )  T r u s t  l o a n s  shall. be d i s b u r s e d  i n  a f r e e l y  u s a b l e  c u r r e n c y  as 
dec ided  by t h e  T r u s t e e .  They s h a l l  be r e p a i d ,  and interest  p a i d ,  i n  
U.S. d o l l a r s  o r  o t h e r  f r e e l y  u s a b l e  c u r r e n c y  a s  decided by t h e  T r u s t e e .  
T!ie Managing D i r e c t o r  i s  a u t h o r i z e d  t o  make arrangements  under which, a t  
t h e  r e q u e s t  of a member, SDRs may be used f o r  disbursements  t o  t h e  member 
o r  f o r  payment of in te res t  o r  repayments of l o a n s  by t h e  member t o  t h e  
T r u s t  . 

( c )  Paragraph 7 ( 3 )  of t h e  Regu la t ions  f o r  t h e  Admin i s t r a t ion  of t h e  
S t r u c t u r z l  Adjitstiiient Facility s h a l l  not apply  t o  T r u s t  loans.  



EBM/87/176 - 12/18/87 - 44 - ANNEX 

Paragraph 5. Modifications 

Any modification of these provisions will affect only loans made 
after 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. Borrowinn for the Loan Account 

Paragraph 1. Resources 

The rescurces held in the Loan Account shall consist o f :  

(a) the proceeds of loans made to the Trust for that Account; and 

(b) payments of principal and interest on Trust loans, subject to 
the provisions of Section 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 €or 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 l e n d e r s  over time 
shall be made so as to maintain broad proportiocality of these drawings 
relative to commitments. 

(b) Calls on a lender's commitment s h a l l  be suspended temporarily 
if, at any time prior to December 31, 1991, the lender represents to the 
Trustee that it has a liquidity need f o r  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 
t h e  lender and the Trustee. No extension shall be agreed which, in the 
judgment of the Trustee, would prevent drawing of the f u l l  amount of the 
lender's commitment. 

(c) Following any suspension of calls with respect to the commit- 
ment of a lender, ca l l s  will be made on that commitment thereafter so as 
t o  restore proportionality of calls on all lenders as soon a s  practicable. 
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Paragraph 5. Payments t o  l e n d e r s  

(a) The T r u s t  s h a l l  make payments of p r i n c i p a l  and interest  on i t s  

Payments of 
borrowing ~ L L  t h e  Loan Account from t h e  payments i n t o  t h a t  Account of 
p r i n c i p a l  and i n t e re s t  made by borrowers  under  T r u s t  l oans .  
t h e  a u t h o r i z e d  subs idy  s h a l l  be made from t h e  Subs idy  Account i f i  accor-  
dance  w i t h  S e c t i o n  I V  of t h i s  In s t rumen t ,  and ,  as r e q u i r e d ,  payments 
s h a l l  be made from t h e  Reserve Account i n  acco rdance  w i t h  S e c t i o n  V of 
t h j  s Ins t rument .  

(b)  The Trust  s h a l l  pay interest  on o u t s t a n d i n g  borrowing f o r  T r u s t  
l o a n s  promptly a f t e r  June 30 and December 31 of each  y e a r ,  u n l e s s  t h e  
p a r t i c u l a r  m o d a l i t i e s  of a loan t o  t h e  T r u s t  make i t  necessa ry  €o r  t h e  
T r u s t e e  t o  a g r e e  wi th  t h e  l e n d e r  on i n t e r e s t  payments a t  o t h e r  t i m e s .  

. .- - -  - - - .- 

Sect  ion IV . Subsidy Account 

Paragraph 1. Resources  

The r e s o u r c e s  h e l d  i n  t h e  Subsidy Account s h a l l  c o n s i s t  o f :  

(a) t h e  proceeds of dona t ions  made t o  t h e  T r u s t  fo r  t h a t  Account; 

( b )  t h e  proceeds of l o a n s  made t o  t h e  T r u s t  for t h a t  Account; and 

(c) n e t  e a r n i n g s  from inves tment  of d borrowed r e s o u r c e s  
n t h a t  Account. . .  . 

Paragraph  2. Donat ions 

The Trustee may a c c e p t  dona t ions  of r e s o u r c e s  €or t h e  Subsidy Account 
on such  terms and c o n d i t i o n s  as may be agreed  between t h e  Trustee and t h e  
r e s p e c t i v e  donors ,  s u b j e c t  t o  t h e  p r o v i s i o n s  of t h i s  Ins t rument .  To t h e  
e x t e n t  p o s s i b l e ,  annua l  c o n t r i b u t i o n s  shou ld  be  made b e f o r e  May 30 of 
each  y e a r ,  

Paragraph 3 .  Borrowing 

The T r u s t e e  may, i n  e x c e p t i o n a l  c i r cums tances ,  borrow r e sources  f o r  
t h e  Subsidy Account from o f f i c i a l  l e n d e r s  on such  terms and c o n d i t i o n s  a s  
may be agreed  between t h e  T r u s t e e  and t h e  l e n d e r s ;  i n  o r d e r  

(a) t o  p r e f i n a n c e  an amount t h a t  i s  f i r m l y  committed t o  be 
donated t o  t h e  T r u s t  f o r  t h e  Subs idy  Account; repayment 
of p r i n c i p a l  and any payments of in te res t  on such 
borrowing s h a l l  be c o n t i n g e n t  upon t h e  receipt by t h e  
Subsidy Account of t h e  Trus t  of t h e  d o n a t i o n  t h a t  has  
been p re f inanced ;  
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(b )  t h a t  t h e  Subsidy Account may b e n e f i t  from n e t  inves tment  
e a r n i n g s  on t h e  proceeds of a l o a n  extended a t  a conces- 
s i o n a l  i n t e r e s t  ra te ;  repayment of p r i n c i p a l  and any payment 
of i n t e r e s t  on such borrowing s h a l l  be made e x c l u s i v e l y  
from t h e  proceeds  of l i q u i d a t i o n  of t h e  inves tment  and t h e  
e a r n i n g s  the reon .  

Paragraph 4 .  Authorized subs idy  

The T r u s t e e  s h a l l  draw upon t h e  r e s o u r c e s  a v a i l a b l e  i n  t h e  Subsidy 
Account t o  pay t h e  d i f f e r e n c e ,  w i th  r e s p e c t  t o  each i n t e r e s t  p e r i o d ,  
between t h e  i n t e r e s t  due by t h e  borrowers  and t h e  i n t e r e s t  due on r e s o u r c e s  
borrowed f o r  T r u s t  l o a n s .  

ParanraDh 5 .  C a l c u l a t i o n  of subs idv  

( a )  The amount of t h e  subs idy  s h a l l  be determined by t h e  T r u s t e e  i n  
t h e  l i g h t  of ( i )  t h e  o b j e c t i v e  of e n s u r i n g  t h a t  t h e  Enhanced S t r u c t u r a l  
Adjustment F a c i l i t y  i s  a h i g h l y  concess iona l  f a c i l i t y  and ,  t o  t h e  e x t e n t  
p o s s i b l e ,  of r educ ing  t h e  r a t e  of i n t e re s t  charged on T r u s t  l o a n s  t o  
0.5 p e r c e n t ,  ( i i )  t h e  ra te  of i n t e r e s t  on r e s o u r c e s  a v a i l a b l e  t o  t h e  Loan 
Account, and ( i i i )  t h e  a v a i l a b i l i t y  and p r o s p e c t i v e  a v a i l a b i l i t y  of 
r e sources  t o  t h e  Subsidy Account. 

(b) The Trustee s h a l l  keep t h e  o p e r a t i o n  of t h e  Subsidy Account 
under review.  If a t  any t i m e  i t  de te rmines  t h a t  r e s o u r c e s  a v a i l a b l e  or 
committed are l i k e l y  t o  be i n s u f f i c i e n t  t o  reduce  t h e  ra te  of i n t e r e s t  on 
Trus t  l o a n s  t o  0.5 pe rcen t  th roughout  t h e  o p e r a t i o n  of t h e  T r u s t ,  t h e  
Trustee s h a l l  s eek  such a d d i t i o n a l  r e s o u r c e s  a s  may be necessa ry  t o  
achieve  t h i s  o b j e c t i v e .  - -  

( c )  Should adequate  a d d i t i o n a l  r e s o u r c e s  not  be for thcoming t o  
reduce t h e  r a t e  on T r u s t  l o a n s  t o  0 .5  p e r c e n t ,  t h e  Trus t ee  s h a l l  recal- 
c u l a t e  t h e  subs idy  w i t h  a view t o  reducing  t h a t  i n t e r e s t  rate t o  t h e  
lowes t  f e a s i b l e  ra te  t h a t  could  be a p p l i e d  throughout  t h e  remaining life 
of t h e  T r u s t .  The ra te  of i n t e r e s t  charged on a l l  o u t s t a n d i n g  l o a n s  by 
t h e  Trus t  s h a l l  be a d j u s t e d  a c c o r d i n g l y  i n  t h e  succeeding  i n t e r e s t  p e r i o d s .  
Borrowers s h a l l  be n o t i f i e d  promptly of such ad jus tments .  F u r t h e r  recal- 
c u l a t i o n s  and ad jus tmen t s  s h a l l  be  made i n  subsequent  i n t e r e s t  p e r i o d s ,  
a s  necessa ry  i n  l i g h t  of developments w i t h  r e s p e c t  t o  t h e  rate of i n t e r e s t  
on r e s o u r c e s  a v a i l a b l e  t o  t h e  Loan Account and t o  t h e  a v a i l a b i l i t y  of 
r e s o u r c e s  t o  t h e  Subsidy Account. . 

( d )  I f  t h e  i n t e r e s t  due t o  l e n d e r s  f o r  an  i n t e r e s t  pe r iod  ha5 
exceeded t h e  i n t e r e s t  due by borrowers t o g e t h e r  with t h e  a u t h o r i z e d  sub- 
s i d y  under paragraph  4 of t h i s  S e c t i o n  f o r  t h a t  p e r i o d ,  and payment t o  
l ende r s  of t h a t  d i f f e r e n c e  ' 1s  been made from t h e  Reserve Account i n  accor-  
dance w i t h  S e c t i o n  V ,  paragraph  2 ,  a n  amount e q u i v a l e n t  t o  t h a t  d i f f e r e n c e  
s h a l l  be added t o  t h e  i n t e r e s t  due by  borrowers  f o r  t h e  succeeding  i n t e r e s t  
pe r iod .  Payment of t h a t  amount s h a l l  be made t o  t h e  Reserve Account i n  
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accordance w i t h  S e c t i o n  V, paragraph 3 .  The a d d i t i o n a l  i n t e r e s t  due 
s h a l l  not  be t aken  i n t o  accoun t  i n  t h e  c a l c u l a t i o n  of t h e  a u t h o r i z e d  
s u b s i d y  f o r  t h a t  same i n t e r e s t  pe r iod .  

Paragraph 6. Terminat ion arrangements  

Upon complet ion of t h e  s u b s i d y  o p e r a t i o n ,  a u t h o r i z e d  by t h i s  I n s t r u -  
ment ,  t h e  Fund s h a l l  wind up t h e  a f f a i r s  of t h e  Subsidy Account. Any 
r e s o u r c e s  remaining i n  the Subsidy Account s h a l l  be used f i r s t  t o  reduce 
t o  t h e  f u l l e s t  e x t e n t  p o s s i b l e ,  i n  accordance wi th  t h i s  In s t rumen t ,  t o  
0.5 pe rcen t  t h e  i n t e r e s t  ra te  pa id  by borrowers ,  by means of payments t o  
borrowers .  Any r e s o u r c e s  remaining a f t e r  t h a t  s u b s i d i z a t i o n  s h a l l  be 
d i s t r i b u t e d  t o  donors and l e n d e r s  t h a t  have c o n t r i b u t e d  t o  t h e  s u b s i d y  
o p e r a t i o n ,  i n  p r o p o r t i o n  t o  t h e i r  c o n t r i b u t i o n s .  For t h e  purposes  of 
t h i s  d i s t r i b u t i o n ,  accoun t  will be t aken  of d o n a t i o n s ,  t h e  n e t  e a r n i n g s  
from investment  of t h e  proceeds of c o n c e s s i o n a l  l o a n s  extended t o  t h e  
Subsidy Account under pa rag raph  3(b) above, and t h e  s u b s i d y  element  of 
c o n c e s s i o n a l  l o a n s  extended t o  t h e  T r u s t  under S e c t i o n  111; t h e  s u b s i d y  
element  a s s o c i a t e d  w i t h  such l o a n s  s h a l l  be c a l c u l a t e d  as t h e  d i f f e r e n c e ,  
if p a s i t i v e ,  between t h e  SDR rate  of i n t e r e s t  and t h e  i n t e r e s t  on such 
l o a n s ,  a p p l i e d  t o  t h e  amount of t h e  l o a n s  d u r i n g  t h e  pe r iod  t h e y  were 
o u t s t a n d i n g .  

, 
S e c t i o n  V . Reserve Account 

Paragraph 1. Resources 

The r e s o u r c e s  h e l d  i n  t h e  Reserve Account s h a l l  c o n s i s t  o f :  

( a )  t r a n s f e r s  by t h e  Fund from t h e  S p e c i a l  Disbursement 
Account i n  accordance w i t h  Decis ion No. 8760-(87/176), 
adopted December 18, 1987; 

( b )  n e t  e a r n i n g s  from investment  of r e s o u r c e s  h e l d  in t h e  
Reserve Account; 

( c )  n e t  e a r n i n g s  from investment  of any r e s o u r c e s  h e l d  i n  t h e  
Loan Account pending t h e  use  of t h e s e  r e s o u r c e s  i n  
o p e r a t i o n s ;  and 

( d )  payments of overdue p r i n c i p a l  o r  i n t e r e s t  o r  i n t e r e s t  
t h e r e o n  under T r u s t  l o a n s ,  and payments of i n t e r e s t  under 
T r u s t  l o a n s  t o  t h e  e x t e n t  t h a t  payment has  been made t o  a 
l e n d e r  from t h e  Reserve Account. 

Paragraph 2 .  Ute of  r e s o u r c e s  

The r e s o u r c e s  h e l d  i n  t h e  Reserve Account s h a l l  be used by t h e  
T r u s t e e  to make payments of p r i n c i p a l  and interest on its borrowing fo r  
T r u s t  l o a n s ,  t o  t h e  e x t e n t  t h a t  t h e  amounts a v a i l a b l e  from r e c e i p t s  of 
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repayments and i n t e r e s t  from borrowers  under  T r u s t  l o a n s ,  t o g e t h e r  w i th  
t h e  a u t h o r i z e d  subs idy  under  S e c t i o n  IV, parag raph  4, are  i n s u f f i c i e n t  
t o  cover  t h e  payments t o  l e n d e r s  as t h e y  become due and payab le .  

Paragraph  3 .  Payments t o  t h e  Reserve Account 

Any payments of overdue p r i n c i p a l  o r  i n t e r e s t  o r  i n t e r e s t  t h e r e o n  
under  T r u s t  l o a n s ,  and any payment of i n t e r e s t  under  T r u s t  loans t o  t h e  
e x t e n t  t h a t  payment has  been made t o  a l e n d e r  from t h e  Reserve  Account, 
s h a l l  be made t o  t h e  Reserve Account. 

Paragraph  4 .  Review of r e s o u r c e s  

I f  r e s o u r c e s  i n  t h e  Reserve Account are, o r  a r e  de te rmined  by t h e  
T r u s t e e  l i k e l y  t o  become, i n s u f f i c i e n t  t o  meet t h e  o b l i g a t i o n s  of t h e  
T r u s t  t h a t  may be d i scha rged  from t h e  Reserve Account as they  become due 
and payable ,  t h e  Trustee s h a l l  r ev iew t h e  s i t u a t i o n  i n  a t i m e l y  manner. 

Paragraph  5. Reduction of r e s o u r c e s  and l i q u i d a t i o n  

(a) Whenever t h e  T r u s t e e  de t e rmines  t h a t  amounts i n  t h e  Reserve  
Account of t h e  T r u s t  exceed t h e  amount t h a t  may be needed t o  cove r  t h e  
t o t a l  l i a b i l i t i e s  of t h e  Trust t o  l e n d e r s  t h a t  are a u t h o r i z e d  t o  be 
d i s c h a r g e d  by t h e  Reserve Account, t h e  T r u s t e e  s h a l l  r e t r a n s f e r  such 
excess amounts to t h e  Fund's  S p e c i a l  Disbursement  Account. 

(b) Upon l i q u i d a t i o n  o f  t h e  T r u 8 t ,  a l l  amounts in t h e  Reserve 
Account remain ing  a f t e r  d i s c h a r g e  of l i a b i l i t i e s  a u t h o r i z e d  to be d i s -  
charged  by t h e  Reserve Accouut s h a l l  be t r a n s f e r r e d  t o  t h e  S p e c i a l  
Disbursement Account. 

S e c t i o n  V I .  T r a n s f e r  of C l a i m s  

Paragraph  1. T r a n 6 f e r s  by l e n d e r s  

(a)  Any l e n d e r  s h a l l  have t h e  r i g h t  t o  t r a n s f e r  a t  any t i m e  a l l  o r  
p a r t  of any claim t o  any member of t h e  Fund, t o  t h e  c e n t r a l  bank o r  o t h e r  
f i s c a l  agency d e s i g n a t e d  by any member fo r  purposes  of Article V ,  Sec- 
t i o n  1 ( " o t h e r  f i s c a l  agency") ,  o r  t o  any o f f i c i a l  e n t i t y  t h a t  h a s  been 
p r e e c r i b e d  as a h o l d e r  of SDRs pursuant  t o  A r t i c l e  XVII, S e c t i o n  3 of t h e  
Fund's  Articles of Agreement. 

(b) The t r a n s f e r e e  s h a l l ,  as a c o n d i t i o n  of t h e  t r a n s f e r ,  n o t i f y  
t h e  T r u s t e e  p r i o r  t o  t h e  t r a n s f e r  t h a t  i t  a c c e p t s  all t h e  o b l i g a t i o n s  of 
t h e  t r a n s f e r o r  r e l a t i n g  t o  the t r a n s f e r r e d  c l a im w i t h  respect t o  renewal  
and new drawings ,  and s h a l l  a c q u i r e  a l l  t h e  r i g h t s  of t h e  t r a n s f e r o r  w i t h  
r e s p e c t  t o  repayment of and F n t e r e s r . o n  t h e  t r a n s f e r r e d  claim. 
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Parag raph  2 .  T r a n s f e r s  among e l e c t i n g  l e n d e r s  

(a )  Any l e n d e r  t o  t h e  Loan Account ( " e l e c t i n g  l e n d e r s " )  may in fo rm 
t h e  T r u s t e e  t h a t  i t  s t a n d s  r eady ,  upon r e q u e s t  by t h e  T r u s t e e ,  t o  purchase  
claims on t h e  T r u s t  from any o t h e r  e l e c t i n g  l e n d e r ,  provided t h a t  t h e  
ho ld ings  of claims so a c q u i r e d  s h a l l  a t  no t i m e  exceed t h e  amount commu- 
n i c a t e d  t o  t h e  Trus t ee  and s u b j e c t  t o  t h e  o t h e r  p r o v i s i o n s  of t h i s  S e c t i o n .  
A l ist  of e l e c t i n g  l e n d e r s  and t h e  amounts communicated by them s h a l l  be 
e s t a b l i s h e d  s e p a r a t e l y  by t h e  Trus t ee .  
amounts t h e r e i n  i n c r e a s e d  i n  accordance  wi th  communications r e c e i v e d  
subsequen t ly .  

Th i s  l i s t  may be ex tended  and t h e  

(b) An e l e c t i n g  l ende r  s h a l l  have t h e  r i g h t  t o  t r a n s f e r  t e m p o r a r i l y  
t o  o t h e r  e l e c t i n g  l e n d e r s  p a r t  o r  a l l  of any  claim a r i s i n g  from i t s  l o a n s  
t o  t h e  T r u s t  under S e c t i o n  111, i f  t h e  e l e c t i n g  l e n d e r  r e p r e s e n t s  t o  t h e  
T r u s t e e  t h a t  i t  has  a l i q u i d i t y  need t o  m a k e  such  t r a n s f e r  and t h e  T r u s t e e ,  
having  g iven  t h i s  r e p r e s e n t a t i o n  t h e  overwhelming b e n e f i t  of any doubt ,  
a g r e e s .  

( e )  The Trus t ee  s h a l l  a l l o c a t e  each t r a n s f e r  by a n  e l e c t i n g  l e n d e r  
under  t h i s  p rov i s ion  t o  a l l  o t h e r  e l e c t i n g  l e n d e r s  i n  p r o p o r t i o n  t o  t h e  
amounts by which t h e  r e s p e c t i v e  maximum ho ld ings  l i s t e d  i n  t h e  a t tachment  
exceed actual  hold ings  of claims a c q u i r e d  under t h i s  p r o v i s i o n ;  provided ,  
however,  t h a t  no a l l o c a t i o n  s h a l l  be made t o  a n  e l e c t i n g  l e n d e r  i f  i t  
r e p r e s e n t s  t o  t h e  Trus t ee  t h a t  i t  h a s  a l i q u i d i t y  need f o r  e x c l u s i o n  from 
a n  a l l o c a t i o n  and t h e  T r u s t e e  a g r e e s ,  i n  which case a l l o c a t i o n s  t o  t h e  
remain ing  e l e c t i n g  l e n d e r s  s h a l l  be  a d j u s t e d  acco rd ing ly .  

( d )  The purchaser  of any claim t r a n s f e r r e d  under  t h i s  p r o v i s i o n  
s h a l l  assume, as a c o n d i t i o n  of the  t r a n s f e r ,  any o b l i g a t i o n  of t h e  
t r a n s f e r o r ,  r e l a t i n g  t o  t h e  t r a n s f e r r e d  claim, w i t h  r e s p e c t  t o  t h e  renewal 
o f  drawings  on l o a n s  t o  t h e  T r u s t  and t o  new drawings on l o a n s  i n  t h e  
e v e n t  a renewal ,  having been r e q u e s t e d ,  i s  n o t  agreed by t h e  t r a n s f e r o r .  

( e )  T r a n s f e r s  of claims under t h i s  p r o v i s i o n  s h a l l  be made i n  
exchange f o r  f r e e l y  usab le  cu r rency  and s h a l l  be r eve r sed  in t h e  same 
media w i t h i n  t h r e e  months, provided t h a t  such t r a n s f e r s  may be renewed, 
by agreement  between t h e  t r a n s f e r o r  and t h e  T r u s t e e ,  f o r  f u r t h e r  p e r i o d s  
of t h r e e  months up t o  a t o t a l  of one yea r .  Notwi ths tanding  t h e  above,  
t h e  t r a n s f e r o r  s h a l l  r e v e r s e  a t r a n s f e r  under  t h i s  p r o v i s i o n  no t  l c t e r  
t h a n  the  d a t e  on which t h e  t r a n s f e r r e d  c l a i m  is due t o  be r e p a i d  by t h e  
T r u s t  . 

(f) Ic terest  QE c la ims  t r a n s f e r r e d  under  t h i s  S e c t i o n  s h a l l  be pa ld  
by the Trust t o  t h e  t r a n s f e r o r  i n  accordance  wi th  t h e  provisions of t h e  
t r a n s f e r o r ' s  l end ing  agreement w i t h  t h e  T r u s t .  The t r a n s f e r o r  s h a l l  pay 
interest  t o  che t r a n s f e r e e ( s )  on t h e  amount t r a n s f e r r e d ,  so long as the 
t r a n s f e r  remains o u t s t a n d i n g ,  a t  a d a i l y  ra te  e q u a l  t o  t h a t  set o u t  i n  
Rule T-1 of t h e  Fund's Rules  and Regu la t ions ;  such  i n t e r e s t  s h a l l  be  
payable  t h r e e  months a f t e r  t h e  d a t e  of a t r a n s f e r  or of i t s  renewal ,  or 
on t h e  d a t e  t h e  t r a n s f e r  i s  r e v e r s e d ,  whichever i s  e a r l i e r .  
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S e c t i o n  VII. A d m i n i s t r a t i o n  of t h e  T r u s t  

Paragraph 1. T r u s t e e  

( a )  The T r u s t  s h a l l  be a d m i n i s t e r e d  by t h e  Fund as T r u s t e e .  Deci- 
s i o n s  and o t h e r  a c t i o n s  t aken  by t h e  Fund as  T r u s t e e  s h a l l  be i d e n t i f i e d  
as t aken  i n  t h a t  c a p a c i t y .  

( b )  Sub jec t  t o  t h e  p r o v i s i o n s  of t h i s  In s t rumen t ,  t h e  Fund i n  
a d m i n i s t e r i n g  t h e  Trus t  s h a l l  a p p l y  t h e  same r u l e s  as app ly  to t h e  opera-  
t i o n  of t h e  General Resources Account of t h e  Fund. 

(c )  The T r u s t e e ,  a c t i n g  th rough  i t s  Managing D i r e c t o r ,  i s  a u t h o r i z e d :  

( i )  t o  make a l l  a r r angemen t s ,  i n c l u d i n g  e s t a b l i s h m e n t  
of accoun t s  i n  t h e  name of t h e  I n t e r n a t i o n a l  
Monetary Fund, which s h a l l  be accoun t s  of t h e  Fund 
a s  T r u s t e e ,  w i th  such  d e p o s i t o r i e s  of t h e  Fund as  
t h e  T r u s t e e  deems n e c e s s a r y ;  and 

( i i )  t o  t a k e  a l l  o t h e r  a d m i n i s t r a t i v e  measures t h a t  t h e  
T r u s t e e  deems n e c e s s a r y  t o  implement t h e  p r o v i s i o n s  
of t h i s  In s t rumen t .  

Paragraph 2 .  Separa t ion  of assets and a c c o u n t s ,  a u d i t  and r e p o r t s  

(a)  The r e sources  of the T r u s t  s h a l l  be k e p t  s e p a r a t e  from the 
prope r ty  and assets of a l l  o t h e r  accoun t s  of t h e  Fund, i n c l u d i n g  o t h e r  
admin i s t e red  accoun t s ,  and s h a l l  be used o n l y  f o r  t h e  purposes  of t h e  
T r u s t  i n  accordance w i t h  t h i s  In s t rumen t .  

( b )  The p rope r ty  and assets h e l d  i n  t h e  o t h e r  accoun t s  of t h e  Fund 
s h a l l  not  be used t o  d i s c h a r g e  l i a b i l i t i e s  o r  t o  meet l o s s e s  a r i s i n g  o u t  
of t h e  a d m i n i s t r a t i o n  of t h e  T r u s t .  The r e s o u r c e s  of t h e  T r u s t  s h a l l  n o t  
be used t o  d i s c h a r g e  l i a b i l i t i e s  o r  t o  m e e t  losses  a r i s i n g  o u t  of t h e  
a d m i n i s t r a t i o n  of t h e  o t h e r  accoun t s  of t h e  Fund. 

( c )  The Fund s h a l l  m a i n t a i n  s e p a r a t e  f i n a n c i a l  r e c o r d s  and p r e p a r e  
s e p a r a t e  f i n a n c i a l  s t a t e m e n t s  f o r  t h e  T r u s t .  

( d )  The a u d i t  committee s e l e c t e d  under  S e c t i o n  20 of t h e  Fund's 
By-Laws s h a l l  a u d i t  t h e  f i n a n c i a l  t r a n s a c t i o n s  and r e c o r d s  of t h e  T r u s t .  
The a u d i t  s h a l l  re la te  t o  t h e  f i n a n c i a l  y e a r  of t h e  Fund. 

( e )  The Fund s h a l l  r e p o r t  on t h e  r e s o u r c e s  and o p e r a t i o n s  of 
t h e  T r u s t  i n  t h e  Annual Report  of t h e  Execu t ive  Board t o  t h e  Board of 
Governors and s h a l l  i n c l u d e  i n  t h a t  Annual Report  t h e  r e p o r t  of t h e  
a u d i t  committee on t h e  T r u s t .  



- 51 - EBM/87/176 - ' 12 /18 /87  
ANNEX 

Paragraph 3 .  Investment of r e s o u r c e s  

(a) Any balances h e l d  by t h e  T r u s t  and n o t  immediately needed i n  
o p e r a t i o n s  s h a l l  be i n v e s t e d .  

( b )  Investments  may be made i n  any of t h e  fo l lowing :  ( i )  marke tab le  
o b l i g a t i o n s  i s s u e d  by an i n t e r n a t i o n a l  f i n a n c i a l  o r g a n i z a t i o n  and denomi- 
na t ed  i n  SDRs o r  i n  t h e  curre;.-y of a member of t h e  Fund; ( i i )  marke tab le  
o b l i g a t i o n s  i s s u e d  by a member o r  by a n a t i o n a l  o f f i c i a l .  f i n a n c i a L i n s c i -  
t u t i o n  of a member and denominated i n  SDRs o r  i n  t h e  cu r rency  of t h a t  
member; and ( i i i )  d e p o s i t s  with a commercial bank, a n a t i o n a l  o f f i c i a l  
f i n a n c i a l  i n s t i t u t i o n  of a member, o r  a n  i n t e r n a t i o n a l  f i n a n c i a l  i n s t i t u -  
t i o n  t h a t  are denominated i n  SDRs o r  i n  t h e  c u r r e n c y  of a member. I n v e s t -  
ment which does not  i nvo lve  an exchange of cu r rency  s h a l l  be made on ly  - 
a f t e r  c o n s u l t a t i o n  with t h e  member whose c u r r e n c y  i s  t o  be used ,  o r ,  when 
an exchange of c u r r e n c i e s  i s  invo lved ,  w i t h  t h e  consen t  of t h e  i s s u e r s  of 
such c u r r e n c i e s .  

S e c t i o n  V I I I .  Pe r iod  of Onera t ion  and L i a u i d a t i o n  

Paragraph 1. Per iod  of o p e r a t i o n  

The Trus t  e s t a b l i s h e d  by t h i s  Instrument sha l l  remain i n  e f f e c t  f o r  
as Long as is n e c e s s a r y ,  i n  t h e  judgment of t h e  Fund, t o  conduct and t o  
wind up t h e  b u s i n e s s  of t h e  T r u s t .  

Paragraph 2. L i q u i d a t i o n  of t h e  T r u s t  

( a )  Terminat ion and l i q u i d a t i o n  of t h e  Subsidy Account s h a l l  be 
made i n  accordance wi th  t h e  p r o v i s i o n s  of S e c t i o n  I V ,  Paragraph 6 .  

( b )  A l l  o t h e r  r e s o u r c e s ,  i f  any,  s h a l l  be used t o  d i s c h a r g e  any 
l i a b i l i t i e s  of t h e  T r u s t ,  o t h e r  t h a n  t h o s e  i n c u r r e d  under S e c t i o n  I V ,  and 
any remainder s h a l l  be t r a n s f e r r e d  t o  t h e  S p e c i a l  Disbursement Account of 
t h e  Fund. 

S e c t i o n  I X .  Amendment of t h e  Instrument  

The Fund may amend t h e  p r o v i s i o n s  of t h e  Ins t rumen t ,  except  t h i s  
S e c t i o n  and S e c t i o n  I ,  paragraphs 1 and 2 ;  S e c t i o n  111, paragraphs 4 and 5; 
S e c t i o n  I V ,  paragraphs 4 and 6 ;  S e c t i o n  V ;  S e c t i o n  V I ;  S e c t i o n  VII, 
paragraph 2 ( a )  and ( b ) ;  S e c t i o n  V I I I ,  paragraph 2 ( b ) .  


