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EDURES FC 1. OVERDUE FINAHCIAL OBLIGATIONS - PRO DEALING WITH MEMBERS 
IN ARREARS -- 

The Execct ive D i r e c t o r s  resumed from the p rev ious  meet ing  che iy  
c o n s i d e r a t i o n  of a r e v i s i o n  of t he  s t a t emen t  by the  T r e a s u r e r  o n  t h e  
Fund's  procedures  f o r  d e a l i n g  w i t h  members wi th  overdue o b l i g a t i o n s .  
p r e p a r e d  i n  l i g h t  o f  t h e  d i s c u s s i o n  a t  a previous meet ing (EBr[/89/93 and 
EBM/89/94, 7 /19 /89) .  lJ They also had b e f o r e  them a s t a f f  pape r  on t h e  
l e g a l  a s p e c t s  o f  censu re  o r  d e c l a r a t i o n  o f  noncooperat ion (EBS/89/128, 
6/26/89), a staff paper  on the i s s u e  o f  suspension o f  membership 
(SM/89/L27, 6 / 2 8 / 8 9 ) ,  and t h e  s ix-monthly r e p o r t  on overdue f i n a n c i a l  
o b l i g a t i o n s  t o  t h e  Fund ( E B S / 8 9 / 1 3 3 ,  6 /29 /89) .  

The Act ing Chairman, r e v e r t i n g  t o  t h e  q u e s t i o n  of which Gther  i n t e r -  
n a t i o n a l  i n s t i t u t i o n s  t h e  Fund should send a communication t o  when i t  
cormnunicated with GovernJ r s ,  r e c a l l e d  t h a t  a number o f  D i r e c t o r s  had 
suppor ted  t h e  p roposa l  by Mr. Goos t o  i nc lude  t h e  World Bank and r e g i o n a l  
banks.  I f  t h a t  w a s  i n  f a c t  t h e  unde r s t and ing ,  t h e  t e x t  would be  amended 
a c c o r d i n g l y .  

M r .  Nimatal lah s a i d  t h a t  t h a t  had Seen h i s  u n d e r s t a n d i n g .  Never .  
t h e l e s s ,  he wondered whether i t  would remain p o s s i b l e  t o  have  in fo rma l  
c o n t a c t  w i t h  o t h e r  i n z e r n a t i o n a l  i n s t i t u t i o n s ,  as  M r .  K i r i w a t  had sug- 
g e s t e d  a t  t h e  p rev ious  mee t ing .  

The Act ing Chairman sugges ted  t h a t  a s en tence  c o u l d  be added s t a t i n g  
t h a t  informal  c o n t a c t s  w i t h  o t h e r  i n t e r n a t i o n a l  i n s t i t u t i o n s  would n o t  b e  
p rec luded .  

Mr. Goos remarked t h a t  he had overlooked,  a t  the p r e v i o u s  mee t ing ,  
what seemed t o  him t o  be an i n z p p r o p r i a t e  r e f e r e n c e  i n  t h e  t h i r d  t e s t  
f o r  i s s u i n g  a d e c l a r a t i o n  o f  noncooperat ion t o  comprehensive ad jus tment  
p o l i c i e s  a s  "?he b a s i s  f o r  embarking on t h e  i n t e n s i f i e d  c o l l z b o r a t i v e  
approach . "  C h a r a c t e r i z i n g  t h e  a p p r o p r i a t e n e s s  o f  t h e  a d j u s t m e n t  e f f o r t  ifi 

t h a t  way w a s  ques t iGnab le ,  e s p e c i a l l y  as the  Fund might n o t  w i s h  i:o embark 
on the  c o l l a b o r a t i v e  approach i n  a l l  c a s e s .  The r e f e r e n c e  s h o u l d  be 
d e l e t e d ,  i f  i t  could n o t  be reworded t o  q u a l i f y  t h e  comprehensive a d j u s t -  
ment p o l i c i e s  as b e i n g  commensurate w i t h  a r r i v i n g  a t  a s o l u t i o n  of  t h e  
Ccun t ry ' s  problems. 

M r .  Enoch s a i d  t h a t  he  agreed  f u l l y  w i t h  Mr. Goos. i n  enumerat ing 
t h e  s t e p s  t o  be t aken  on t h e  remedial  s l d e ,  i t  seemed unnecessary  t o  r e f e r  
t o  a c t i o n  on t h e  o t h e r  s i d e  t h a t  w a s  on ly  p a r t  o f  t h e  o v e r a l l  a r r e a r s  
s t r a t e g y .  Moreover, r e t a i n i n g  t h e  r e f e r e n c e  t o  t h e  i i t e n s i f i e d  collabora- 
t i v e  approach i n  t h e *  c o n t e x t  of the  t h i r d  criterion would be u n n e c e s s a r i l y  
r e s t r i c t i v e .  Some countries would manage, by t h e i r  own e f f o r t s ,  t o  
r e s t o r e  a normal r e l a t i o n s h i p  w i t h  t h e  Fund, and o t h e r s  would do so  

lJ Reproduced i n  Annex I 
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through b i l a t e r a l  r e l a t i o n s .  The i n t e n s i f i e d  c o l l a b o r a t i v e  approach was 
a n  a l t e r n a t i v e  way. If any r e f e r e n c e  w a s  t o  be made t o  i t ,  i t  shou ld  
perhaps  be i n  t h e  preamble t o  the e n t i r e  s t a t e m e n t .  

The E x e c u t i v e  D i r e c t o r s  agreed t o  d e l e t e  t h e  r e f e r e n c e  t o  t h e  i n t e n -  
s i f i e d  c o l l a b o r a t i v e  approach. 

M r .  Fogelholm, r e v a r t i n g  t o  the i s s u e  o f  t h e  d e c l a r a t i o n  of  non- 
c o o p e r a t i o n ,  remarked t h a t  as i t s  e f f e c t  iJas most ly  symbolic ,  and as i t  
w a s  co serve as a s i g n a l ,  he  f e l t  t h a t  i t  shou ld  be p u b l i s h e d .  

M r .  N i m a t a l l a h  s a i d  t h a t  he agreed t h a t  t h e  d e c l a r a t i o n  shou ld  be 
p u b l i s h e d .  Wizh tha t  i n  mind, t h e  amendment t o  t h e  wording of  t h e  d e c l a -  
r a t i o n  i t s e l f  t h a t  h e  had proposed should be c o n s i d e r e d .  

Mr. Enoch, Mr. Hogeweg, and Mr. A p p e t i t i  i n d i c a t e d  t h a t  t h e  d e c l a r a -  
t i o n  should  b e  p u b l i s h e d .  

Mr. K i r i w a t  s a id  t h a t  he too did n o t  b e l i e v e  t h a t  t h e  d e c l a r a t i o n  
shou ld  be p u b l i s h e d  because t h a t  would make i t  more o f  a p u n i t i v e  a c t i o n  
t h a n j a  de t e r r en t .  

i 

M r .  D a i  s t a t ed  t h a t  he w a s  n o t  i n - f a v o r  of p u b l i s h i n g  t h e  d e c l a r a t i o n  
o f i n o n c o o p e r a t i o n .  I 

Mr. Fernando cons idered  t h a t  i t  w a s  i n a d v i s a b l e  n o t  o n l y  t o  propose 
a n  amendnent o f  t h e  Fund‘s A r t i c l e s  o f  Agreement t o  a l l o w  f o r  t h e  suspen-  
s i o n  of  membership, b u t  even t o  s t a t e  t h a t  it had a l r e a d y  been c o n s i d e r e d  
a d v i s a b l e  t o  r e c o n s i d e r  t h e  m a t t e r  i n  the  f u t u r e .  Once s u f f i c i e n t  
expe r i ence  had been  g a i n e d ,  t h e  e n t i r e  s e t  of  procedures  shou ld  be 
reviewed. I t  was unnecessary  t o  s i n g l e  o u t  one p a r t i c u l a r  aspec t ,  t h a t  
of  s u s p e n s i o n ,  and s t a t e  t h a t  it would ba r e c o n s i d e r e d .  

Mrs. P l o i x  said t h a t  s h e  supported M r .  Fernando’s  p o s i t i o n .  

Mr. Goos s a i d  t ha t  he cou ld  a c c e p t  t h e  parkgraph on suspens ion  of  
membership, as d r a f t e d .  H e  could also s u p p o r t  p u b l i c a t i o n  of t h e  d e c l a r z -  
t i o n  of  noncoopera t ion .  

The Act ing  Chairman remarked t h a t  a l though  a number of  views had hezn  
expres sed  on t h e  q u e s t i o n  o f  p u b l i c a t i o n  o f  t h e  d e c h r a t i o n  o f  noncoop- 
e r a t i o n ,  a c learer  i n d i c a t i o n  of  t he  weight o f  opinioi i  of  t h e  Board w a s  
necessa ry .  

Mr. Nimata l lah  s t a t e d  t h a t  t he  whole e x e r c i s e  o f  i s s u i n g  d e c l a r a t i o n s  
of noncooperat ion would n o t  b e ‘ u s e f u l ,  wi thout  p u b l i c a t i o n .  The Fund and 
i t s  membership had become accustomed t o  p u b l i c i z i n g  what were c o n s i d e r e d  
t o  be c r i t i c a l  i s sues .  Furthermore,  t h e r e  w a s  a r e c o g n i t i o n  t h a t  i t  w a s  
only a f e w  c o u n t r i e s  i n  p r o t r a c t e d  a r r e a r s  t h a t  were c r e a t i n g  d i f f i c u l -  
t i e s  f o r  t h e  Fund. T h e r e f o r e ,  he s a w  no r e a s o n  f o r  n o t  p u b l i s h i n g  t h e  
d e c l a r a t i o n .  



Mr. Warner s a i d  t h a t  he found M r .  N ima ta l l ah ' s  views t o  he v e r y  
sound.  A s  a ma t t e r  of f a c t ,  a d e c i s i o n  n o t  t o  p u b l i s h  t h e  d e c l a r a t i o n  
would probably  be i n e f f e c t u a l ;  sooner  o r  l a t e r  t h e  d e c l a r a t i o n  would 
work i t s  way i n t o  p u b l i c  n o t i c e ,  s o  t h a t  t he  Fund might j u s t  as w e l l  
p u b l i s h  the d e c l a r a t i o n  of  noncooperat ion a s  i t  a i d  the  d e c l a r a t i o n  o f  
i n e l i g i b i l i t y .  

M r .  Evans, M r .  Hogeweg, M r .  P r a d e r ,  Mr. Adachi, Mr. A p p e t i t i .  and 
Mr. Enger t  s t a t e d  t h a t  t hey  could  suppor t  p u b l i c a t i o n .  

The Execut ive D i r e c t o r s  t hen  t u r n e d  t o  the  t e x t  of  t h e  d r a f t  dec -  
l a r a t i o n  on censure o r  noncoopera t ion  i n  Attachment I11 t o  t h e  s t a f f  
s t a t e m e n t  . L/ 

Mr. Nimatal lah r e c a l l e d  t h a t  he  had asked whether t h e  r e f e r e n c e  t o  
t h e  l a c k  of  preparedness  on t h e  p a r t  of t he  member t o  adopt  comprehensive 
ad jus tment  p o l i c i e s ,  t o  which r e f e r e n c e  had been made i n  t h e  p r e v i o u s  
d r a f t  o f  t h e  d e c l a r a t i o n ,  cou ld  be r e i n s e r t e d ,  b e a r i n g  i n  mind t h a t  t h e  
i n t e n t i o n  was t o  p u b l i s h  t h e  d e c l a r a t i o n .  

The General Counsel e x p l a i n e d  t h a t  t he  f i r s t  two paragraphs  o f  t h e  
d r a f t  d e c l a r a t i o n  of censu re  were n o t a t i o n s  of  f a c t  by t h e  Fund. The 
f i r s t  paragraph noted t h e  e x i s t e n c e  o f  a r r e a r s  t o  t h e  Fund, and t h e  second 
t h e  payments to o t h e r  c r e d i t o r s .  
noncooperat ion based s t r i c t l y  on t h e  f i r s t  two pa rag raphs ,  and i t  s h o u l d  
be  independent of  t hose  p a r a g r a p h s .  To meet Mr. N i m a t a l l a h ' s  p o i n t ,  h e  
proposed t h a t  t h e  t h i r d  paragraph  r e a d  " f i n d s  t h a t  t h e  member i s  n o t  
c o o p e r a t i n g  with t h e  Fund toward t h e  d i scha rge  of 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." The r e s u l t  would be a s e p a r a t e ,  judgmental  a s p e c t ,  
r e f l e c t i n g  t h e  subs t ance  of  che s taff  s t a t emen t  under d i s c u s s i o n  by t h e  
boa rd ,  and fo l lowing  t h e  two f a c t u a l  f i n d i n g s .  

The t h i r d  paragraph was a f i n d i n g  of  

Mr. Nimatallah s a i d  t h a t  he c o u l d  accep t  such an amendment. 

Mr. Q u i r o s  cons idered  t h a t  t h e  f i n a l  paragraph o f  t h e  d r a f t  d e c l a r a -  
t i o n ,  c a l l i n g  on a l l  members t o  c o o p e r a t e  wi th  t h e  Fund toward t h e  
s o l u t i o n  o f  t he  problems c r e a t e d  by t h e  member's a r r e a r s ,  s u g g e s t e d  t h a t  
t h e  c o l l a b o r a t i v e  approach w a s  b e i n g  d i smis sed .  Since t h e  p o s s i b i l i t y  o f  
o b t a i n i n g  a d d i t i o n a l  a s s i s t a n c e  had  a l s o  been reduced,  i n  h i s  v i ew,  3y  
t h e  proposal  t o  communicate.with a1.l Governors and most i n t e r n a t i o n a l  and 
r e g i o n a l  i n s t i t u t i o n s ,  he asked w h a t  t h e  r a t i o n a l e  f o r  such a c a l l  was, 
e z p e c i a l l y  as i t  would be d i re : ted  toward 145 o u t  of  1 5 1  members, o n l y  
6 members being h e a v i l y  ir, arrears t o  t h e  i n s t i t u t i o n .  

The General Counsel responded t h a t  it had been l e f t  d e l i b e r a t e l y  open 
t o  all members t o  determine how t h e y  cou ld  coope ra t e  w i t h  ?he Fund. I t  
was usua l  f o r  t h e  membership i n  general t o  coope ra t e  withouc t h e r e  b e i n g  
any need 20 s p e c i f y  the f o r m  o f  c o o p e i h t i o n .  There would be ciises i n  

L/ Reproduce+. i n  Annex 111. 
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which c o o p e r a t i o n  tock  t h e  form of advice t o  t h e  deb to r  member, and. in 
o t h e r  c a s e s ,  p o s s i b l y  a d d i t i o n i l l  f i n a n c i a l  a s s i s t a n c e ,  o r  t e c h n i c a l  
a s s i s t a n c e .  
between the member i n  d e f a u l t  arid any o t h e r  member o r  members. 
be  h a r d  t o  d e f i n e  i n  orie s i n g l e  d e c l a r a t i o n  t h e  n a t u r e  o f  a s s i s t a n c e  
expec ted  from a l l  members o f  t h e  Fund. 

The n a t u r e  of  t h e  a s s i s t a n c e  would depend on t h e  r e l a t i o n s h i p  
i t  would 

M r .  Q u i r 6 s  remarked t h a t  t h e  procedures  b e i n g  s e t  up f o r  d e a l i n g  
wi th  members w i t h  overdue o b l i g a t i o n s  t o  t h e  Fund- -an i n s t i t u t i o n '  f o r  
which h i s  c h a i r  had t h e  h i g h e s t  r ega rd  and which shou ld  remain sz rong  and 
e f f e c t i v e - - w a s  s imi la r  t.0 t h a t  fol lowed by commercial e n t e r p r i s e s .  The 
problem o f  arrears w a s  a q u a n t i t a t i v e  one ;  i f  c o u n t r i e s  d i d  n o t  have t h e  
money t o  s e t t l e  their  arrears, they  had t o  borrow i t .  The purpose of the 
d r a f t  d e c l a r a t i o n  on noncooperat ion seemed t o  h i m  t o  be noth ing  more t h a n  
a wi sh ,  o r  " w i s h f u l  t h i n k i n g "  t h a t  come of  t h e  Fund's 1 5 1  members a s s i s t  
t h e  c o u n t r i e s  t h a t  were c u r r e n t l y  i n  a r r ea r s ;  t h o s e  c o u n t r i e s  were a l l  
a t  p r e s e n t  l e s s  developed c o u n t r i e s ,  b u t  i n  t h e  f u t u r e ,  e s p e c i a l l y  a f t e r  
t h e  f i n a l  i n t e g r a t i o n  w i t h i n  t h e  European Community i n  1992, o t h e r  Fund 
inembers might wish t o  use  t h e  i n s t i t u t i o n ' s  r e s o u r c e s .  Throughout t h e  
Fund's  h i s t o r y ,  c e r t a i n  members had created sa fe ty  ne ts  f o r  other m e m b e r s .  
He hoped t h a t  t h e r e  would be  a f u l l  u n d e r s t a n d i n g  of t h a t  i s s u e  a s  t h e  
t a b l e s  t u r n e d  i n  Zhe y e a r s  ahead and o t h e r  c o u n t r i e s ,  i n c l u d i n g  i n d u s t r i a l  
coun ' t r i e s ,  
tries d i d  a t  p r e s e n t .  

found themselves i n  need of  a s a f e t y  n e t  as developing coun- 

I 

M r .  Fogelholm r e i t e r a t e d  h i s  view t h a t  t h e r e  shou ld  be no e x p l i c i t  
o r  i m p l i c i t  l i n k  i n  t h e  communications o r  d e c l a r a t i o n  between arrears and 
compulsory wi thd rawa l .  Not o n l y  would t h e  Fund probably  n o t  be a b l e  t o  
c a r r y  o u t  a n  i m p l i e d  t h r e a t ,  which w a s  t h e r e f o r e  completely p o i n t l e s s ,  
b u t  t h e  Fund's  f l e x i b i l i t y  i n  d e a l i n g  w i t h  such a s i t u a t i o n  would be  
r e s t r i c t e d  by such a r e f e r e n c e  i n  t h e  d e c l a r a t i o n .  He proposed t h a t  t h e  
penul t imate  paragraph  o f  t h e  d e c l a r a t - o n  be d e l e t e d .  

M r .  Enoch sugges ted  t h a t  t h e  l a s t  t h r e e  paragraphs  be d e l e t e d .  They 
were a l l  d i r e c t e d  a t  reminding t 5 P  member o f  i t s  r e s p o n s i b i l i t i e s  t o  t h e  
Fund and t h e  membership a t  l a r g e ,  t h e r e b y  d i f f u s i n g  t h e  p o i n t  of  t h e  d r a f t  
d e c l a r a t i o n .  The d e c l a r a t i o n  on noncoopera t ion  would make a more powerful  
s t a t e m e n t  i f  i t  were more comparable w'th t h e  d e c l a r a t i o n  o f  i n e l i g i b i l -  
i t y .  I t  c o u l d  c o n s i s t  s imply of  t h e  f i r s t  f o u r  p a r a g r a p h s ,  exc luding  the 
reminders  i n  t h e  ?libsequent pa rag raphs .  

Mr. Hogeweg s a i d  t h a t  he wculd r e g r e t  t h e  d e l e t i o n  of  t h e  r e f e r e n c e  
t o  compulsory wi thd rawa l ,  which w a s  t h e  u l t i q a t e  s a n c t i o n  i n  t h e  A r t i c l e s  
and had i t s  p l a c e  i n  t h e  sequence of  s t e p s  under  d i s c u s s i o n .  C e r t a i n l y ,  
a c t u a l  implementat ion o f  t h a t  f i n a l  s t e p  was h i g h l y  u n d e s i r a b l e  and t h e  
hope w a s  t h a t  it wouid never  have t o  be a p p l i e d .  But h e  r e p e a t e d  h i s  
view t h a t  t h e  whole p o i n t  of  t h e  procedures  w a s  t o  p rov ide  a s u f f i c i e n t l y  
s t r o n g  d e t e r r e n t  t o  a v o i d  having  to a p p l y  the p r o v i s i o n  on coinpuisory 
withdrawal .  Weakening t h e  d e c l a r a t i o n  would o n l y  i n c r e a s e  che chance of 
app ly ing  t h a t  p r o v i s i o n .  
withdrawal had t o  be r e c o g n i z e d .  

The e x i s t e n c e  o f  t b e  f i n a l  s i ? p  of  compulsory 
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M r .  Enoch s a i d  that; while h i s  p r e f e r e n c e  %as f o r  d e l e t i n g  t h e  p a r & -  
g r a p h ,  if it w a s  t o  be r e t a i n e d ,  he sugges ted  reminding t h e  member of  t h e  
a v a i l a b i l i t y  t o  t h e  Fund of procedures  under S e c t i o n  22 of  t h e  By-Laws. 

M r .  N i m a t a l l a h  s a i d  that  he agreed  w i t h  M r .  Hogeweg t h a t  the 
d e c l a r a t i o n  must cover  t h e  f u l l  sequence o f  events ,  i n c l u d i n g  t h e  comniuni- 
c a t i o n  and the r e f e r e n c e  t o  t h e  p r o v i s i o n  on compulsory wi thd rawa l .  If ' 

M r .  Enoch's problem k i t h  t h e  f i n a l  paragraph  w a s  w i th  t h e  r e f e r e n c e  t o  
c o o p e r a t i n g  w i t h  t h e  Fund, he cou ld  a c c e p t  i t s  d e l e t i o n  a l t h o u g h  he  would 
p r e f e r  t o  r e t a i n  t h e  e n t i r e  t e x t ,  w i t h  t h e  amendment proposed by t h e  
Genera l  Counse l .  

M r .  Prader s a i d  t h a t  he supported M r .  Enoch's p r o p o s a l ,  and s p e c i f -  
i c a l l y ,  t h e  d e l e t i o n  of  t h e  r e f e r e n c e  t o  compulsory withdrawal .  I f  
Mr. Hogeweg's l o g i c  w a s  followed t o  i t s  c o n c l u s i o n ,  t h e  p o s s i b i l i t y  o f  
b r i n g i n g  the Fond t o  an end would a l s o  have t o  be included w i t h i n  the  
c o n t e x t  o f  a sequence of d e t e r r e n t  s t e p s .  

M r .  Warner s a i d  t h a t  i f  h i s  r e c o l l e c t i o n  w a s  c o r r e c t ,  t h e  Board had 
been w i l l i n g  throughout i t s  many d i s c u s s i o n s  on a r r e a r s  t o  r ecogn ize  t h e  
e x i s t e n c e  o f  compulsory withdrawal ,  which w a s  t h e  Fund's l o n g e s t - s t a n d i n g  
r e m e d i a l  landmark. He understood t h e  p o i n t  of  v i e w  of  M r .  Enoch and 
several o t h e r  D i r e c t o r s ,  namely, t h a t  eve ry  Fund member w a s  aware Df t h e  
e x i s t e n c e  o f  t h e  p r o v i s i o n  i n  t h e  A r t i c l e s  and by deduct ion  r e a l i z e d  t h a t  
i t  c o u l d  be s u b j e c t  t o  i t  a t  some j u n c t u r e - - b u t  a s  t h e  d e b a t e s  on t h e  
i s s u e  p roceeded ,  he had been drawing t h e  conclus ion  t h a t  t o o  many assump- 
t i o n s  had been made about  what Governors o f  t h e  Fund o r  heads o f  s t a t e  
knew. T h e r e f o r e ,  a l though t h e r e  w a s  mer i t  i n  some of  t h e  d r a f t i n g  s u g g e s -  
t i o n s  t ha t  had been made, he would be  r e l u , t a n t  t o  d e l e t e  t h e  r e f e r e n c e  t o  
compulsory wi thd rawa l .  Like M r .  Hogeweg and Mr. Nima ta l l ah ,  he c o n s i d e r e d  
t h a t  t h e  Fund, t o . b e  c o n s i s t e n t ,  had t o  mention a l l  of  t h e  r e l e v a n t  
p r o v i s i o n s  r e l a t i n g  t o  i t s  remedial  f u n c t i o n s .  Perhaps t h e  wording c o u l d  
be amended simply t o  r e f e r  t o  t h e  r e l e v a n t  p r o v i s i o n s  i n  t h e  A r t i c l e s  and 
By-Laws. To omit any r e fe rence  t o  t h o s e  p r o v i s i o n s  would send a s i g n a l  
t h a t  t h e  Fund had a l r e a d y  decided t h a t  t h e  s t e p  w a s  s o  i m p r a c t i c a l  t h a t  it 
would never be t aken .  H e  recognized t h a t  the p r o v i s i o n s  had impor t an t  
i m p r a c t i c a l  c h a r a c t e r i s t i c s ,  p a r t i c u l a r l y  i n  t h e  c o o p e r a t i v e  environment 
of t h e  Fund. B u t  i f  the Fund neve r  intei ided to g i v e  serious c o n s i d e r a t i o n  
t o  compulsory withdrawal, t hen  i t  should a d m i t  i t .  H e  d i d  n o t  t h i n k  chat 
it c o u l d ,  and nor could i t s  Governors.  T h e r e f o r e ,  t h e  r e f e r e n c e  t o  
compulsory withdrawal  would have t o  be  r e t a i n e d .  

Mt-. Nimata l l sh  remarked t h a t  t h e  s t a t e m e n t  i n  t h e  d r a f t  d e c l a r a - i o n  
s imply informed t h e  member t h a t ,  u n l e s s  i t s  a r rears  t o  the Fund were 
f u l l y  s e t t l e d  w i t h i n  a r easonab le  p e r i o d ,  t h e  procedures  under S e c t i o n  22  
o f  t h e  By-Laws l e a d i n g  t o  compulsory withdrswa!. c o u l d  be c o n s i d e r e d .  
The wording seemed t o  be v e r y  f l e x i b l e  and i n  f a c t  t o  b e  t h e  minimum 
n e c e s s a r y .  

Mr. Engert  s a i d  t h a t  as he  had mentioned a t  t h e  prev ious  m e e t i n g ,  t h e  
p r e f e r e n c e  of  his a u t h o r i t i e s  w a s  t o  d e l e t e  r h e  r e f e r e n c e  t o  compulsory 
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w i t h d r a w a l ,  a l t hough  t h e  proposed wording was mi lde r  t h a n  the original 
v e r s i o n .  While he recognized  t h e  l o g i c  of  Mr. Hogeweg’s p o s i t i o n  on t h e  
u s e f u l n e s s  of making such a t h r e a t ,  he sha red  t h e  view of Mr. Fogelholm 
and o r h e r s  t h a t  t h e  t h r e a t  would need t o  be c r e d i b l e ,  b u t  i t  would b e  v e r y  
d i f f i c u l t ,  if n o t  i m p o s s i b l e ,  t o  c a r r y  o u t  such a t h r e a t .  N o t w i t h s t a n d i n g  
t h o s e  remarks, h e  b e l i e v e d  t h a t  Mr. Warner had made a u s e f u l  s u g g e s t i o n  
f o r  f i n d i n g  even more benign  wording t o  no te  t h a t  t h e  p r o c e d u r e  f o r  
compulsory withdrawal  e x i s t e d .  

fir. Enoch sa id  t h a t  h e  t o o  cou ld  go along if t h e r e  was a consensus  
on t h e  s u g g e s t i o n  by M r .  Warner. As it s t o o d ,  t h e  wording i n  t h e  d r a f t  
d e c l a r a t i o n  w a s  s o  weak and s o  c o n d i t i o n a l  t h a t  compulsory wi thdrawal  d i d  
n o t  appear  t o  be much of  a t h r e a t .  After a l l ,  t h e  Board would have t o  
h o l d  a se r ies  o f  d i s c u s s i o n s  and t a k e  v a r i o u s  d e c i s i o n s  b e f o r e  i t  embarked 
on  such a c o u r s e .  Once t h e  Board had decided t o  c o n s i d e r  moving ahead 
w i t h  compulsory wi thd rawa l ,  t h e n  it cou ld  make a s t r o n g e r  s t a t e m e n t .  
Fox t h e  t i m e  b e i n g ,  he j o i n e d  M r .  Engert  i n  s u g g e s t i n g  t h a t  i t  would be 
s u f f i c i e n t  t o  remind the  member of t h e  e x i s t e n c e  of  procedures  under 
Section 22  o f  t h e  By-Laws l e a d i n g  t o  compulsory wi thd rawa l .  

i ’ In r e sponse  t o  a q u e s t i o n  by the Act ing Chairman, M r .  Enoch s a i d  t h a t  / he  had i n  mind r e v e r t i n g  t o  t h e  i s s u e  a f t e r  t h e  Board had had e x p e r i e n c e ,  
in i n d i v i d u a l  c a s e s ,  o f  rhe frequency with whl’ch t h e  i s s u e  o f  invoking, 
compulsory withdrawal  had a r i s e n .  

M r .  Warner remarked t h a t  h i s  concern w a s  t o  close t h e  d e c l a r a t i o n  o f  
noncoopera t ion  w i t h  a c lear  i n d i c a t i o n  t h a t  one f i n a l  s t e p - - t h e  p r o v i s i o n s  
l e a d i n g  t o  compulsory withdrawal--was l e f t ,  and t h a t  t h e  member would be 
subject t o  t hose  p r o v i s i o n s  if it d i d  n o t  s e t t l e  i t s  a r r e a r s .  

Mr. Goos sa id  t h a t  he  agreed f u l l y  w i t h  M r .  Warner and  with t h e  logic 
under ly ing  t h e  p o s i t i o n s  o f  M r .  Hogeweg and M r .  N ima ta l l ah .  Whatever f o r m  
i t  rook, t h e r e  shou ld  be a r e f e r e n c e  t o  compulsory wi thdrawal  as t h e  l a s t  
s t e p  of t h e  p rocedures .  

The Act ing Chairman commented t h a t  t h e  two p o s i t i o n s  were n o t  n e c e s -  
s a r i l y  i n c o n s i s t e n t ,  if, as M r .  Enoch had sugges t ed ,  i t  w a s  i n d i c a t e d  in 
t h e  d e c l a r a t i o n ,  by i n c l u d i n g  a n  a p p r o p r i a t e  r e f e r e n c e  i n  square b r a c k e t s ,  
t ha t  t h e  d e c i s i o n  t o  app ly  the p r o v i s i o n s  l e a d i n g  t o  compulsory withdrawal  
would be  decided in t h e  l i g h t  of  developments.  

Mr. Goos s t a t e d  t h a t  h i s  p r e f e r e n c e  was f o r  a s t a n d a r d ,  comprehensive 
c l a u s e ,  which would i n  any e v e n t  open up t h e  d i s c u s s i o n  on t h e  s p e c i f i c  
c a s e s  as  they  a r o s e .  O the rwise ,  t h e r e  would never  be  enough s u p p o r t  f o r  
mo\ring toward t h e  f i n a l  s t e p  i n  the whole s t r a t e g y  a t  which t h e  point of  
withdrawal might be r e a c h e d .  Placing the  r e f e r e n c e  t o  that p r o v i s i o n  i? 
s q u a r e  b r a c k e t s ,  f o r  u s e  o r  no r  depending on t h e  c a s e  i n  q u e s t i o n ,  would 
l e a d  t o  t he  l o s s  of t h e  d e t e r r e n t  e f f e c t .  

Mr. Enoch r e c a l l e d  that as  !“I.. Posthumus had mentioned i n  a p r e v i o u s  
d i s c u s s i o n ,  t he  Board needed t o  under take  a f u r t h e r  i n v e s t i g a t i o n  of  the  
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p r o v i s i o n s  o n  compulsory withdrawal ,  i n c l u d i n g  the  f i n a n c i a l  and o t h e r  
i m p l i c a t i o n s .  H i s  concern with the  paragraph under d i s c u s s i o n  was its 
double  c o n d i t i o n a l :  u n l e s s  its arrears were f u l l y  s e t t l e d ,  t h e  procedures  
l e a d i n g  t o  compulsory withdrawal could be c o n s i d e r e d .  
would c o n s i d e r  t h e  concept of compulsory withdrawal  i n  de t a i l  a t  a l a t e r  
s t a g e ,  when it would be  a b l e  t o  i n t r o d u c e  wording i n  t h e  d e c l a r a t i o n  on 
noncoopera t ion  a long  the l i n e s  proposed i n  Attachment 111. Indeed,  t h e  
Board might even  be  able t o  ag ree  on s t r o n g e r  wording, i n  keeping wi th  t h e  
p o i n t  made e a r l i e r  by M r .  Hogeweg tha t  em?ty t h r e a t s  were worse than  no 
t h r e a t s  a t  a l l .  But i t  seemed t o  him t o  be  premature t o  i n c l u d e  r e f e r e n c e  
t o  the  p r o v i s i o n s  on compulsory withdrawal u n t i l  t h e r e  w- as a consensus 
t h a t  invoking  them would be  useful. H e  was not s u g g e s t i n g  t h a t  t h e  issue 
be  r a i s e d  i n  i n d i v i d u a l  country cases. 

No doubt t h e  Eoard 

On a f i n a l  p o i n t  o f  d r a f t i n g ,  Mr. Enoch sugges ted  t h a t  t h e  r e f e r e n c e  
co a member having t o  f u l l y  s e t t l e  i t s  arrears was n o t  c o n s i s t e n t  w i th  t h e  
Fund's p o l i c y ,  which w a s  t o  ask t he  coun t ry  t o  embark on coope ra t ion  w i t h  
the  Fund. 

Mr. K i r i w a t  s t a t ed  t h a t  t h e  r e f e r e n c e  t o  compulsory withdrawal shou ld  
be d e l e t e d ,  e s p e c i a l l y  i f  t h e  d e c l a r a t i o n  w a s  t o  be p u b l i s h e d .  
n o t  y e t  c l e a r  how t h e  Fund would proceed w i t h  s t e p s  l e a d i n g  to compulsory 
withdrawal .  

It w a s  

Mr. Warner s a i d  t h a t  M r .  Enoch's concern  abou t  t h e  c o n d i t i o n a l  
wordir,g of  t h e  paragraph could be  m e t  by modifying i t  t o  s ta te  d i r e c t l y  
t h a t  members t h a t  f a i l e d  t o  coope ra t e  w i t h  t h e  Fund were s u b j e c t  t o  t he  
p r o v i s i o n s  of  S e c t i o n  22 of  t h e  By-Laws. 

Mr. Nimata l lah  sugges t ed  t h a t  t h e  p e n u l t i m a t e  paragraph of  t h e  d r a f t  
d e c l a r a t i o n  c o u l d ,  l i k e  t h e  preceding  p a r a g r a p h ,  remind t h e  member t h a t  
it would f a c e  t h e  consequences of  S e c t i o n  22 o f  t h e  By-Laws i f  it d i d  n o t  
cooperate  w i t h  t h e  Fund. 
i t s  a r rears ,  as Mr. Enoch had s u g g e s t e d ,  or t o  aention t h a t  that be done 
w i t h i n  a r easonab le  p e r i o d  of  rime. 

There w a s  no need t o  r e f e r  t o  f u l l y  s e t t l i n g  

Mr. Evans asked <he s taff  whether it w a s  p o s s i b l e  t o  d e f i n e  t h e  
circumstances under which t h e  procedures  o f  S e c t i o n  22 o f  t h e  By-Laws 
would be  c o n s i d e r e d ,  i f  they were not a l r e a d y  d e f i n e d ,  and s p e c i f i c a l l y ,  
w i t h  r e s p e c t  t o  the sett1emer.t of arrears as opposed C o  c o o p e r a t i o n  w i t h  
t h e  Fund. 

The General Counsel responded t h a t  t h e  ground f o r  compulsory wi th -  
drawal had t o  be a breach  o f  o b l i g a t i o n  t o  the Fund. 
f i n a n c i a l  obligations was such a breach and t h e r e f o r e  cou ld  give r i se  to 
compulsory withdrawal .  Noncooperation as such  was n o t  a breach  of o b l i g a -  
t i o n .  The meaning of t h e  d e c l a r a t i o n  w a s  that i f ,  i n  addi t ion t o  n o t  
d i scha rg ing  i t s  o b l i g a t i o n s ,  the member d i d  n o t  c o o p e r a t e ,  t h e n  compulsory 
withdrawal might be c o n s i d e r e d .  
s t i t u t e  f o r  a breach  o f  o b l i g a t i o n .  An a c c e p t a b l e  f o m u l a t i o n  would be t o  

The nondischarge of 

Eut  noncoopera t ion  could n o t  be B sub- 
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remind t h e  member t h a t  u n l e s s  i t  resumed cooperat ion w i t h  t h e  Fund, t h e  
p rocedures  under  S e c t i o n  2 2  o f  t he  By-Laws could h e  c o n s i d e r e d .  

M r .  A p p e t i t i  remarked that  h i s  c h a i r  was i n  f avor  of m a i n t a i n i n g  a 
r e f e r e n c e  to compulsory wi thdrawal  i n  t h e  d e c l a r a t i o n .  

4 

M r .  Fogelholm s a i d  t h a t  he  maintained h i s  view t h a t  i c  would be  
b e t t e r  n o t  t o  r e f e r  t o  compulsory withdrawal ,  f o r  the  r easons  exF la ined  
by M r .  Enoch. 
M r .  Enoch, namely, t o  r e f e r  t o  t h e  e x i s t e n c e  of t h e  p rocedures .  

The on ly  a c c e p t a b l e  language would be t h a t  sugges t ed  by 

M r .  Nimata l lah  remarked t h a t  he had simply been s u g g e s t i n g  t h a t  t h e  
r e f e r e n c e  i n  t h e  e a r l i e r  paragraphs  t o  the  member no t  c o o p e r a t i n g  and 
u r g i n g  it t o  coope ra t e  wi th  t h e  Fund should be succeeded by a remtnder  
t h a t  t h e  f a i l u r e  t o  do so  would have c e r t a i n  consequences.  

M r .  Goos remarked t h a t  some r e f e r e n c e  t o  compulsory wi thdrawal  would 
be needed because ,  i f  t h e  d e c l a r a t i o n  was t o  be p u b l i s h e d ,  a r e f e r e n c e  
t o  c e r t a i n  s e c t i o n s  of t h e  By-Laws would be meaningless t o  t h e  p u b l i c  a t  
l a r g e .  

1 
; M r .  Engert  s a i d  t h a t  he agreed  wi th  Mr. Goos. 
/ 

,i The General  Counsel s a i d  t h a t  t h e r e  were two ways of f o r m u l a t i n g  t h e  
f ina l  paragraph .  F i r s t ,  t h e  Fund could  remi-nd t h e  member t h a t  members i n  
b reach  o f  t h e i r  o b l i g a t i o n s  t o  t h e  Fund may be s u b j e c t  t o  t h e  p rocedures  
under  S e c t i o n  22 o f  t h e  By-Laws l c a d i n g  t o  compulsor; w i thd rawa l .  Second, 
i n  l i n e  wi th  Mr. Enoch's s u g g e s t i o n ,  t h e  Fund could remind t h e  member of  
t h e  a v a i l a b i l i t y  t o  t h e  Fund of  procedures  under S e c t i o n  22  o f  t h e  By-Laws 
on compulsory wi thdrawal .  The main d i f f e r e n c e  would be t h e  absence  o f  any 
r e f e r e n c e  t o  breach  of  o b l i g a t i o n .  

M r .  Enoch and M r .  Warner s a i d  t h a t  they could a c c e p t  the wordi.r.6. 
proposed by the  General  Counsel .  

M r .  A p p e t i t i  and M r .  Enge r t  s a i d  that they too  could  a c c e p t  t h e  
General  Counsel ' s  p r o p o s a l s .  

Mrs. P lo ix  asked whether  t h e  skep t i c i sm t h a t  had been  e x p r e s s e d  about  
t h e  approacSI would be r e f l e c t e d  anywhere, f o r  i n s t a n c e ,  i n  a summing u p .  

The Acting Chairman observed  t h a t  t he  record  would show where 
D i r e c t o r s  had expresseA r e s e r v a t i o n s  about  c e r t a i n  issues. 

The General Counse l ,  i n  resporlse t c  a q u e s t i o n  by Mr. K a f i a ,  s a i d  
t h a t  i t  w a s  h i s  unde r s t and ing  t h a t  t h e  Board had ag reed  t h a t  t h e  d e c l a r a -  
t i o n  could  be p u b l i s h e d ,  i f  D i r e c t o r s  having  i? m a j o r i t y  o f  t h e  v o t e s  s o  
dec ided .  That agreement had been reached  dur ing  t h e  Board ' s  d i s c u s s i o n  
of  t h e  two s t a f f  papel-s on t h e  l e g a l  a s p e c t s  o f  censu re  o r  d e c l a r a t i o n  
of noncooperat ion (EaS /89 /128 ,  6/26/89)  and t h e  i s s u e  of  s c s p e n s i o n  o f  
membership (SM/89/127, 6 / 2 8 / 8 9 ) .  



EBM/89/’101 - 7 / 2 7 / 8 9  

The A c t i n g  Chairman i n q u i r e d  whether Mr. Enoch’s p r o p o s a l  t o  d e l e t e  
t h e  f i n a l  p a r a g r a p h  of t h e  d r a f t  d e c l a r a t i o n  w a s  a c c e p t a b l e .  

M r .  Warner c o n s i d e r e d  t h a t  M r .  Enoch’s s u g g e s t i o n  had been c o n s t r u c -  
t i v e  because  t h e  d e c l a r a t i o n  w a s  d i r e c t e d  t o  t h e  member i n  b r e a c h ,  whereas 
t h e  f i n a l  paragraph  w a s  making a u n i v e r s a l  appeal  t o  a l l  members that: w a s  
n o t  a p p r o p r i a t e  i n  such a d e c l a r a t i o n .  

The Execut ive  D i r e c t o r s  agreed t o  d e l e t e  t h e  l a s t  paragraph  o f  t h e  
d r a f t  d e c l a r a t i o n .  

M r .  Hogeweg n o t e d  t h a t  t h e r e  seemed t o  be some i n c o n s i s t e n c y  between 
t h e  f i r s t  and the second h a l v e s  of t h e  second paragraph  of  t h e  d e c l a r a -  
t i o n ,  which mentioned, r e s p e c t i v e l y ,  payments t o  o t h e r  c r e d i t o r s  b u t  n o t  
t o  t h e  Fund--or  n o t  t o  t h e  same e x t e n t - - a n d  subsequen t ly  t o  t h e  member 
i g n o r i n g  t h e  p r e f e r r e d  c r e d i t o r  s t a t u s  of t h e  Fund. The q u e s t i o n  i n  h i s  
mind was whether  equa l  payments t o  t h e  Fund and t o  o r h e r  c r e d i t o r s  implied 
e q u a l  c r e d i t o r  s t a t u s  r a t h e r  t han  p r e f e r r e d  c r e d i t o r  s t a t u s .  Perhaps 
r e f e r e n c e  c o u l d  be made t o  t h e  member having made pa.yments to o t h e r  
c r e d i t o r s  w h i l e  n o t  d i s c h a r g i n g  i t s  o b l i g a t i o n s  t o  t h e  Fund i n  conformity 
w i t h  t h e  p r e f e r r e d  c r e d i t o r  s t a t u s  t h a t  members are  expec ted  t o  g ive  t o  
t h e  Fund. 

Mr. Warner r e c a l l e d  t h a t  t he  same d r a f t i n g  problem had a r i s e n  i n  a 
d i f f e r e n t  c o n t e x t ,  namely, t h a t  o f  how t o  d e f i n e  p r e f e r r e d  c r e d i t o r  s t a t u s  
f o r  t h e  Fund. The Fund’s s t a n d i n g  r e l a t i v e  t o  t h a t  of  t h e  World Bank, and 
p o t e n t i a l l y  o t h e r  i n t e r n a t i o n a l  i n s t i t u t i o n s ,  had  been r a i s e d ,  and i t  had 
been agreed  t h a t  t h e  Fund was a p r e f e r r e d  c r e d i t o r ,  n o t  t h e  p r e f e r r e d  
c r e d i t o r .  

The General  Counsel no ted  t h a t  t h e  second paragraph of t h e  d r a f t  
d e c l a r a t i o n  w a s  indeed worded i n  a somewhat guarde,d f a s h i d n  because t h e  
Funa w a s  n o t  t h e  p r e f e r r e d  c r e d i t o r  b u t  a p r e f e r r e d  c r e d i t o r .  There 
veri: t xo  cases i n  which the Fund‘s p r e f e r r e d  c r e d i t o r  s ta tus  w a s  c l e a r l y  
d i s r e g a r d e d .  The f i r s t  w a s  when payments w e r e  made t o  o t h e r  c r e d i t o r s  and 
no payments were made t o  t h e  Fund. I n  the second case,  h i g h e r  payments 
were made t o  o t h e r  c r e d i t o r s  t han  t o  t h e  Fund. I f  t h o s e  d i s t i r x t i o n s  were 
n o t  made, and i t  w a s  ssated simply t h a t  payments were b e i n g  made t o  o t h e r  
c r e d i t o r s  i n c o n s i s t e n t  w i t h  t h e  Fund’s p r e f e r r e d  c r e d i t o r  s t a t u s ,  t h e r e  
would be no f a c t u a l  b a s i s  f o r  de te rmining  t h e  Fund’s p r e f e r r e d  c r e d i t o r  
s t a t u s ,  o t h e r  t h a n  on an ad  hoc ,  c a s e - b y - c a s e  b a s i s .  

Mr. Goos s a i d  t h a t  he wondered whether i t  would c?i: be p r e f e r a b l e  t o  
p l a c e  the  e n t i r e  paragraph  i n  s q u a r e  b r a c k e t s ,  because  a p p r o p r i a t e  wording 
would have t o  be sough t  depending on t h e  p a r t i c u l a r  c i r c i m s t a n c e s  of  t h e  
coun t ry  i n  a r r e a r s .  

The D i r e c t o r  o f  t he  Exchange and Trade R e l a t i o n s  Department s a i d  t h a t  
t h e  sugges t ion  o f  Kr. Goos was cons t ruc t i . .v -e ,  e s p e c i a l l y  as i t  mighr be 
necessa ry  t o  d i s c u s s  a country’s s i t u a t i o n  wirh  t h e  World B2.nk i n  o r d e r  t o  
t a k e  p a r a l l e l  a c t i o r .  
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The A c t i n g  Chairman n o t e d  t h a t  t h e  s t a t e m e n t s  of f a c t  u n d e r l y i n g  t h e  
f i r s t  t w o  paragraphs  would thus  be determined i n  i n d i v i d u a l  cases. 

M r .  Evans asked whether i t  would t h e n  be s u f f i c i e n t  s imply t o  n o t e  
t h a t  t h e  member had ignored  t h e  p r e f e r r e d  c r e d i t o r  s t a t u s  t h a t  members 
w e r e  e x p e c t e d  t o  g i v e  t o  t h e  F n d .  

Mr. Goos commented t h a t  such a s t a t e m e n t  m i g h t ' n o t  app ly  to ,  a l l  
~ c a s e s .  For instance. ,  a member might have d ischarged  a l l  i t s  o b l i g a t i o n s  
t o  c r e d i t o r s ,  i n c l u d i n g  t h e  Fund, a t  t h e  same r a t e .  But t h a t  would 
n o t  mean t h a t  t h e  Fund's p r e f e r r e d  c r e d i t o r  s t a t u s  had been r e s p e c t e d .  
S i m i l a r l y ,  i f  no payments at all were made within a c e r t a i n  p e r i o d  t o  , any  
c r e d i t o r ,  t h e  Fund's p r e f e r r e d  c r e d i t o r  s t a t u s  would n o t  be r e s p e c t e d .  
But t h a t  would n o t  p r e v e n t  t h e  Fund from f i n d i n g  t h a t  a member w a s  n o t  
c o o p e r a t i n g  w i t h  i t ,  and i t  would have t o  make a d e c i s i o n  on t h e  b a s i s  o f  
t h e  s p e c i f i c  c i r cums tances .  

Mr. Evans remarked t h a t  t h e  e n t i r e  paragraph shou ld  t h u s  be p l a c e d  i n  
s q u a r e  b r a c k e t s .  

Mr. Enoch remarked t h a t  presumably p r e f e r r e d  c r e d i t o r  s t a t u s  i n  i t s  
I p u r e s t  form meant t h a t  t h e  p r e f e r r e d  c r e d i t o r  r e c e i v e d  f u l l  payment b e f o r e  

any payments were made t o  a n o n p r e f e r r e d  c r e d i t o r .  The i d e a  was n o t  t o  
ach ieve  e q u a l i t y  of  t r e a t m e n t  €or  t h e  Fund, b u t  pr imacy-for  i t s  f u l l  
c l a i m s .  C e r t a i n l y ,  he  ag reed  w i t h  Mr. Goos t h a t  t h e  m a t t e r  might be 
e a s i e r  t o  deal w i t h  i f  t h e  e n t i r e  paragraph w a s  p l a c e d  i n  s q u a r e  b r a c k e t s .  
A t  t h e  same t ime ,  t h e  concept  o f  p r e f e r r e d  c r e d i t o r  s t a t u s  must n o t  be 
r e l e g a t e d  to second p l a c e .  

I 

M r .  Goos s a i d  t h a t  he ag reed  fu l l -y  w i t h  M r .  Enoch's remarks.  

The D i r e c t o r  of  t h e  Exchange and T r a d e  R e l a t i o n s  Departmenc reca l led  
t h a t  t he  Board had decided i n  i t s  e a r l i e r  d i s c u s s i o n s  t h a t  t h e . c o n c e p t  o i  
p r e f e r r e d  c r e d i t o r  s t a t u s  w a s  n o t  a l e g a l  bGt a p r a c t i c a l  concept, which 
i t  w a s  w i s e  n o t  t o  try t o  d e f i n e  w i t h  g r e a t  p r e c i s i o n .  Indeed,  t h e r e  
could be circumstance? i n  which t h e  paragraph  i n  t h e  d r a f t  d e c l a r a t i o n  
would n o t  apply a t  a l l .  T h e r e f o r e ,  t h e  s u g g e s t i o n  t o  p l a c e  i t  i n  
b r a c k e t s ,  for c o n s i d e r a t i o n  a t  t h e  t i m e  i n  t h e  s p e c i f i c  c i r c u m s t a n c e s ,  
seemed s e n s i b l e .  

The Executive D i r e c t o r s  agreed  t o  place the second paragraph  o f  t h e  
d r a f t  declaration on nGncooDeration i n  s q u a r e  b r a c k e t s .  

The i l i r e c t o r  o f  the Exchange and Trade R e l a t i o n s  Department no ted  
t h a t  i n  t h e  l i g h t  o f  t h e  discussion a t  che p rev ious  mee t ing ,  t h e  staff had 
r e v i s e d  t h e  paragraph r e l a t i n g  t o  t h e  procedure  f o r  communicating w i t h  
s e l e c t e d  Governors,  which would r e a d  as f o l l o w s :  

The Managing Directnr would i n  e a c h  case reccmmend t o  t h e  
Executive Board whether -I communication s h o u l d  be s e n z  t o  a 
s e l e c t  s e t  o f  Fund Governors o r  t o  a l l  Ftmd Governors .  If i t  
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were coslsidered t h a t  i t  should  be s e n t  t o  a 
Governors ,  an  i n f o r a a l  meeting of Executive 
h e l d ,  sonre si-x weeks a f t e r  t h e  emergence o f  

select se t  o f  Fund 
D i r e c t o r s  wrdld be 
overdues ,  t o  con-  

s i d e r  t h e  t h r u s t  of t h e  communication. A l t e r n a t l v e l y ,  i f  i t  
were cons ide red  t h a t  the communication should be s e n t  t o  all 
Fund Governors ,  a formal Eoard meeting would be h e l d  to c o n s i d e r  
t h e / a  d r a f t  text and the p r e f e r r e d  t iming .  A sample t e x t  f o r  a 
communication t o  all Fund Governors is s e t  o u t  i * i  Actachnexc 1. 
I t  would a l s o  be understood t h a t ,  i n  sowe ‘-ircu,ns:. ncp- : - e  
Managing DirecLcll &.; g;lt vish  t u  rer-onznend advancing che 
Execut ive  Board’s c o n s i d e r a t i o n  of  t h e  complaint  r e g a r d i n g  the 
member’s overdues.  

Mr. Adachi asked whether ,  when a l e t t e r  was s e n t  t o  a s e l e c t e d  s e t  
of Governors ,  t he  Executive D i r e c t o r  f o r  t he  count ry  t o  r e c e i \ e  t h e  letter 
would have an oppor tun i ty  t o  review the  communication be fo rehana .  

The D i r e c t o r  of  the  Exchange and Trade R e l a t i o n s  Department s a i d  t h a r  
he f e l t  s u r e  thdc management would wish to have t h e  i n p u t  of the Executive 
D i r e c t o r  concerned,  

The Executive D i r e c t o r s  t hen  resumed t h e i r  c o n s i d e r z t i o n  of  the  d r a f t  
second l e t t e r  t o  all Governors and c e r t a i 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 s ,  based on a fur the i .  r e v i s i o n  of  t h e  wording i n  the light of t h e  
d i s c u s s i o n  a t  t h e  prev ious  meet ing.  l.J 

The Treasu re r  expla ined  t h a t  t h e  first paragraph of  the  d r a f r  secand 
l e t t e r  had been amended t o  n o t e  t h a t  t h e  Managing D i r e c t o r  J a s  w r i t i n g  
t o  a l l  Governors,  i n  response t o  t h e  r e q u e s t  d u r i n g  t h e  p r e v i o u s  meet ing 
t h a t  it should be c l e a r  to whom the  l e t t e r  was cddressed .  In  the second 
pa rag raph ,  t he  r e fe rence  t o  the membdr no t  having responded t o  e a r l i e r  
r e q u e s t s  t o  s e t t l e  its a r r e a r s  had been d e l e t e d ,  because the same thought  
w a s  a l r e a d y  covered i n  t h e  f o u r t h  paragraph .  The l a t t e r  pa rag raph  had 
been shor t ened  cons ide rab ly  and me-ged with t h e  f i n a l  paragraph  i n  the 
second r e v i s i o n  of t h e  d r a f t  second l e t t e r ,  which had beeu considered a t  
t h e  previous meeting. Reference had been made t o  t h e  Fund hav ing  devel- 
oped a s e t  of procedures  f o r  d e a l i n g ,  as a p p r o p r i a t e ,  w i t h  members t h a t  
had p r o t r a c t e d  overdue f i n a n c i a l  obligations, in p l a c e  of t h e  p o i n t e d  
r e f e r e n c e  t o  t h e  i n t e n s i f i e d  c o l l a b o r a t i v e  approach i n  h e l p i n g  a member t o  
c l e a r  i t s  a r r e a r s  and restore i t s  p o s i t i o n  i n  the i n t e r n a t i o n a l  f i n a n c i a l  
community. The sentence  r e f e r r i n g  t o  che ma t t e r  o f  compulsory withdrawal  
had been placed  i n  square b r a c k e t s  because t h e  stat? had no2 gained a 
clear impression from the prev ious  meeting a s  t o  whether o r  n o t  i t  should  
be r e t a i n e d .  The f i n a l  sen tence  o f  t h e  f o u r t h  paragraph  no longer 
r e f e r r e d  t o  the  Fund a p p r e c i a t i n g  a s s i s t a n c e  i n  s u p p o r t i n g  i t s  c o n t i n u i n g  

-1/ Reproduced i n  Annex IT. 
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e f f o r ' - s  t o  r e s o l v e  an a r r e a r s  problein b u t  t o  a p p r e c i a t i o n  f o r  whatever  
a c t i o n  the a d d r e s s e e  cons ide red  a p p r o p r i a t e  t o  h e l p  b r i n g  abc/ut a n  e a r l y  
r e s o l u t i o n  of t h e  arrears  problem. 

M r .  Kaf lca  observed t h a t  i t  could  o n l y  b ~ ,  h e l p f i l l  t o  , e t a i n  some 
mention of t h e  c o l l a b o r a t i v e  approach,  even i f  q u a l i f i e d  w i t h  the words 
"as a p p r o 3 r i a t e .  " 

The A c t i n g  Chairman noted t h a t  t h e  des i r e  of  s e v e r a l  Dire, p t o r s  t o  
ment ion t k e  i n t e n s i f i e d  c o l l a b o r a t i v e  approach cou ld  perhaps >e m e t  i f  t h e  
revised t ex t  r e f e r r e d  t o  a s e t  o f  p r o c e d u r e s ,  i n c l u d i n g  t h e  i n t e n s i f i e d  
c o l l a b o r a t i v e  approach. Less emphasis would then  be g i v e n  t o  t h a t  
approzch t h a n  i n  t h e  preceding  v e r s i o n .  

Mr. Warner remarked t h a t  a l though  t h e  l i n e  between t h e  i n t e n s i f i e d  
c o l l a b o r a t i v e  approach and a c o l l a b o r a t i v e  a3proacn w a s  a f i n e  o n e ,  t h e  
l a t t e r  seemed t o  be a n  i n t e g r a l  p a r t  o f  t h e  Yilnd's system and t o  be wort!l.: 
c f  men t ion ,  whereas che former i n f e r r e d  t h a t  a s u p p o r t  group was a b o u t  ti> 
be e s t a b l i s h e d .  I t  would be premature t o  i n d i c a t e  i n  such a comnunicatio:r; 
tEat t h e  e s t a b l i s h m e n t  o f  such a group w a s  imminent. 
moral h a z a r d  would a l s o  a r i s e .  There would be  no harm i n  s a y i n g  tha t  t h e  
c o l l a b o r a t i v e  approach w a s  an a - i a i l a b l e  a l t e r n a t i v e  under t h e  h p p r o p r i a t e  

Concerns a b o u t  

/ c o n d i t i o n s .  

The Execut ive Directors accepted  t h e  Act ing  C'lairman's p r o p o s a l  t o  
refer  t o  a s e t  o f  p rocedures ,  i n c l u d i n g  t h e  i n t e n s i f i e d  c o l l a b o r a t i v e  
approach .  

The T r e a s u r e r  s a i d  t h a t  t h e  second s e n t e n c e  of t h e  f o u r t h  p a r a g r a p h  
might b e  clearer and dpply more g e n e r a l l y  t o  b o t h  t h e  procedures  f o r  
menbers n o t  t h e  s u b j e c t  o f  t h e  i n t e n s i f i e d  c o l l a b o r a t i v e  approach ,  as w e l l  
a s  t h o s e  t h a t  were, i f  i t  s t a t e d  t h a t  t h e  a p p l i c a t i o n  o f  t h e  p r o c e d u r e s  
f o r  members i n  a r r e a r s  had n o t  r e s u i t e d  i n  t h e  member t a k i n g  steps t h a t  
c o u l d  be e x p e c t e d  t o  r e s o l v e  promptly t h e  arrears  problem. 

M r .  Hogeweg sugp,ested t h a t  as t h e  communication t o  a l l  Goxernars  
w a s  i t s e l f  p a r t  of  t h e  p r o c e d u r e s ,  it: s h o u l d  perhaps be s c a t e d  that  the  
a p p l i c a t i o n  of t h e  procedures  f o r  members i n  a r rears  up t o  now had  n o t  
r e s u l t e d  i n  s t e p s  t o  r e s o l v e  t h e  problem. 

The D i r e c t o r  of  t he  Exchange and Trade R e l a t i o n s  Department remarked 
c h a t  i t  must be borne i n  Rind c n a t  t h e  s e t  of procedures  mentioned i n  t h e  
first s e n t e n c e  w a s  n o t  n e c e s s a r i l y  i d e n t i c a l  t o  t h e  procedures  mentioned 
i n  t h e  second s e n t e n c e ,  a s  having been a p p l i e d  up t o  now. 

M r .  A p p e t i t i  s a i d  t h a t  he  agreed  t h a t  t h e  f a c t  t h a t  t h e  set of  
p r o c e d u r e s ,  i n c l u d i n g  t h e  i n t e n s i f i e d  c o l l a b o r a t i v e  approach ,  had been  
developed d i d  n o t  imply t h a t  i t  had begun t o  be implemented. Presumably,  
t h e  f a c t  t h a t  the l e t t e r  w a s  b e i n g  s e n t  t o  Governors a l s o  i n d i c a t e d  
t h a t  t h a t  approach had n o t  been l aunched .  Therefore, he c o u l d  a c c e p t  
Mr. Hogeweg's proposed amendment. 
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Since agreement had been reached on the declaration of  noncoopera- 
tion. including a reference to Section 22 of the By-Laws, which would lead 
to compulsory withdrawal, he understood that the square brackets could 
be removed from the sentence in paragraph 4 on that matter, Mr. Appetiti 
concluded. 

1 

Mr. Fogelholm stated that he could not go along with deleting the 
square brackets and thus rethin the reference to compulsory withdrawal. 
The declaration of noncooperation 01- which agreement had been reached was 
worded in a fairly neutral way, whereas the sentence in square brackets 
would again clearly link the declaration to compulsory withdrawal. 
not even sure that it was necessary to draw the attention of Governors to 
the Fund’s By-Laws, especially as the threat of compulsory withdrawal was 
an empty one in any event. If reference had to be made to compulsory 
withdrawal in the letter, it should be made in a more neutral way. 

He was 

Mr. Nimatallah said that he failed to understand why compulsory with- 
drawal was viewed by some as an empty threat. Even if there was only one 
case of a member actually facing the threat of compulsory withdrawal, 
because it continued not to cooperate with the Fund, the possible applica- 
tion of Section 22 of the By-Laws should at least be mentioned. 

Mr. Appetiti said that he agreed with Mr. Fogelholm that what was 
needed was to describe in the sentence under discussion the declaration of 
noncooperation on which Directors had just reached agreement. 

Mr. Prader remarked that he too would be in favor of neutral wording. 
Discussions about giving serious consideration to compulsory withdrawal 
should be started only when it was felt that the intensified collaborative 
approach was not working. 

Mr. Hogeweg said that of course the declaration of noncooperation 
itself was a most serious step that did not derive its seriousness from 
the fact that the next step might be different. Perhaps the two stages 
should be separated in the wording of the letter. 

Mr. Ghasimi considered that referring to a member being subject to 
a declaration of noncooperation would by itself embody the idea conveyed 
in the sentence in brackets, as the text of the declaration itself made 
clear. Once a member was the subject of  a declaration of noncooperation 
it was subject to procedures leading to compulsory withdrawal, 

Mr. Warner remarked that it was only in the event of a declaration 
of noncooperation that exposure to the provisions of  Section 22 of  the 
By-Laws would occur, but the t w o  steps were separate. 
be said that in the event of such a declaration, the member might at 
some subsequent state be subject to the provisions of Section 22 of the 
By- Laws. 

Perhaps it should 
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Mr. Hogeweg said that it had to be clear that the declaration of 
nomoore ra t ion  did not necessarily lead to the application of those 
provisions. 

The General Counsel suggested that the fact that there were two 
separate steps--declaration of  noncooperation and compulsory withdrawal-- 
that were not necessarily linked directly could perhaps be made clear i f  
it was mentioned that in the event of a declaration of noncooperation, th -  
member could subsequently be subject to the procedures uric; - Section 22 UT' 
the By-Laws leading to compulsory withdrawal. 

Mrs. Hepp said that she fully agreed with Mr. Ghasimi that the 
sentence in square brackets should be deleted altogether. 

Mr. Garcia said that he too also supported the deletion of the 
sentence in square brackets. It was inappropriate to mention even the 
possibility of the subsgiquent step in the letter to Governors. 

Mr. Nimatallah considered that including the reference to compulsor.7 
withdrawal as a possible consequence of  a declaration of  noncooperation 
would alert Governors to the seriousness of  the situation of the member i n  
arrears, even though the letter was to be sent before such a declaration 

'was issued. 
outcome would be conveyed more effectiv-ly. 

The need for the help of all Governors in avoiding such an 

Mr. Kafka asked whether the member could not be subject to compul- 
sory  withdrawal without having been the subject of  a declaration of 
noncooperation. 

The General Counsel responded that Mr. Kafka's assumption was cor- 
rect. But the idea expressed in the letter to Governors was that the 
Fund's intention was not to initiate the procedures on compulsory with- 
drawal without first issuing the declaration of noncooperation. The 
whole purpose of the approach under consideration was to introduce an 
intermediate step between the declaration of ineligibility and compulsory 
withdrawal. 

Mr. Kafia commented that the procedures thac had been proposed were 
not v.ery practical. The only workable solution would be to make a deter- 
mined effort to implement the intensified collaborative approach. 

M r .  Warner asked what recourse the Fund would have in the case of 
noncollaboration. 

Mr. Kafka responded that he would have no problem with compulsory 
withdrawal in a case in which a member willfully refused to collaborate 
and to meet its obligations. 

Mr. Warner considered that that was the po in t  that was being reached. 
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Mr. Nimacallah remarked that the alternative solution preferred by 
Mr. Kafka, of giving the intensified collaborative approach a chance to 
work,  had the drawback of  delaying a solution. The objective was to speed 
up the process  and give member countries that were making no effort to 
settle their arrears an incentive to come forward and collaborate with the ' 

Fund. Everyone was in favor of the collaborative approach, b u t  in waiting, 
for it to take effect, the membership carried a heavy burden. 
the reality of eventual compulsory withdrawal should be mentioned in the 
communication to Governors, if the objective was to inform them and co 
encourage them to assist a country in settling its arrears promptly. 

Therefore, 

The Director of the Exchange and Trade Relations Department remarked 
that compulsory Withdrawal should be,mentioned partly because, as had been 
pointed out, all Governors should know that that wiis  c3 possibility, b u t  
also because the letter would presumably be followed within a few weeks by 
a declaration of noncooperation that would be published and that would or 
could refer to compulsory withdrawal. 

Mr. Engert said that a s  he had mentioned previously, his authorities 
were skeptical about the compulsory withdrawal approach. However, since 
it might be necessary, in order to reach an agreement, to mention com- 
pulsory withdrawal in the letter, the various concerns that had been 
expressed about such a reference might be met by wording which would 
explain that the declaration of noncooperation would be a most serious 
step that would refer, inter alia, to Section 22 of the By-Laws concerning 
compulsory withdrawal. The issue would then be stated clearly, more 
or less along the lines of the declaration itself, but in a relatively 
nonthreatening way. 

Mr. Enoch said that he could go along with Mr. Engert's suggestions. 
It might be helpful to mention also that the declaration of noncooperation 
would involve publication in order to draw the attention of  Governors to 
the issue. 

Mr. Nimatallah said that he wondered whether the final sentence 
of the letter, stating that the Board would review again the member's 
arrears, should not refer to the problem or case of the member's arrears. 

The Director of  the Exchange and Trade Relations Department said thats 
Mr. Nimatallah's point could be met by stating that the Executive Board 
will review again the position o f  the member with regard to its arrears. 

The Acting Chairman observed that t he  staff would incorporate the  
amendments that had been discussed into the draft statement and a t t a c h -  
ments and circulate a revised version. Many Directors had exTressed 
skepticism about the overall approach but at the same time a willingness 
to go along with it. The oppcsition to specific parts of  the procedures 
on the part of many Directors had been s t a t e d  for the record. 
not therefore be said t h a t  a consensus had emerged. The revised t e x t  
would be circulated f o r  review by Executive Directors on a lapse of time 

It could 
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b a s i s ,  l e a v i n g  i t  t o  D i r e c t o r s  t o  dec ide  whether o r  n o t  i t  w a s  necessa ry  
t o  b r i n g  t h e  m a t t e r  t o  t h e  agenda. 

The r e v i s e d  s t z t emen t  r e f l e c t i n g  t h e  sense  of t h e  mee t ing ,  as c i r c u -  
l a t e d  f o r  apprcva l  by Execut ive D i r e c t o r s  p r i o r  t o  the  c l o s e  of b u s i n e s s  
on A u g u s ~  1 7 ,  1989, r ead  as fo l lows:  

The Fund, as a coope ra t ive  i n s t l t u t i o n ,  re l ies  on t h e  
mutua l ly  suppor t ive  a c t i o n s  of  i t s  olembership i n  a l l  areas of 
i t s  endeavors .  Overdue f i n a n c i a l  o b l i g a t i o n s  are a b reach  of 
o b l i g a t i o n s  t o  the  Fund and a r e  demonstrably a noncoopera t ive  
a c t i o n ,  which imposes f i n a n c i a l  c o s t s  on t h e  Fund's membership, 
impa i r s  i t s  c a p a c i t y  t o  ass is t  members, and more g e n e r a l l y  
weakens t h e  Fund's a b i l i t y  t o  perform i t s  broader  r e s p o n s i b i l i -  
t i e s  i n  t h e  i n t e r n a t i o n a l  f i n a n c i a l  system. 

A s  t h e  exper ience  wi th  a r r e a r s  demons t r a t e s ,  c o u n t r i e s  
which accumulate a r r ea r s  t o  t he  Fund a l s o  damage themselves ,  i n  
p a r t  through t h e  d e t e r i o r a t i o n  which i n e v i t a b l y  fo l lows  i n  t h e i r  
f i n a n c i a l  r e l a t i o n s  wi th  o t h e r  c r e d i t o r s .  When a r r e a r s  e x i s t  
t h e  Fund i s  n o t  a b l e  t o  provide i t s  own a s s i s t a n c e  and i t s  

/ e f f e c t i v e n e s s  is diminished a s  a c a t a l y s t  f o r  h e l p i n g  t h e  
coun t ry  r e s t o r e  r e g u l a r  f i n a n c i a l  r e l a t i o n s  wi th  o t h e r  ,' c r e d i t o r s .  

Th i s  s t a t emen t  o u t l i n e s  procedures  aimed a t  p - ,event ing  t h e  
emergence of  overdue f i n a n c i a l  o b l i g a t i o n s  t o  t h e  Fund and t h e  
e l i m i n a t i o n  of e x i s t i n g  overdues ,  i nc lud ing  p r o t r a c t e d  arrears.  
The need f o r  f l e x i b i l i t y  i n  the  implementat ion of the Fund's  
p o l i c i e s  d e a l i n g  w i t h  overdues h a s  been s t r e s s e d  i n  t h e  p a s t ;  
f l e x t b i l i t ; .  must con t inue  t o  be e x e r c i s e d  i n  o r d e r  t o  t a k e  
account  o f  t he  s p e c i f i c  c i rcumstances  of t h e  member. Nonethe- 
l e s s ,  a ba lance  must b-. s t r u c k  between t h e  need f o r  a p p r o p r i a t e  
f l e x i b i l i t y  and t h e  need f o r  c l e a r  and c r e d i b l e  p rocedures  t h a t  
a c t  a s  a d e t e r r e n t  t o  members a g a i n s t  i n c u r r i n g  a r r e a r s  and t o  
encourage members w i t h  overdues t o  become c u r r e n t .  

Ar rea r s  p reven t ion  

The importance o f  p reven t ing  new c a s e s  of  arrears h a s  been 
s t r e s s e d  by the  Execut ive Board, A s  no ted  i n  t h e  p a s t ,  o u r  
b e s t  sa feguard  i s  t h e  q u a l i t y  of  Fund arrangements  and w e  w i l l  
cont inue  t o  d i r e c t  our  e f f o r t s  t o  ensu re  t h a t  a r rangements  of  
t h e  h i g h e s t  q u a l i t y  are p laced  b e f o r e  t h e  Board. These e f f o r t s  
would inc lude  a s s i s t i n g  members t o  d e s i g n  s t r o n g  and comprehen- 
s i v e  e c o n m i c  programs, c a r e f u l  a t t e n t i o n  t o  access leve ls  and 
phas ing ,  e x p l i c i t  assessment  of  a member's c a p a c i t y  and w i l l i n g -  
nes s  t o  repay t h e  Fund, and adequate  a s s u r a n c e s  r e g a r d i n g  
e x t e r n a l  f i n a n c i n g  d u r i n g  t h e  p e r i o d  of  the Fund ar rangement .  
S p e c i z i  unders tandings  wi th  c r e d i t o r s  and donors  may a l s o  need 
t o  be soughc ir! c e r t a i n  c a s e s  t o  h e l p  a s s u r e  p r o g r e s s  toward 
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external viability. In some cases, specific Pinancial o r  
administrative arrangements--designed to ensure that forthcoming 
obligatioris to the Fund are settled on time--will be used to 
increase the assurance that the Fund's resources will be repaid 
on time. Moreover, the importance of  members remaining current 
on obligations falling due and observing the Fund's preferred 
creditor status will continue to be stressed. 

The Fund's response to overdue obligations 

The Fund has developed a set of procedures for dealing with 
members with overdue financial obligations which are designed to 
bring about a reduction and the eventual elimination of these 
overdue obiigations. In addlticr, tc the procedures set out 
below, the Fund makes an effort to assist members willing to 
cooperate to eliminate their arrears through the design and 
implementation of appropriate policies as well as to help 
members adopting these policies to secure the necessary finan- 
cial support. 

The procedures initiated immediately after a member falls 
into arrears provide for a sequence of actions by management, 
the staff, and the Executive Board. 

- Whenever a member fails to settle an obligation on time, 
the staff immediately sends a cable urging the member to make 
the payment promptly; this communication is followed up through 
the office of the Executive Director concerned. 

- When an obligation has been outstanding for two weeks, 
management sends a communication to the Governor for that member 
stressing the seriousness of the failure to meet obligations to 
the Fund and urging full and prompt settlement. The Executive 
Board understands that the Governor will bring this communica- 
tion and the circumstances that gave rise to it to the attention 
of his authorities at the highest level. The communication to 
the Governor would also note that unless payment is received in 
due course, the Managing Director would intend to raise with the 
Executive Board the possibility of communicating with Governors 
of the Fund concerning the situation. The Managing Director has 
on occasion raised the matter of overdue financial obligations 
to the Fund directly with the head of government of the member 
concerned, and he would intend to continue to do so in those 
cases where he believes it would be a useful procedure. 

- The Managing Director notifies the Executive Board 
r.ormally one month after an obligation has become overdue. 

- When the longest overdue obligation has been outstand- 
the Managing Director informs the member ing for six weeks, 
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concerned  t h a t  u n l e s s  the overdue o b l i g a t i o n s  a r e  s e t t l e d  a complaint  
w i l l  be i s s u e d  t o  t h e  Executive Board i n  two weeks' t i m e .  

The Managing D i r e c t o r  would i n  each c a s e  recommend t o  t h e  
Execut ive  Board whether a communication shou ld  be s e n t  t o  a 
se lec ted  s e t  of  Fund Governors,  o r  t o  a l l  Fund Governors .  I f  it 
were c o n s i d e r e d  t h a t  i t  should be s e n t  t o  a s e l e c t e d  s e t  o f  'Fund 
Governors ,  a n  in fo rma l  meeting of Executive D i r e c t o r s  would be  
h e l d ,  some s i x  weeks a f t e r  t h e  emergence o f  ove rdues ,  t o  con-  
s i d e r  t h e  t h r u s t  o f  t h e  communication. A l t e r n a t i v e l y ,  i f  i t  , 

were c o n s i d e r e d  t h a t  t h e  communication shou ld  be s e n t  t o  a l l  
Fund Governors ,  a formal  Board meeting would be h e l d  t o  c o n s i d e r  
a d r a f t  t e x t  and t h e  p r e f e r r e d  t iming.  A sample t e s t  f o r  a 
communication t o  a l l  Fund Governors is set  o u t  i n  Attachment I .  

- A compla in t  by t h e  Managing D i r e c t o r  i s  i s s u e d  two 
months a f t e r  an o b l i g a t i o n  has become overdue,  and i s  g iven  
s u b s t a n t i v e  c o n s i d e r a t i o n  by t h e  Executive Board one month 
l a t e r .  A t  t h a t  s t a g e ,  t h e  Executive Board has  u s u a l l y  dec ided  
!to l i m i t  t h e  member's u s e  of t he  gene ra l  r e s o u r c e s ,  and i f  t h e  

/member h a s  overdue o b l i g a t i o n s  in t h e  SDR Department,  t o  suspend 
/ i t s  r i g h t  20 use S D R s ,  and has  provided f o r  a subsequent  review 

normally n o t  exceed t h r e e  months. I t  would be unders tood  t h a t  

Board ' s  c o n s i d e r a t i o n  of  t h e  complaint regarding the member's 
ove rdues .  

/ of t h e  d e c i s i o n .  T h i s  and subsequent review p e r i o d s  would 

/ 
' t h e  Managing D i r e c t o r  may recommend advancing t h e  Execut ive 

- The Annual Report  and t h e  f i n a n c i a l  s t a t e m e n t s  i d e n t i f y  
those  members w i t h  overdue o b l i g a t i o n s  o u t s t a n d i n g  f o r  more than 
s i x  months. 

Beyond t h e s e  p r o c e d u r e s ,  t h e  Executive Board h a s  expressed  
i t s  i n t e n t i o n  t o  p r o v i d e  that a member must f i r s t  d i s c h a r g e  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  General  Resources  Account 
b e f o r e  i t  would be  perrnitced t o  pay f o r  an i n c r e a s e  i n  i t s  quo ta  
under t h e  Ninth General  Review, and t h a t ,  i n  t h e  e v e n t  t h e  quo ta  
payment w e r e  n o t  made w i t h i n  a p r e s c r i b e d  p e r i o d ,  t he  p r o p o s a l  
f o r  a n  i n c r e a s e  i n  t h e  member's quota would l a p s e .  

Another measure b e i n g  cons ide red  by t h e  s t a f f  r e l a t e s  t o  
the  p o s s i b i l i t y  o f  wi thhold ing  SDR a l l o c a t i o n s  for members w i t h  
a r r e a r s  i n  t h e  Genera l  Department. This measure would r e q u i r e  
an amendment o f  the Articles and w i l l  be examined f u r t h e r  i n  the 
n e x t  Six-Monthly Repor,  on Overdue F i n a n c i a l  O b l i g a t i o n s .  

D e c l a r a t i o n  of  i n e l i g i b i l i t v  

- I f  a member p e r s i s t s  i n  i t s  f a i l u r e  t o  s e t t l e  i t s  
overdue o b l i g a t i o n s  t o  the Fund, t h e  Execut ive  Board d e c l a r e s  
the  member i n e l i g i b l e  t o  use t h e  gene ra l  r e s o u r c e s  o f  t h e  Fund 
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The t i m i n g  of the declaration of ineligibility would vary 
according to the Board’s sssessment of the specific circum- 
stances and of the efforts being made by the member to fulfill 
its financial obligations to the Fund. The procedures f o r  
dealing with members with protracted arrears that have been 
declared ineligible include further reviews at intervals o f  n o t  
more than six months, 

- For members with protracted arrears willing to cooperate 
with the Fund in settling those overdues, the Fund has adopted 
an intensified collaborative approach, which incorporates 
exceptional efforts by the international financial community. 

- For members that are judged not to be cooperating 
actively with the Fund, remedial measures would be applied 

- Members not showing a clear willingness to cooperate 
with the Fund have been informed that in these circumstances 
the provision of technical assistance would be inappropriate, 
but the Fund would reconsider providing technical assistance 
once the member has resumed active cooperation. The Managing 
Director may also limit technical assistance provided to a 
member, if in his judgment that assistance was not contributing 
adequately to the resolution of  the problems associated with 
overdues to the Fund. 

- A further remedial measure in cases of  protracted 
arrears would be communications with all Governors of the Fund 
and with heads of certain international financial institutions. 
Use o f  such communizations would normally be raised f o r  the 
Executive Board’s consideration at the time of  the first post- 
ineligibility review of the member‘s arrears. At that time the 
s ta f f  would prepare a draft text of  a communication along the 
lines set out in Attachment I1 to this statement. It should be 
noted that the Fund‘s communication to certain other interna- 
tional financial institutions, such as the three main regional 
development banks (Asian Development Bank, African Development 
Bank, Inter-American Development Bank), like its communication 
to the Governors, would not request the addressee to take 
specific actions and would leave any action to the institution’s 
discretion. This does not preclude informal contacts with other 
international financ,ial institutions. The staff would intend to 
propose to send this latter type of communication on the occa- 
sion of the next post-ineligibility review for members that at 
present have arrears that have been outstanding for a protracted 
period, in the event the Executive Board judges that the member 
concerned is not cooperating actively with the Fund in efforts 
to resolve the problem of its overdue financial obligations to 
the Fund. 
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- Censure o r  d e c l a r a t i o n  o f  noncooperat ion 

- A d e c l a r a t i o n  o f  censure  o r  noncooperat ion would come 
as a n  intermediate s t e p  between a d e c l a r a t i o n  of i n e l i g i b i l i t y  
and a r e s o l u t i o n  on compulsory withdrawal .  The d e c i s i o n  a s  t o  
whether  t o  i s s u e  such a d e c l a r a t i o n  would be based on an  a s s e s s -  
ment of  t h e  member's performance i n  t h e  s e t t l e m e n t  o f  i t s  
arrears co t he  Fund and of  i t s  e f f o r t s ,  i n  c o n s u l t a t i o n  w i t h  t he  
Fund, t o  fo l low a p p r o p r i a t e  p o l i c i e s  f o r  t h e  s e t t l e m e n t  of i t s  
a r r e a r s .  Three r e l a t e d  t e s t s  would be  germane t o  t h i s  d e c i s i o n  
r e g a r d i n g  ( i )  t h e  member's performance i n  meeting 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 t a k i n g  account  o f  exogenous f a c t o r s  t h a t  
may have a f f e c t e d  t h e  member's performance; ( i i )  whether the  
member had  made payments t o  o t h e r  c r e d i t o r s  whi le  con t inu ing  t o  
be i n  a r r e a r s  t o  t h e  Fund; and ( i i i)  the  preparedness  o f  t he  
membe- t o  adopt  comprehensive adjustment  p o l i c i e s .  The 
d e c l a r a t i o n  would fo l low any communication t o  Governors a f t e r  
i n e l i g i b i l i t y  and would be  cons idered  a t  a subsequent  p o s t -  
i n e l L g i b i l i t y  review. The .;;riod between such communications 
and t h e  d e c l a r a t i o n  could  be about  s i x  months, b u t  t h i s  t i m e  
p e r i o d  would be determined on a c a s e - b y - c a s e  b a s i s .  

A d r a f t  o f  t h e  d e c l a r a t i o n  i s  s e t  o u t  i n  Attachment 111. 
Tne a c t u a l  d e c l a r a t i o n  would be based  on t h i s  d r a f t  t e x t  t ak ing  
account  of t h e  c i rcumstances  of  t h e  i n d i v i d u a l  c a s e .  The 
d e c l a r a t i o n  w o u l d  be adopted by t h e  Execut ive Board and 
pub l i shed .  

Other remedial  measures 

- On suspens ion  o f  membership, D i r e c t o r s  no ted  t h e  neces -  
s i t y  o f  amending t h e  Fund's Ar t i c l e s  of Agreement t o  p rov ide  f o r  
suspens ion  of membership. Some D i r e c t o r s  showed an  i n t e r e s t  i n  
i n t r o d u c i n g  a p r o v i s i o n  i n t o  t h e  A r t i c l e s  of Agreement under 
which t h e  v o t i n g  r i g h t s  of a member t h a t  has been d e c l a r e d  
i n e l i g i b l e  t o  use  the  Fund's g e n e r a l  r e s o u r c e s  cou ld  be s u s -  
pended. However, most D i r e c t o r s  f e l t  t h a t  i t  would n o t  be 
adv i sab le  t o  propose an  amendment of t h e  Fund's A r t i c l e s  of  
Agreement a t  t h i s  t ime ,  b u t  t h a t  t h i s  m a t t e r  cou ld  be recon-  
s i d e r e d  i n  t h e  f u t u r e .  

- F i n a l l y ,  D i r e c t o r s  no ted  t h e  a v a i l a b i l i t y  t o  t h e  Fund of  
procedures  under S e c t i o n  22  of t h e  By-Laws on compulsory w i t h -  
drawal .  These procedures  would on ly  be pursued  once t h e  Fund 
has  exhausted a l l  o t h e r  p o s s i b l e  avenues t o  r e d r e s s  t h e  problem 
o f  overdue f i n a n c i a l  o b l i g a t i o n s  and ,  d e s p i t e  a d e c l a r a t i o n  of 
noncoopera t ion ,  t h e  member h a s  n o t  e x h i b i t e d  a w i l l i n g n e s s  t o  
coopera te  wi th  t h e  Fund. The Art ic les  o f  Agreement and t h e  
By-Laws provide f o r  procedures  f o r  s e t t l i n g  claims by the Fund 
on a member i n  t h e  even t  t h a t  it withdraws from the Fund. If 



the procedures were i n i t , a t a d ,  the scaff  would prepare an 
analysis Of the e f f e c t  of  the member’s withdrawal on t h e  Fund’s 
financial position. 

APPROVED: March 26, 1990 

JOSEPH W. LANG, JR. 
Acting Secretary 
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- ATTAGWENT 1 

3raft First Letter t o  A l l  Governors 

Dear 

The Executive Board has considered the complaint which was recencly 
issued regarding [memberl's overdue financial obligations to the Fund. 
In considering this cornplaint the Executive Board has agreed that I write 
L O  a l l  Governors of the Fund to draw their attention to this development. 
r'rompt and effective actions now by [member] and the international 
k_ommunity would avoid a further deterioration of this situation including 
%.he possibility of declaring [member] ineligible to use the general 
:esources of the Fund, would permit these overdues to be cleared before 
:heir magnitude makes the problem more intractable, and before they place 
financial burden on other members. 

[Paragraph on background circumstances of member leading to the 
emergence of arrears, the views of the member regarding its overdue 
"bligations, and the member's intended approach for addressing the problem 
of its overdue obligations. This paragraph would be tailored to the 
specific circumstances of the member concerned.] 

I 

The Executive Board is very concerned about these developments which 
?Lave serious potential implications both for the [member] and for the 
Fund as a whole, if the problem is not resolved early. The existence o f  
chese overdue financial obligations to the Fund precludes the Fund from 
extending financial assistance to the member. In addition, experience 
to date indicates that when a country incurs arrears to the Fund its 
Financial relations with other creditors are also likely to deteriorate. 
These arrears also have an adverse impact on the Fund as an international 
tinancia1 cooperative, which is the central monetary institution in the 
international monetary system. A s  you are aware, overdue obligations, 
if they are not settled, place a financial burden on other members: on 
the Fund's debtor members in the form of higher charges and the Fund's 
creditors in the form of reduced remuneration. 

The Fund would greatly appreciate any assistance in urging the member 
to effect the f u l l  and prompt settlement of i t s  overdue obligations to the 
Fund. 

Sincerely y o u r s ,  

Michef Camdessus 
ManLging Director and 

Chairman of :he Executive Board 



~- ~~ - 
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ATTACHMENT IT 

Draft Second Letter to All Governors and 
Certain International Financial Institutions 

Dear 

The Executive Board has reviewed the overdue financial obligations o f  
[member] and its circumstances. In this context it agreed that I write 
to all Governors of  the Fund to seek their assistance in resolving the 
problein of [niemberl’s ~ v e r d u e  financial obligations to the Fund (and that 
I inform at the same time the heads of [names of certain international 
financial institutions]]. 

A s  you know, [member] was declared iiieligible to use the general 
resources of  the Fund on [date;, as it had failed to meet its financial 
obligations to the Fund. A s  of [date], [memberl‘s overdue financial 
obligations to the Fund amounted to SDR[ ] million and the longest: overdue 
obligation had been outstanding for [ ] months. A s  you are aware, these 
overdue obligations reduce Fund resources available to help other members 
and place a financial burden on debtor members in the form of  higher 
charges and on creditor members in the form of reduced remuneration. 

[Paragraph on background circumszances of member leading to the 
emergence o f  arrears, the views of tne member regarding its overdue 
obligations, and the member’s intended approach for addressing the problem 
of its overdue obligations. This paragraph would be tailored to the 
specific circumstances of  the member concerned.] 

The Fund has developed a set of procedures, including the intensified 
collaborative approach, for dealing, as appropriate, with members that 
have overdue financial obligations outstanding for a protracted period. 
The application of the procedures f o r  members in arrears up to now has 
not resulted in [member] taking steps that could be expected to resolve 
promptly the problem of its arrears to the Fund. If, in the period prior 
to the next review of [memberl‘s arrears, [member] does not take action 
to demonstrate its willingness to resume active cooperation with the Fund 
toward the resolution of the problem o f  its arrears, [member] may be 
subject to a declaration of noncooperation. This would be a most serious 
step that would involve the publication of t h i s  declaration, which would 
refer, i n t e r  alia, to the availabiliry to the Fund of procedures under 
S e c t i o n  22 of the By-Laws on compulsory withdrawal of [member] from the 
Fund. The Fund’s Executive Board has emphasized the critical stsge that 
has been reached with respect t o  (memberl’s arrears and has stressed its 
sincere hope that the consideration of further s t e p s  will be unnecessary. 
The Fund would appreciate your [Government/institution] taking whatever 

. actions it considers appropriate to help bring about an early resolution 
of  this situation. 



EBM/89/101 - 7 / 2 7 / 8 9  - :6 - 

The Executive Board will review again the  position of [member] with 
regard to its arrears to t he  Fund not later than [date]. 

Sincerely yours, 

Michel Camdessus 
Managing Director and 

Chairman of the Executive Board 
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ATTACHMENT 111 

Draft Declaration on Censure or NOnCOODer&tiOn 

The Fund notes that, since the declaration of ineligibility on 
[date], the member has remained in arrears in its financial obligations to 
the Fund, thus persisting in its failure to fulfill its obligations under 
the Articles, and that the level of its arrears has not decreased (or has 
increased) ; 

[notes that the member has made payments to other creditors while 
not discharging its financial obligation to the Fund (or not to the same 
extent), thus ignoring the preferred creditor status that members are 
expected to give to the Fund;] 

finds that the member is not cooperating with the Fund toward the 
discharge of its financial obligations to the Fund; 

urges the member to discharge its financial obligations to the Fund 
promptly and to cooperate with the Fund; 

reminds the member that arrears to the Fund, which is a cooperative 
institution, are detrimental to the whole membership of the Fund in 
that they hamper the proper performance by the Fund of its function of 
assisting members facing balance of payments difficulties; 

reminds the member that members in breach of their obligations to 
the Fund may be subject to the procedures under Section 22 of the By-Laws 
leading to compulsory withdrawal. 
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Mr. El Kogali informed the Secretary on September 14 that his inten- 
tion had been to request that the matter of the Fund's procedures for 
dealing with gembers with overdue financial obligations t o  the Fund should 
be placed on the agenda of che Executive Board f o r  further consideration 
before being approved, even on a lapse of time b a s i s .  It had been his 
view that the second test of cooperation relating to whether the member 
had made payments to other creditors while continuing to be in arrears to 
the Fund did not reflect--in the section on censure or declaration o f  
noncooperation--the flexibility that several Directors, including himself, 
had advocated, based on practical considerations. He had thought that the 
statement should leave no doubt t ha t  the Fund was expected t o  make its 
decision on t he  question c. censure or declaration of noncooperation in 
light of the particular circumstances of each case. As he recalled, it 
had been the understanding thdt the Board considered the case-by-case 
approach to be essential to the effective application of a l l  the proce- 
dures outlined in the staff statement, including the  criteria mentioned 
as being germane to reaching a decision on the declaratiorl of  censure or 
noncooperation. He had a l so  understood that the case-by-case approach 
meant, as suggested in the second sentance of the paragraph on the matter 
of censure, that the Board would exercise judgment on the member's per- 
fopmance in settlement of i t s  arrears to the Fund and on i t s  efforts to 
implement appropriate adjustment policies. 'Xhile ir. had not appeared 
ndcessary for him to place the matter on the Board's agenda, based on 
t&ose understandings, he wished his concerns to form part of tlie record on 
the subject. 

I 

1 
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ReviseC Statemen:: prepared by the Staff on the Fund’s Procedures 
for Dealing with Members with Overdue Obligations to the Fund 

Executive Board Meeting 
Julv 27 .  1989 

The Fund, as a cooperative institution, relies on the mutually 
supportive actions of its membership in all areas of its endeavors. 
Overdue financial obligation? are a breach of obligations to the Fund 
and are demonstrably a noncooperative action, which imposes financial 
costs on the Fund‘s membership, impairs its capacity to assist members, 
and more generally weakens the Fund’s ability to perform its broader 
responsibilities in the international financial system. 

As th& experience with arrears demonstrates, countries which 
accumulate arrears to the Fund also damage themselves, in part through the 
deterioration which inevitably occurs in their financial relations with 
other creditors. When arrears exist the Fund is not able to provide its 
own assistance or serve as an effective catalyst in helping the country 
restore regular financial relations with other creditors. 

This statement outlines the procedures aimed at preventing the 
emergence of overdue financial obligations to the Fund. and the elimination 
of existing overdues, including protracted arrears. The need for 
flexibility in the implementation of the Fund’s policies dealing with 
overdues has been stressed in the p a s t ,  and must continue, in order to 
take account of the specific circumstances of the member. Nonetheless, a 
balance must be struck between the need for appropriate flexibility and 
the need for clear and credible procedures that act as a deterrent to 
members to incur arrears and to encourage members with overdues to become 
current. 

Arrears vrevention 

The importance of preventing new cases of arrears has been stressed 
by the Executive Board. As noted in the past, our best safeguard is the 
quality of Fund arrangements and we will continue to direct our efforts 
to ensure that arrangements of the highest quality are placed before the 
Board. 
comprehensive economic programs, careful attention to access levels and 
phasing, explicit assessment of a member’s capacity and willingness to 
repay the Fund, and adequate assurances regarding external financing 
during the period of the Fund arrangement. 
creditorsand donors may also need to be sought in certain cases to h e l p  
assure progress toward external viability, In some cases, specific 
financial or administrative arrangements--designed to ensure that 
forthcoming obligatlms to the Fund are settled on time--will be used to 
increase the assuran.ce that the Fund’s resources will be repaid on time. 
Moreover, the importance of members remaining current on obligations 
falling due and observing the Fund’s preferred creditor status would 
continue to be strassed. 

These efforts would inchide assisting members to design strong and 

Special understandings with 
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The Fund's response to overdue obligations 

The Fund has developed a set of procedures for dealing with members 
with overdue financial obligations which are designed to bring about a 
reduction and the eventual elimination of  these overdue obligations. In 
addition to the procedures set out below, the Fund makes an effort to 
assist members eliminate arrears through the design and implementation of 
appropriate policies as well as help members adopting these policies t o  
secure the necessary financial support. 

The procedures initiated immediately after a member falls into, 
arrears provide for a sequence of actions by management, the staff, and 
the Executive Board. 

- Whenever a member fails to settle an obligation on time, the 
staff immediately sends a cable urging the member to make the payment 
Gromptly; this communication i s  followed up through the office of  the 
Executive Director concerned. 

- When an obligation has been outstanding for two weeks, managemenc 
sends a communication to the Governor for that member stressing the 
seriousness of the failure to meet obligations to the Fund and urging full 
and prompt settlement. The Executive Board understands that the Governor 
will bring this communication and the circumstances that gave rise 
to it to the attention of his authorities at the highest level. The 
communication to the Governor would also note that unless payment is 
received shortlv, the Manaping Director would intend to raise with the 
Executive Board the possibilitv of communicatinP with certain Governors of 
the Fund concerning the situation. The Managing Director has on occasion 
raised the matter of overdue financial obligations to the Fund directly 
with the head o f  government o f  the member concerned, and he would intend 
to continue to do so in those cases where he believes it would be a useful 
procedure. 

- The Managing Director notifies the Executive Board normally one 
month after an obligation has become overdue. 

- When the longest overdue obligation has been outstanding f o r  six 
weeks, the Managing Director informs the member concerned that unless the 
overdue obligations are settled shortly a complaint will be issued to the 
Executive Board. 

- Under the procedure for communication w i t h  selected Governors, 
deDending on the circumstances of the case. the Manaping Director would 
also intend to convene a meeting - of the Executive Board to discuss the 
situation. For this meetinp, a proDosed text of the communication to be 
sent t o  a list of  Governors selected by the Managing Director would be 
preoared bv the staff for the consideration of  Executive Directors. The 
communication would be sent with the concurrence of Executive Directors. 
A samDle text is set o u t  in Attachment I. 
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- A complaint by the Managing Director is issued two months after 
an obligation has become overdue, and is given substantive consideration 
by the Executive Board one month later. 
Board has usually decided to limit the member's use of the general 
resources, and if the member has overdue obligations in the SDR Depart- 
ment, to suspend its right to use SDRs, and has provided for a subsequent 
review of  the decision. 
not exceed three months. 

At that stage, the Executive 

This and subsequent review periods would normally 

- The Annual Report and the financial statements identify those 
members with overdue obligations outstanding for more than six months. 

Beyond these procedures, the Executive Board has expressed its 
intention to provide that a member must first discharge its overdue 
financial obligations to the General Resources Account before it would 
be permitted to pay for an increase in its quota under the Ninth General 
Review, and that, in the event the quota payment were not made within a 
prescribed period, the proposal for an increase in the member's quota 
would lapse. 

Declaration of ineligibilitv 

If a member persists in its failure to settle its overdue 
obligations to the Fund, the Executive Board declares the member 
ineligible to use the general resources of the Fund. The timing of 
the declaration of ineligibility would vary according to the Board's 
assessment of the specific circumstances and of the efforts being made 
by the member to fulfil its financial obligations to the Fund. 
procedures for dealing with members with protracted arrears t h a t  have 
been declared ineligible include further reviews at intervals of n o t  more 
than six months. 

The 

For members with protracted arrears willing to cooperate with the 
Fund in settling those overdues, the Fund has adopted an intensified 
collaborative approach, which incorporates exceptional efforts by the 
international financial community, 

For members that are judged not to be cooperating actively with the 
Fund, remedial measures would be applied. These measures are designed to 
function as tangible inducements to members with protracted overdues to 
avail themselves of the intensified collaborative approach, while at the 
same time they would act as a deterrent for other members. F o r  remedial 
measures to be an effective deterrent, they would need to be clearly 
defined in advance; the procedures for their implementation broadly 
endorsed; and their implementation needs TO be, credible. 

- Members not showing a clear willingness to cooperate with the 
Fund have been informed that in these circumstances the provision qf 
technical assistance would be inappropriate, but the Fund would 
reconsider providing technical assistance once the member has resumed 
active cooperation. The Managing Director may also limit technical 
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assistance provided to a member, if in his judgment that assistance was 
not contributing adequately to the resolution of the problems associated 
with oberdues to the Fund. 

- A further remedial measure in cases of DrOtraCted arrears would 
be communications with all Governors of the Fund and with heads of 
selected international financial institutions. A s  discussed in 
EBS/89/133. use of  such communications would be raised for the Executive 
Board’s consideration at the time of the first Post-inelinibilitv review 
of the member’s a_Srears. At that time the staff would Dreuare a draft 
text of a communication along the lines set out in Attachment: I1 to this 
statement. It should be noted that the Fund‘s communication to other 
international financial institutions. like its communication to the 
Governors, would not request the addressee to take specific actions and 
would Leave anv action to the institution’s discretion. 

The staff would intend to propose to send this latcer type of 
communication on the occasion of  the next post-ineliEibilitv - review f o r  
members that at present have arrears that have b e e n  outstandinR for a 
protracted oeriod. in the event t h e  Executive Board iudnes that the 
member concerned is not cooperatinn actively with the Fund in efforts to 
resolve the Droblem of its overdue financial oblinations to the Fund. 
i 

i - Another remedial measure would be a declaration of censure 
or noncooperation which would come as an intermediate step between a 
declaration of ineligibility and a resolution on compulsory withdrawal. 
The decision as to whether to issue such a declaration would be based on 
assessment of the member’s performance in the settlement of its arrears 
to the Fund and of its efforts, in consultation with the Fund, co follow 
appropriate policies for the settlement of its arrears. Three related 
tests would be germane to this decision regarding (i) the member’s 
performance in meeting its financial obligations to the Fund; (ii) an 
assessment of the member‘s capacity and willingness to service its 
obligations to the Fund, reflecting exogenous factors that may have 
affected that capacity and payments made to other creditors; and 
(iii) the preparedness of the member to adopt comprehensive adjustment 
policies t ha t  would provide the basis f o r  embarking on the intensified 
collaborative approach. The declaration would follow any communication 
to Governors af te r  ineligibility and would be considered at a subsequent 
post-ineligibility review. The period between such communications and 
the declaration could be about six months, but this time period would be 
determined on a case-by-case basis. The declaration would be adopted 
by the Executive Board. 
declaration should be Dublished. 

~ 

I! 

No final conclusion was reached on whether the 

- Regarding the content of the declaration. a redrazt of the draft 
declaration outlined on Dates 2 and 3 o f  EaS/89/128 is attached which 
takes account: of Directors’ comments. The Board would consider proposed 
language in each individual case. 



- On suspension of membership, Direc tors  noted the  necessity of 
amending the Fund's Articles of Agreement to provide for suspension of 
membership. Some Directors  showed an interest i n  introducing a provisic 
i n t o  the Articles o f  Agreement under which the voting rights of a member 
that has been declared ineligible to use the Fund's general resources 
could be suspended. However, most Directors f e l t  that it would not be 
advisable to propose an amendment of the Fund's Articles of Agreement at. 
this time, but that this matter could be reconsidered in the future. 

Finally the option of compulsory withdrawal remains but would only 
be pursued once the Fund has exhausted all other possible avenues to 
redress the problem of overdue financial obligations and, despite a 
declaration of noncooperation, the member has not exhibited a willingness 
to cooperate with the Fund. 


