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1. OVERDUE FINANCIAL OBLIGATIONS - CENSURE OR DECLARATION OF 
NONCOOPERATION - LEGAL ASPECTS; ISSUE OF SUSPENSION OF 
MEMBERSHIP: SIX-MONTHLY REPORT AND REVIEW OF SPECIAL CHARGES 

The Executive Directors considered the staff paper on the legal 
aspects of censure or declaration of noncooperation (EBS 89/128, 6/26/89). 
a staff paper on the issue of suspension of membership (SM 85/127, 
6/28/'39), and the six-monthly report on overdue financial obligations to 
the Fund (EBS/89/133, 6/29/89). 

The Treasurer made the following statement: 

The six-monthly report on overdue financial obligations to 
the Fund (EBS/89/133. 6/29/89) proposes the use of communica- 
tions with certain Governors and heads of international finan- 
cial institutions as a remedial measure in cases of members 
with protracted arrears to the Fund. In light of Executive 
Directors' comments at the informal sessions (IS/89/15 and 
IS/89/16, 7/5/89), the staff thought it useful to set out the 
sequence of actions by the Fund including existing procedures 
for dealing with members with overdue financial obligations. 
The existing procedures may be divided into three parts. First, 
procedures designed to prevent the emergence of arrears; second, 
procedures initiated after the occurrence of arrears: and third, 
procedures for dealing with members with protracted arrears. 
The statement concludes with a brief discussion of the staff 
studies on censure or declaration of noncooperation and suspen- 
sion of membership rights, on which the Board's guidance is 
sought with regard to specific points. 

The importance of preventing new cases of arrears has 
been stressed by the Executive Board. To this end, the staff 
seeks to assess carefully the capacity and willingness of 
members requesting the use of Fund resources to repay obliga- 
tions to the Fund. As noted in the past, our best safeguard is 
the quality of Fund-supported programs and we will continue to 
seek to ensure that programs of high quality are placed before 
the Board. In cases identified as involving a risk of arrears, 
extra safeguards, above and beyond those already incorporated in 
the Fund's procedures, will be used to obtain maximum assurance 
that the Fund's resources will be repaid on time. including, 
inter alia. strengthened conditionality, close scrutiny of 
associated financing arrangements. and careful attention to 
Access and phasing. In addition, specific procedures developed 
to prevent new cases of arrears include: an explicit assessment 
of the member's capacity to repay the Fund in all staff reports 
supporting requests for the use of Fund resources or enhanced 
structural adjustment facility resources; in certain cases 
specific payments or administrative arrangements designed to 
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ensure that forthcoming obligations to the Fund are settled on 
time: and in all contacts with members continual stressing of 
the importance of the Fund's preferred creditor status. 

The procedures initiated after a member falls ilkto arrears 
provide for a sequence OF actions by management. the staff, and 
the Executive Board. As soon as a member Eails to settle an 
obligation on time. the staff sends a cable which is followed up 
through ihe ofEicr 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 PI-ompt settlement. It is for consideration 
whether this communication should also ask the Governor to bring 
this matter to the atwnrion of his authorities at the highest 
level. As indicated at the informal session on July 5, 19.39. 
it is also for consideration by the Executive Board whether 
the Managing Director should at the same time communicate his 
concern about the arrears situation directly to the head of 
government of the member concerned. Depending on the circus- 
stances of the individual case, the communication to the Gover- 
nor would also note that unless payment is received shortly, 
management would intend to call an informal meeting of Executive 
Directors to discuss communicating with other Governors concern- 
ing the situation. 1/ 

A report to the Executive Board is normally issued one 
month after an obligation has become overdue. When the longest 
wet-due obligation has been outstanding for six weeks. manage- 
ment informs the member concerned that unless the overdue 
obligations are settled shortly a complaint will be issued to 
the E:iecuti\,s Board. At about the same time, in appropriate 
cases, management would convene the above-mentioned informal 
meeting with Executi-.w Directors. The subsequent communication 
to Governors would express the expectation that they would call 
to the member's attention the extreme gravity of the arrears for 
a cooperative institution like the Fund. as well as for the 
country itself. and would urge them to inform their relevant 
Einancial agencies of the situation and the member's failure to 
fulfil1 its obligations to the Fund. 

1,/ See the Managing Director's statement to the Interim Committee on 
the intensified cooperative approach to overdue financial obligations to 
the Fund (ICMS/Doc/B9/4. 3/24/89). The procedure with regard to commu- 
nications with Governors shortly after a member has fallen into arrears to 
the Fund was endorsed at EBM/89/27 (3/3/85). This procedure has not been 
used so far, as no case has arisen since its adoption in which it would 
appear productive. Nonetheless such a communication would be prepared and 
sent in the event it appeared appropriate and productive in the case of a 
member with newly emerging arrears to the Fund. 
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If the obligation remains overdue, a complaint by the 
Managing Director is issued at the two-month point and is given 
substantive consideration by the Board a month later. At that 
stage, the Executive Board has usually decided to limit the 
member's use of the general resources, and if the member has 
overdue obligations in the SDR Department, to suspend its right 
to use SDRs, and has provided for a subsequent review of the 
decision. This and subsequent review periods would normally 
not exceed three months. Ultimately, if the member persists in 
its failure to settle its overdue obligations to the Fund, the 
Board has declared the member ineligible to use the general 
resources of the Fund. 

The procedures for dealing with members with protracted 
arrears that have been declared ineligible include Eurther 
reviews at intervals of not more than six months, and for 
members that are judged not to be cooperating actively with the 
Fund, the application of remedial measures. The Annual Report 
and the financial statements will identify those members with 
overdue obligations outstanding for sir mbnths or more. 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. Further, the 
Executive Board has expressed its intention to provide that a 
member must first discharge its overdue financial obligations 
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 the increase in the member's quota would lapse. 

A further remedial measure. to be considered by the Execu- 
tive Board on July 19, would be communications with certain 
Governors and heads of international financial institutions in 
cases of protracted arrears. As discussed in EBS/B9/133, use of 
such communications would be raised for the Executive Board's 
consideration at the time of a post-ineligibility review of the 
member's arrears. At that time the staff would prepare a draft 
text of a communication along the lines set out in Attach- 
ment III of EBS/89/133, together with a suggested list of 
addressees. 

Following approval of this latter type of communication by 
the Executive Board on July 19, the staff would intend to 
propose to send such communications on the occasion of the next 
post-ineligibility review for members with protracted arrears 
that are judged not to be cooperating actively with the Fund in 
efforts to resolve the problem of their overdue financial 
obligations to the Fund. 
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Un July 15 the Executive Board will also consider the staff 
papers on censure or declaration of noncooperation - legal 
aspects iEBs/e9/128, 6/26/59). and the issue of suspension of 
membership (SM/89/127, 6/28/8S). 

The study on a declaration of censure or noncooperation 
e:xplains that such a declaration could be adopted, in the case 
of a member that remains in arrears to the Fund, during the 
period between a declaration of ineligibility and a resolution 
on compulsory withdrawal. Alternatives are discussed regarding 
different aspects of the declaration and guidance is requested 
in particular with respect to the following elements: 

a. Conditions of the declaration: A declaration would be 
based on an assessment of the member's performance in the 
settlement oE its arrears to the Fund and of its efforts, in 
consultation with the Fund, to follow appropriate policies for 
the settlement of its arrears. Three different tests are 
described on page 2 oE EBS/BYi128. Are these tests acceptable 
to the Executive Board? 

b. Content of declaration: (pages 2 and 3 0f ms;89/128j 
The content is closely related to the tests described under a. 
In particular. guidance is requested whether a decision on 
compulsory withdrawal or on the intention to initiate the 
procedure (after a specified period) should be incorporated. and 
whether in case of publication. the reference in the second 
paragraph to the member's policies (".... and has not adopted 
policies that would ensure the discharge of its obligation,...") 
should be included. 

c. Timing of the declaration: tp=g= 3 0f EEs/e9,,‘i2e) 
The declaration would be in addition to present post- 
ineligibility reviews. The communications to Governors after 
ineligibility would precede the declaration of noncooperation. 
The length of the period between such communications and the 
declaration is for consideration: a period of about six months 
could be contemplated. 

d. Comoetent orean: (page 4 of EBS/89/128j The declara- 
tion could be adopted by the Executive Board or the Board of 
Governors A Board of Governors decision would be required if 
it were combined with a decision on compulsory withdrawal. 

e. Publication: (pages 4 and 5 of EBS/BR/l?B) Guidance 
is requested whether the declaration should be published. 

The study on the issue of suspension of membership 
(SM/89/127) concluded that the present Articles of Agreement 
provide for different forms of limited suspension of membership 
rights, but that the Fund has no general power to suspend all 



7 EBtl/89/93 - 7/19/89 

membership rights of a member. In order to confer such a power 
upon the Fund, an amendment of the Articles would be required. 
The study also outlined a possible amendment with respect to 
suspension of voting rights. The option of pursuing such a" 
amendment should be retained. 

Further remedial actions are being considered by the staff. 
In this connection, one possibility would be to withhold SDR 
allocations for members with arrears in the General Department. 
This measure would require an amendment of the Articles and will 
be examined further in the next six-monthly report on overdue 
financial obligations. 

Mr. Enoch made the following statement: 

The staff has provided three succinct papers on this topic, 
which we have already considered in informal session. In order 
not to repeat the statement I made in that discussion, I am 
circulating a slightly revised version of it in written form for 
today's meeting. It is important now to reach decisions quickly 
on how to proceed. and I hope that today's meeting will lead to 
substantial consensus on the issues before us. Perhaps it may 
then be possible for the decisions the staff will need to 
prepare to be circulated for approval on a lapse of time basis. 

The need for progress on taking the arrears strategy 
forward is show" by the six-monthly report, which tells the 
depressingly familiar story of further deterioration since the 
last review. Charts 1. 2, and 4 show how the scale of the 
arrears problem has increased, while Chart 3, when considered 
against the others, highlights how the problem is concentrated 
on a few members whose arrears have continued to grow. There 
are some bright spots. Positive developments include the 
clearance of Zaire's over-dues, the succes.s of the support group 
for Guyana, the prospects of a support group for Somalia, and 
the recent actions taken by Zambia as the first moves toward 
economic adjustment. But the effort involved in moving toward 
normalization of these countries' relations with the Fund serves 
to underline the nerd for an effective arrears strategy. 

Looking first at the preventive side of a" arrears strat- 
egy, I welcome the inclusion in recent staff papers on Fund- 
supported programs of an assessment of a member's ability to 
repay the Fund, and of its past track record as a" indicator of 
the member's willingness to repay. I also support in principle 
a communication from the Board or the Managing Director to 
GOVer"OrS, concerning the development of arrears in specific 
cases before the situation of ineligibility has been reached. 
HOWeVer, the Board needs to consider carefully what it aims to 
achieve in such a communication; Governors already have access 
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to the information provided by the Fund, although the lines of 
communication with financial agencies may be less good. I also 
agree with the point made by Mr. Goos at EBM/89/27 (3/3/89), 
that the Fund must be careful not to involve the Governors too 
early and not to treat technical arrears, which in most cases 
are quickly resolved, as protracted. Therefore such communica- 
tions must be considered carefully on a case-by-case basis. 

A further element in an effective arrears policy comprises 
remedial measures against those countries which move far into 
arrears, and especially those whose arrears become protracted. 
This requires being able to make a distinction between a lack of 
ability and a lack of willingness to pay; over recent months 
considerable progress has been made in this assessment, as shown 
for instance by the various tables provided in recent staff 
papers on overdue cases. In addition, a number of useful 
measures have recently been introduced, including the publica- 
tion of details of long-term arrears, by country, in the Annual 
Report, and closer consideration of the provision of technical 
assistance to members in arrears. In some cases the Board has 
also shortened the period between reviews of the situation. I 
find these measures appropriate, and I can also reaffirm our 
support for the proposal not to allow quota increases to be 
taken up by overdue members until they have cleared their 
arrears ( and to set a deadline by which such clearance must have 
taken place in order to participate in the current quota review. 

The principal formal measures at present available to the 
Fund in the face of arrears comprise the declaration of ineligi- 
bility and the ultimate sanction, the requirement for withdrawal 
of a member. The staff papers focus mainly on intermediate 
steps between these two measures, so that the Fund can have 
additional effective measures beyond ineligibility but short of 
compulsory withdrawal. These measures include writing to 
Governors and other financial institutions, declarations of 
censure, and suspension of a member. 

Regarding the first of these, I have already indicated my 
support in principle for writing to Governors before ineligibil- 
ity. I can go along with the proposal to send a letter after 
ineligibility, but with a number of caveats. The first rests on 
the observation that this will be the second letter that some 
Governors will receive from the Fund on the member concerned, if 
the original proposal to send a pre-ineligibility letter is 
maintained. If so. one really would wish to see drafts of the 
two letters together, to assess what their cumulative effect 
would be. My second caveat concerns the addressees of such a 
communication. I would be somewhat wary of the judgmental 
approach to addressees suggested in the staff paper. While I 
understand why only selected Governors might receive the first 
letter, it is difficult to see how the second letter can with 
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anv justification not be sent to all members. This is a cooper- 
ative institution and all members are thus creditors; if not in 
arrears themselves they should all receive such a letter. If 
this is not to be the case, the Board should prescribe objective 
general criteria which can be applied in individual cases: 
these might specify perhaps all members who are creditors for at 
least 1 percent of the official debt of the country in arrears 
or who are donors for at least 1 percent of the country’s aid. 

Insofar as judgment has to be exercised in the choice of 
addressees, I would have thought that this would be largely a 
management prerogative. I do not think it appropriate for the 
Board to become regularly involved in detailed discussions of 
address lists. It is not difficult to imagine the time that 
might be spent trying to fine-tune the address list for each 
specific case. Handling other multilateral institutions may 
well be more tricky. I note that the staff paper states thar 
the Fund and Bank are working closely together in this field. so 
that no communication with the Bank would be necessary. It is 
of course essential that Fund and Bank are in line on this 
subject. Finally. I do not think the solicitation of recipi- 
ents' views at the end of the letter as proposed by the staff is 
necessary or productive. There is unlikely to be much that 
Governors can usefully add in such a reply to the deliberations 
of the Board. 

Two further intermediate steps are presented for the 
Board's consideration. Regarding suspension of membership, the 
staff paper concludes that this step cannot be implemented 
without an amendment to the Articles. This conclusion seems 
sound. It would therefore not seem useful to pursue this option 
any further ar: present. 

Apart from removing the voting power of a member in 
arrears, the objective of suspension would be to effect public 
censure. But this latter objective can also be achieved through 
the alternative means of a declaration of noncooperation. The 
Legal Department paper on this subject sets out some proposals 
under which such a declaration can be introduced, and makes the 
case that declarations of noncooperation can be published. I 
agree with these conclusions. 

As for the timing of these measures. a declaration of non- 
cooperation could come, say. at the second review after ineligi- 
bility. This would allow the required reasonable time under 
Article XXVI, Section 2(b) for an ineligible member to attempt 
to remedy its position. This leads to questions as to how such 
a declaration would relate to the proposed post-ineligibility 
letter to Governors. One possibility would be that the letter 
to Governors be sent at the time of declararion of noncoopera- 
tion. A simultaneous declaration of noncooperation and letters 
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to Governors could be mutually reinforcing as a credible new 
remedial measure for a member ineligible to use Fund resources. 
The alternative, which I would tentatively endorse, is that the 
letter to the Governors could come earlier, perhaps at the time 
of the first review, warning of the prospect of the declaration 
of noncooperation, and seeking assistance in ensuring the member 
avoid it. But in any case, the Board needs to retain ilexibil- 
ity in the timing of its actions. Otherwise, actions taken on a 
predetermined timetable may occur at inappropriate moments, and 
perhaps even be counterproductive in their effects. 

The form of the declaration of noncooperation proposed by 
the staff would seem to be broadly appropriate, except for the 
reference to a timetable for compulsory withdrawal. It would be 
unhelpful to reduce flexibility for the use of this ultimate 
sanction; a reference to the intent of the Board to recommend 
such action to the Governors if evidence of cooperation is not 
forthcoming is all that is required. 

The decision proposed in EBS/89/133 regarding special 
charges seems to be on the right lines. Although special 
charges have not yet contributed significantly to the costs 
incurred by the Fund because of arrears, they will do so if and 
when each arrears case is resolved. And although it is not 
conclusive, there is some evidence that special charges have had 
a role to play in making members more aware of the need to make 
timely payments to the Fund, even if there is no suggestion that 
they have yet limited protracted arrears. I note that the 
special charges levied on overdue payments to the Trust Account 
still leave such overdue borrowing substantially concessional, 
and therefore may well not of themselves provide much incentive 
for timely repayments. This situation should be looked at again 
by the staff. with a view to presenting a paper to the Board. 
The concept of penalty charges over and above the special 
charges has considerable attraction, but in reality could just 
enlarge and prolong arrears, and ultimately increase the burden 
borne by participants in support groups. 

Finally, as regards the collaborative approach for members 
in arrears but not declared ineligible, I agree with the staff 
that it should generally not be available. Such members--and 
indeed possibly some members already declared ineligible--should 
generally be able to concentrate on resolving their problems 
through their own resources, or through other sources, such as 
with the help of commercial banks. 

Responding to some of the points raised in the statement prepared by 
the staff, Mr. Enoch said that his feeling was that the initial communi- 
cation to the Governor of a member country that was moving into arrears 
should be as simple as possible, although he could go along with the 
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proposal that the Governor be asked to bring the matter to the attention 
oF his authorities at the highest level. On the list of addressees, the 
stafE statement seemed to imply--in the footnote to the third paragraph as 
well as in the fourth paragraph--that the initial communication would be 
sent to Governors in general. whereas in a subsequent paragraph reference 
was made to communications to certain Governors. He wished to reiterate 
his view that the initial communication should be universal--unless that 
posed administrative difficulties--or selective, but that the second 
letter, especially ii it concerned members in protracted arrears, should 
be sent to all Governors as it would be a measure of censure rather than 
of prevention. In addition, a second letter could be used to inform 
Governors of the intention to publish a declaration of noncooperation. 

Referring to the points made in the staff's statement with respect 
to that declaration, Mr. Enoch said that he could accept the three tests 
suggested at the top of page ? of EBS/89/128. He could also largely agree 
with the suggested content, although he remained of the view that it was 
not necessary to specify in advance a rigid interval between a communica- 
tion and the next stage; for instance. he was not happy with specifying 
that the stage subsequent to the declaration was the stage of initiating 
the procedure for compulsory withdrawals. In addition. if statements on 
the member country's policies would impose a constraint on publishing the 
declaration of noncooperation. such statements should be excluded. 
Publication of the declaration was important. 

Finally, as withholding SDR allocations from members in arrears to 
the Genera.1 Department would also involve amendment to the Articles, it 
would not be helpful to pursue that idea at the present stage, Mr. Enoch 
considered. As Mr. Evans had suggested at IS/89/16, possible courses of 
action that involved amendment of the Articles could be kept in mind and 
reconsidered if and when the Articles were reviewed at some future date. 

Mr. Marcel made the following statement: 

I have little to add to my previous statement on this 
matter, and I will therefore follow the main outline of the 
staff statement. 

I fully agree that our first priority must be to avoid the 
emergence of arrears in the future. In this respect, it is rather 
obvious that our best safeguards are undoubtedly to implement Fund- 
supported programs of high quality as well as to secure adequate 
financing assurances. However, we should keep in mind that the 
resolution of this problem is not solely the concern of the Fund. 
The main shareholders of this institution, in particular, share this 
great responsibility, and have a crucial role to play in order to 
forestall the insolvency of countries with which they maintain close 
ties, 
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I cannot overemphasize the need to react as promptly as 
possible when a member falls into arrears. Recent experience 
has clearly shown that this approach is instrumental in dealing 
successfully with this problem. 

I broadly endorse the sequence of actions that management 
is to follow after a member falls into arrears. However, I 
would be reluctant to communicate directly with the head of 
government of the member concerned, since such an action could 
raise diplomatic problems and could give the impression that the 
role of the Governor of the Fund has been by-passed. It seem* 
appropriate to us to let the Governor have the choice of bring- 
ing the matter to the attention of his highest authorities. Of 
course, nothing prevents the Fund's members in general from 
handling this question with the country concerned on a bilateral 
basis and at a high political level. 

We could go along with addressing a letter to specific 
countries before the situation of ineligibility materializes. 
However. I fully agree with Mr. Goos and Mr. Enoch that we 
should also be very careful not to involve the Governors too 
early in the process and not to treat technical arrears as 
protracted ones. Such communications should be envisaged only 
on a case-by-case basis and after an informal exchange of views 
between the Managing Director and the Executive Directors has 
taken place. 

We are open to communicating with certain Governors and 
heads of international financial institutions about countries in 
protracted arrears. 

I agree with Mr. Enoch that, if we decide to send a letter 
prior to ineligibility, it would be desirable to study drafts 
of the two letters together in order to assess their cumulative 
effect. In any case, such a procedure should be applied with 
caution and on a case-by-case basis. We would prefer that the 
list of potential addressees be limited. Like Mr. Enoch, we 
would not like the Board to be actively involved in the fine- 
tuning of the address list. The choice of addressees should be 
made by management in close cooperation with the Executive 
Directors. 

On possible forms of censure or declaration of noncoopera- 
tion, we remain skeptical. We continue to think that we are 
facing a dilemma: either we run the risk of having our hands 
tied if we express too explicitly our intention to recommend 
compulsory withdrawal--and we do not think this is appropriate- 
*=, as suggested by Mr. Enoch, we do not mention any timetable, 
but then the content of this declaration will not be very spe- 
cific and in fact will not be so different from the decisions 
adopted at each review of ineligibility. In any case. ii any 



- 13 - EBM,‘89/93 - 7/1Y;S’, 

declaration of noncooperation were to be adopted. we would 
prefer the latter formula. even though we are apprehensive 
about it being a wasted effort. Moreover, we would like this 
declaration to require a special majority, since such a critical 
decision requires as large a consensus as possible. 

Lastly, on the issue of suspension of membership, my 
authorities continue to think that such a measure would not 
really have any effect on countries having already been declared 
ineligible to use the Fund's resources. As the Board clearly 
appears unprepared to adopt an amendment to the Articles, it 
would therefore seem reasonable at this stage not to pursue this 
measure, 

In conclusion, I would like to stress that it is now time 
to clarify the Board's views on these proposals. Indeed. proce- 
dural discussions that are too lengthy could be useless and even 
counterproductive. While my authorities consider that we should 
certainly not rule out the use of remedial actions, provided we 
are fully convinced of their potential effectiveness, they 
prefer to tackle the arrears problem in a more concrete way, 
namely, by implementing the cooperative approach with those 
members that are willing to do so. 

Mr. Fern&ndez Ord6Cez made the following statement: 

The increasing accumulation of arrears reaffirms the 
importance of today's discussion, which we expect will contrib- 
ute to the solution of the most important problem faced by this 
institution. In spite of the fact that overdue financial 
obligations to the Fund increased during the period under review 
by 19 percent, progress has been achieved in the context of the 
intensified cooperative approach in the cases of Guyana and 
Somalia, apart from Zaire's settlement of its obligations. 

We think that most of our effort in solving the arrears 
problem must be addressed to the emergence of new cases. 
Corrective measures need to be taken at the beginning, and the 
solution not left to the end of the process. 

Some progress has been achieved in the assessment of the 
capacity and willingness of members requesting the use of Fund 
resources to repay their obligations to the Fund. However, in 
the design of Fund programs. consideration should be given to 
the inclusion of sensitivity analysis in the estimation of the 
capacity to repay the Fund. These types of analysis will permit 
the identification of exogenous variables that could affect a 
country's debt service capacity and will in turn make easier the 
determination of the ability and willingness to pay. 



EBM/B9/93 - 7/19/89 - 14 

Regarding remedial measures, we would like to stress once 
again the importance of evaluating their effectiveness. In 
that sense, as this chair has stated in previous discussions, 
the withdrawal of technical assistance from a member that is 
considered uncooperative will have no effect on solving the 
problems of arrears. On the contrary, this measure will close 
a communication channel which is of paramount importance in the 
precise situation in which countries have to be convinced to 
adopt a comprehensive set of adjustment measures to correct the 
imbalances in their economies. Furthermore, the withdrawal of 
technical assistance might produce e relapse in the progress 
already achieved in some areas, especially in the elaboration of 
reliable statistics, that will impose additional restrictions in 
the elaboration of an economic program in the future. 

Regarding the further remedial measures proposed by the 
staff, we share the view of Mr. Warner and other Directors 
relating to the convenience of sending a communication to the 
Governors prior to a declaration of ineligibility, given the 
importance of timing in the solution of the problem and the 
pressure that this action, which might act es an early warning, 
can have on the member. HOW~VCS~, account should be taken of the 
observations of Mr. Enoch about the cumulative effects of the 
pre-ineligibility and the ineligibility letters. As for the 
judgmental approach to addressees suggested by the staff, on the 
one hand, it might be time consuming for the Board and, on the 
other, it might not guarantee equal treatment for members. In 
that respect. it would be preferable for the Board to establish 
general, even automatic, criteria applicable in every case. I 
would appreciate it also if a study could be made of the advan- 
tages and disadvantages if a press release is done, es was 
mentioned in the informal meeting. 

We are not convinced about the effectiveness of forms of 
censure or declaration of noncooperation, which we believe will 
come too late to encourage the member to comply with its obliga- 
tions. 

Finally, es the intensified cooperative approach has begun 
to bear fruit. it seems premature to amend the Articles of 
Agreement in order to permit a declaration of suspension of 
membership rights. 

Mr. Feldman made the following statement: 

The staff, management, and the Board have been devoting a 
significant amount of time to the issue of overdue obligations 
in the recent period. Although some member countries are 
showing some progress within the intensified collaborative 
approach, it is clear that much remains to be done. Before 
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further remedial or punitive measures are considered, we believe 
that most of our efforts and resources should be concentrated on 
further strengthening the collaborative approach. 

As I mentioned in the last informal meeting (IS/L39/15 and 
IS/89/16j I still believe that the present approach cannot 
provide en appropriate framework for dealing successfully with 
the largest cases of protracted arrears. Once the country has 
embarked on appropriate adjustment policies, the present strat- 
egy can produce at most a stabilization of arrears, but I do not 
see how ic can lead to the regularization of a large stock of 
arrears. For the four countries with the most protracted over- 
due obligations, the stock of arrears represents 265 percent of 
their quotas. A case-by-case solutton, looking at each coun- 
try's specifics without ruling out some form of rescheduling 
once the country has initiated a convincing adjustment program, 
should not be ruled out. Of course, the precondition is the 
debtor country's commitment to a strong adjustment program. 
which is more crucial as the period under arrears becomes more 
extended in time. I" sun. the intensified collaborative strat- 
egy has proved to be useful in tackling the arrears situation 
of some of the not so large cases, but to be successful in the 
largest cases, the approach needs to be enhanced further and 
provide for enough flexibility when the countries in arrears 
show a clear commitment to implement a comprehensive economic 
program of adjustment and structural reforms. 

The communication to Governors should be considered as a 
preventive measure, end not as a remedial action. Consequently, 
I am in favor of a relatively early communication to Governors, 
namely, some time after the emergence of arrears. end if pos- 
sible before the declaration of ineligibility. I am referring 
obviously to the eventuality of new cases in which countries in 
arrears are approaching a situation of being declared ineligi- 
ble. Otherwise, the communication should be sent to countries 
that have been already declared as such. The earlier the 
communication is sent, the more preventive its character will 
be, end the later it is sent, the more remedial in nature it 
becomes. In other words, to be effective, it is essential that 
the Fund be active at an early stage of the emergence of 
at-rears. 

On the substance of the communication, we agree on the 
proposal to seek the assistance of governors and other institu- 
tions. We have noted that in the draft letter included in 
Attachment III to the six-monthly report, only the financial 
burden upon creditor members is explicitly mentioned, while the 
burden upon other debtors in the form of higher charges is not 
made explicit. We believe that for the sake of symmetry. the 
burden that a member's overdue obligations places on the rest of 
the debtors and on all creditor members of the Fund should be 
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made explicit. I have suggested to the staff that perhaps line 
three of the third paragraph of the letter could read: "...mem- 
hers. including the other debtors and the creditor members, in 
the form of higher rates of charge and reduced [rates of] 
remuneration, respectively, in order to compensate for the lower 
income received by the Fund." 

Regarding the potential addressees of the communication, I 
think that all governors and multilateral creditors should be 
included, since it would be very difficult and time consuming to 
try to elaborate a tailor-made list for each case. After all, 
the question of arrears affects the entire membership, creditor 
and debtor countries; all of them should be kept informed and 
all may help to resolve the arrears problem. 

On the system of special charges on overdue obligations. 
the staff notes that only a relatively small proportion of the 
special charges has been paid. In our view, this raises serious 
doubts about the effectiveness of the system, and also raises 
the question of whether the existence of these charges is not 
just an additional complication at a moment when the country is 
normalizing its payments situation with the Fund. 

On the issue of suspension of membership, since there is no 
legal basis, without an amendment of the Articles, for suspend- 
ing membership, we think that it is not useful to pursue the 
matter further at this stage. when all efforts should be concen- 
trated on the collaborative approach to resolving the arrears 
problem. 

Finally, on censure or declaration of noncooperation, I 
still believe that the approach is not convincing and will not 
help to resolve the problem of arrears. Furthermore, I think 
that such declarations would overlap somewhat the communications 
sent to Governors and that they would not add much to the 
declaration of ineligibility. 

Hr. Yamazaki made the following statement: 

At the outset, I must emphasize that my authorities have 
not yet finalized their views, partly because the staff state- 
ment came out only the day before yesterday. My authorities 
are willing to take today's Board discussion into account when 
defining their views on the proposed measures to deal with 
members with overdue financial obligations to the Fund. None 
theless, since the staff's statement raises a number of issues 
for the Board's consideration. I would like to present my 
authorities' views, even though they are still primarily tenta- 
tive. 
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Before addressing the specific issues, let me begin with 
some general remarks. 

The situation of members in arrears to the Fund varies 
significantly from one country to another. There have also been 
cases of members in arrears to the Fund having reversed course 
rapidly. Therefore, the Board should retain a flexible, case- 
by-case approach in order to take effective and timely measures 
to redress the arrears to the Fund. In this context, we welcome 
the frequent oral reports on member countries in arrears to the 
Fund which the staff has started to make to the Board whenever 
significant developments have occurred. Similarly, it is also 
relevant, in our view, that the means taken by the Fund to 
redress arrears should reflect the particular situations of the 
member countries with overdue obligations to the Fund. 

This chair is concerned about the increase in political 
pressure. We recall cases in which undue political pressures 
have outweighed economic considerations and contributed to 
members incurring arrears to the Fund. Therefore, the measures 
to deal with arrears to the Fund should be taken in an institu- 
tional setting that would discourage members from exerting undue 
political pressure on other member countries. 

With these remarks. let me turn to the specific issues 
raised in the staff paper. 

First, we have already expressed our basic support for 
the Managing Director's communication with Governors. We are 
willing to go along with the procedure suggested in the staff 
statement on the condition that the content of the letter will 
fully reflect the particular situation of the member country 
concerned. With respect to Ehe timing of the communication. 
we prefer not to be rigid in order to make the communication 
effective; however, the schedule provided in the staff statement 
is acceptable to us as a rule of thumb. As to the addressees of 
the communication, we also prefer not to be inflexible; nonethe- 
less, we think that Mr. Enoch's proposal would be appropriate as 
a rule of thumb. 

With respect to contacts with the highest level of govern 
ment of the member concerned. we believe that the Managing 
Director may undertake them if such contact is judged to be 
conducive to resolving the problem. 

Second, we have also indicated our support for a decla- 
ration of noncooperation as an intermediate measure after a 
declaration of ineligibility. As to the conditions of the 
declaration, we endorse the staff's view. Needless to say. the 
Board should be cautious in assessing a member's cooperation 
with the Fund. On the content of the declaration. we remain of 
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the view that rigid Linking of the declaration with compulsory 
withdrawal might be counterproductive. Regarding the timing of 
the declaration. and in particular. the sequence of the decla- 
ration end the communication to the Governors, we do not have 
strong views. We believe that the Board would be the appro- 
priate organ to issue the declaration. Heavy involvement of 
the Governors might give rise to the possibility that a member 
country would bring undue political pressure to bear on other 
members and that uniformity of treatment among members might be 
jeopardized. Moreover, the Board would be in a better position 
than the Governors to exercise flexibility. 

Finally, on publication, we are concerned that publication 
of the declaration might send the outside world the wrong signal 
about the Fund's ability to address its problem of arrears. 
However, we do not have strong views on this issue. 

Mr. Kafka made the following statement: 

I am grateful to the staff for its statement on the sub- 
jects to be discussed today, and I have also benefited from 
Mr. Enoch's statement; there is much in that statement with 
which I agree. I could not agree, however, to adopting any 
decisions that we might reach today on a lapse of time basis. 
We cannot allow such important decisions to be adopted without 
approval, word by word, by the Board. 

Our attitude remains as it was at our Last meeting. Before 
restating it and attempting to answer the specific questions 
which are asked by the staff, I would like to repeat that we 
feel that the solution to the problem of overdue obligations 
lies essentially in our collaborative approach. This approach 
has so far been put into effect only in one case--that of 
Guyana. We all know that the success of this collaborative 
approach is presently threatened. The threat does not proceed 
from any present action or omission on the part of Guyana but 
form the failure of others to come up with the minimum amounts 
of money which are required until the end of the year in order 
to get the Guyanese economy going again. It would be a real 
tragedy for Guyana and for the international community if this 
sole present instance of the collaborative approach failed. 

On the general question of overdue obligations and the 
three stages in which we deal with them, first, we have no 
problem with the preventive measures being applied at present 
before overdue obligations appear. I would like to know more, 
however, about the "specific payments or administrative arrange- 
ments" that are mentioned in the staff statement and designed to 
ensure that forthcoming obligations to the Fund are settled on 
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time. I would like to be sure that these phrases refer only to 
matters which have been explicitly approved by the Board. 

Second, regarding the stage after arrears have appeared but 
before they have become protracted, again, we have no problem 
with present procedures. However. the staff's suggestions, 
or questions, regarding possible new procedures strike us es 
imprudent in the extreme. One question is whether the Managing 
Director, in communicating with the Governor of the country in 
arrears, two weeks after their appearance. should ask him to 
bring the matter to the attention of his authorities at the 
highest level. I can only say that I think such a suggestion 
would be irritating, just as it would be irritating for the 
Managing Director to communicate directly wirh the respective 
head of state. There are established channels of communication. 
and it would be improper and imprudent to disregard them. 
Communications with heads of state. moreover, in my experience, 
can be counterproductive, for obvious reasons. We have no 
problem, on the other hand, if a communication to Ehe Governor 
by management would note the intention to call an informal 
meeting of Executive Directors to discuss communicating with 
other Governors concerning the situation. I would mention, in 
passing, that I am not at all sure to what decision taken et 
EBM/89/27 of March 3. 1989. the footnote to the staff statement 
refers. Again, this is a question on which I would be grateful 
to the staff for an answer today. The informal meeting could 
very well, as we have indicated. ask each Executive Director to 
communicate. in a special communication. with all his Governors 
on the situation which has arisen. stressing the gravity with 
which it is regarded by the entire Executive Board. Such a 
communication should not, however, attempt to suggest what the 
Governor addressed should do. For reasons which we have already 
made clear on other occasions, we do not feel that such a commu- 
nication should be sent by management. Such a communication is 
almost bound to leek end, therefore, to cause irritation and 
prove counterproductive. Suaviter in mode, fortiter in re is 
still, after 2.000 years. a very sound principle. 

Regarding protracted arrears. we have no problem regarding 
the withdrawal of technical assistance from members that show 
clear unwillingness to cooperate with the Fund in liquidating 
their arrears. but obviously the Fund will not want to cut off 
its nose for the sole purpose of spiting its face by refusing to 
provide technical assistance where it could be helpful. We have 
difficulties, as we have always had. with the proposal that 
under the Ninth General Review a country would not be allowed 
to pay for its quota increase before it had cleared its arrears 
and that if it did not pay its subscription within a certain 
time, the proposal for the increase in the member's quote would 
lapse. This might very well turn out to be another case of 
cutting off our nose to spite our face. I think this whole 
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matter of depriving a country of access to a quota increase 
calls for carefully circumscribed conditions and periods which 
will have to be discussed in considerable detail. before any 
decision can be taken. 

Finally. we see no point in a post-ineligibility communi- 
cation sent by management, for reasons already stared. Again, 
a special communication by Executive Directors to their own 
Governors would be appropriate, and its stress should be on the 
collaborative approach. Communications should not be sent to 
other international institutions. The Fund must not be mis- 
interpreted es trying to organize a Lynch mob, however serious 
the offense. Also, we might once again be cutting off our nose 
to spite our face, if we try to prevent other international 
organizations from giving credit to a country which has fallen 
into arrears with us. 

On the question of a declaration of noncooperation. we have 
already stated our views. We cannot endorse such an idea. Such 
declarations would, as the staff says, have no legal effects. 
They would be pure irritants. The publication of such a decla- 
ration-as formulated in EBS/g9/128--raises complicated prob- 
lems. Since such declarations would refer to policy, their 
publication requires, in our view, a decision by 70 percent of 
the voting power. 

We agree that suspension of membership would require an 
amendment of the Articles, and we do not agree that it would be 
appropriate at the moment to proceed with such an amendment. 

Finally, we do not favor penalty charges over and above the 
present special charges. 

Mr. McCormack said that he had been struck by Mr. Kafka's reference 
to "gently in manner, strongly in deed." and would agree that the worst of 
all possible worlds was to be strong in manner and gentle in deed. 

His chair had addressed in broad terms the relevant issues during the 
informal sessions, Mr. McCormack continued. Although its position had not 
changed since, he wished simply to clarify certain aspects of its views b) 
addressing the points set out in the staff's statement. 

First, with respect to censure, his authorities remained unconvinced 
that the approach presented in the paper would be helpful. The most 
important factor underlying their reservations in that connection was the 
proposal to combine the declaration with a decision or an intention to 
require the member to withdraw. In that regard, his authorities would be 
willing to support the use of censure as a measure in its own right but 
would prefer that a compulsory decision to withdrew should not be incor- 
porated in the declaration. 



As for the conditions for the declaration, the three tests described 
or page 2 of EBS/89/128 were acceptable, Mr. McCormack scated. He agreed 
that the declaration could be published and that the reference to the 
member's policies could be included. 

With respect to the timing of the declaration, a period of about six 
months between communications to Governors after ineligibility and the 
declaration seemed reasonable. 

Finally, the declaration should be adopted by the Executive Eoard and 
not the Board of Governors. 

On the issue of suspension of membership, he agreed with the staff 
that the Fund had no general power to suspend all membership rights of 
a member and that in order to confer such a power an amendment of the 
Articles would be required, Mr. McCormack stated. While the option of 
pursuing such an amendment could be retained--indeed, it was always 
available to the Fund to initiate a process of amendment--we feel that it 
should not be pursued at the present time, nor. for practical reasons. 
shnuld it be done in isolation from other possible amendments. 

Turning to the six-monthly report on overdue obligations, my author- 
ities would view communications to Governors and heads of other inter- 
national financial institutions as a remedial measure, which could be 
t-aisrd for the Board's consideration in specific cases at the time oE a 
post-ineligibility review, Mr. McCormack observed. Generally speaking. 
his authorities would be prepared to support the staff's suggestions on 
the timing and substance of a communication. and potential addressees. 
However, like other speakers, they felt that judgmental considerations and 
detailed Board involvement should be minimized. 

As noted during the informal session. his chair agreed that the 
intensified collaborative approach would not be appropriate for members 
that had not been declared ineligible to use the Fund's general resources. 
Mr. McCormack recalled. MOKeOVeK, the system of special charges on 
overdue obligations should be continued without change, as suggested b) 
the staff. 

Finally, Mr. McCormack observed that it was mentioned in the staff's 
statement that "when an obligation has been outstanding for two weeks. 
management send a communication to the Governor for that member...." In 
connection with that communication, the Governor should not be asked to 
bring the matter to the attention of its authorities at the highest level. 
for the reasons that others had mentioned. At the same time, the Managing 
Director should have the ability to communicate his concern about the 
arrears situation directly to the head of government of the relevant 
member, although again with the exercise of an element of judgmenr by 
~mnnagament as to when and in what conditions that would be helpful at that 
particular stage. 
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Mr. Ismael made the following statement: 

Let me start my intervention by underscoring the importance 
of preventing cases of arrears from occurring. In this regard, 
I fully agree with the staff that the best safeguard is to place 
only programs of high quality before the Board. I also support 
the staff's view that in cases identified as involving a risk of 
arrears, extra safeguards will have to be used to ensure the 
timely repayment of Fund resources. To prevent new cases of 
arrears from occurring, I welcome the inclusion of an explicit 
assessment of a member's ability to repay the Fund in all staff 
papers supporting requests for the use of Fund resources or 
those of the enhanced structural adjustment facility. 

The staff proposes three intermediate steps to be taken 
between the declaration of ineligibility and the requirement for 
withdrawal of a member--namely, sending communications to 
Governors and other financial institutions, issuance of a 
declaration of censure or noncooperation, and suspension of 
membership. 

I am not in favor of sending separate pre-ineligibility and 
post-ineligibility messages to Governors. If a letter has to be 
sent at all, the letter to Governors should be sent at the time 
of the declaration of ineligibility in order to achieve the 
maximum effect sought by such a declaration. 

The proposal for issuance of a declaration of censure or 
noncooperation is, in my opinion, inappropriate. It is essenti- 
ally premature, given that the intensified cooperative approach 
is still novel and should, therefore, be given time to succeed 
before further punitive action is considered. In addition, the 
proposal comes at an inopportune time, when the Fund is encour- 
aging commercial banks to accept debt reduction as part of the 
new global debt strategy, while on the other hand, it is propos- 
ing to take a hard line of censure toward its own members. It 
also differs little from the present procedures for declaring 
a member ineligible, thereby making this proposal rather redun- 
dant. Based on these considerations, it is, therefore, 
irrelevant for me to comment on the issues of a declaration's 
conditions; content; timing; competent issuing organ: and 
publication. 

The staff rightly points out that there are currently no 
legal grounds for suspending Fund membership. Suspension can 
only be achieved via an amendment of the Articles of Agreement, 
which would require an 85 percent majority vote of the member- 
ship. I agree with Mr. Enoch that the complexity of an amend- 
ment does not make it useful to pursue the matter further at 
present. 
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Finally, the staff proposes a decision regarding special 
charges. I am in favor of maintaining the existing system of 
special charges. Like Mr. Enoch. Z am of the opinion that 
penalty charges over and above the special charges could just 
increase overdues. and consequently the burden that has to be 
borne by participants in support groups. 

In concluding, let me make the following appeals, First, 
rather than spending too much time and energy on additional 
punitive measures, thereby sending confusing signals to the 
membership and the international financial community at large, 
we should be more concerned with ways and means to strengthen 
the intensified collaborative approach. Second, the intensified 
collaborative approach should be implemented sincerely; no 
roadblocks should be informally set up to its implementation. 
among others, by objecting to rhe formation of a support group, 
unnecessarily delaying discussions of a suggested Fund-monitored 
program until a more "opportune time," and preventing the 
conversion of a Fund-monitored program into a Fund-supported 
program right after clearance of arrears to the Fund. Third, 
let us discuss the issues of overdue obligations to the Fund on 
their own merits, and not link them with other issues that are 
still under discussion by the Board or to be discussed by the 
Board, such as the quota increase, the global debt strategy, and 
the policy on enlarged access limits. 

Mr. Nimatallah considered that the Fund should remember that it had 
two basic objectives: first, to nip in the bud any potential falling into 
arrears by its members; and second. following a situation of prolonged 
arrears for a certain country that was not cooperating with the institu- 
tion, to bring that country back into the fold. That twofold objective 
must be understood as benevolent; it was not intended to penalize. The 
purpose was to work toward the elimination of the problem of arrears, 
whether at the early stages or at the difficult, later stages. 

Thus. if the international community was to be involved in that 
effort to eliminate the arrears problem, two kinds of communication could 
be considered, Mr. Nimatallah continued. The early communication would 
represent the preventive approach. Certainly, the Fund should do its 
utmost, particularly the management and staff, to help countries avoid 
falling into arrears. Second, if the stage had been reached at which 
countries had fallen into arrears, were not making payments. not adopting 
comprehensive measures. and not engaging in a process of communication 
with the institution and its membership, the whole community needed to 
take a collective approach. It was at that stage that it would be impor- 
tant to send another letter to Governors, which by the way he would prefer 
to send before a declaration of noncooperation was issued. Furthermore, 
hs would like the second letter to indicate that, following such a decla- 
ration of noncooperation, there was the possibility of forced withdrawal. 
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In the intervening period, the objective was to seek the help of Governors 
in putting pressure on the member to return to the Fund's fold nnd to stop 
damaging the membership. 

Some months ago. he had decided not to speak on overdue pa-yments 
until he had seen more of an awareness by the member-ship of the magnitude 
and the seriousness of the problem, Mr. Nimatallah observed. He felt that 
such awareness was improving. Briefly, his view was that everybody should 
do the utmost to resolve the problem of overdue payments to the Fund as 
quickly as possible, and he would support any means leading to that 
objective. 

On the issue of suspension of membership, he agreed with the staff 
proposal to retain the option of pursuing that issue later, if necessary, 
Mr. Nimatallah said. 

As far as the six-monthly report and the staff paper on the declara- 
rion on noncooperation were concerned, he was satisfied with the preven- 
tive measures that the Fund had taken so far, Mr. Nimatallah noted. He 
supported an early letter to Governors, at the appearance of overdues, on 
a case-by-case basis. The content of the letter should be left to the 
discretion of management. The question of remedial measures was the focal 
point of the present discussions. The staff was right to have listed the 
four measures agreed upon by the Board and to seek its agreement on three 
additional measures. He reconfirmed that he agreed with those four 
measures--more publicity, no technical assistance. no quota increase, and 
compulsory withdrawal as a last resort. He also reconfirmed his agreement 
on the other three measures in cases of noncooperation with the Fund- 
involving the international financial community. imposing censure in the 
forln of a declaration of noncooperation. and imposing penalty charges. 

The involvement of the international financial community could be 
achieved partly through a letter to Governors, as proposed by the staff in 
Attachment III to the six-monthly rep",-t, Mr. Nimatallah stated. He could 
go along with the proposed draft. However, it would be more effective if 
there were two kinds of letters: one preceding the declaration of non- 
cooperation by a certain period of time, to be followed later by another 
letter after the declaration of noncooperation, as one of the steps toward 
compulsory withdrawal. If that approach was agreeable, he would suggest 
that the third paragraph of the proposed letter in Attachment III be 
amended as follows: 

So far lmemberl has not availed itself of this otmortunitv. 

If that attitude continues for I 1 months and the member aives 
no indication of cooperation with the Fund towards that obiec- 
tive. it is likely that this countrv be declared noncoowrative 
and possiblv face steps for its eventual comoulsorv withdrawal. 
The Fund requests you to encourage [member! to take the actions 
necessary to avail itself of this collaborative appt.oath which 
would lead, inter alia. to the settlement of its overdue obliga- 
tions to the Fund. 
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The Fund would request & that your [Government/institu- 
tion]... 

He also asked the staff to suggest another draft for the second letter to 
follow the declaration of noncooperation. He had an open mind on chs 
Length of the list of Governors to whom the letter should be sent. 

The conditions and tests for a declaration of noncooperation proposed 
b:i the staff in EBS/89/128 were acceptable to him, Mr. Nimatallah 
observed. He also agreed with the content of the declaration as proposed 
in that document, with perhaps minor modifications, including the addition 
of three new subparagraphs so that the three main rea.so"s for the declara- 
tion would be stated separately. The last sentence of the second para- 
graph of the declaration would become the third and fourth paragraphs of 
the declaration, which would read as follows: 

Notes that the member has not adopted comprehensive reform 
policies that would ensure the discharge of its obligations: 

Thus finds the member failing to cooperate with the Fund." 

The third paragraph of the declaration as formulated in EBS/B9/123 
could, Mr. Nimatallah considered, omit the reference to urging the member 
to discharge its obligations promptly, because that was not the issue at 
that stage of the px-ocedure; rather, it should simply be stated that the 
member was urged to cooperate with the Fund. It seemed to him that it was 
much more important to work out ways and means of settling the arrears. 
Similarly, the fifth paragraph of the declaration as proposed in the staff 
paper should refer to informing the member that, unless cooperation with 
the Fund was restored by a specified date. the procedure for compulsory 
withdrawal would be initiated. The reference to fully settling the 
arrears by a specified date was inappropriate. 

On the timing of the declaration, he agreed that it would be in 
addition to existing post-ineligibility reviews, and that it would precede 
the declaration of noncooperation, Mr. Nimatallah said. The length of 
time between the communication with Governors and the declaration should 
not exceed three months in cases like those of Peru. Liberia, and Sierra 
Leone. The declaration of noncooperation should be within the competence 
of the Executive Board, to be followed, when appropriate, by a recommenda- 
tie" to the Board of Governors to approve compulsory withdrawal. 

On publication. he found it necessary to publish declarations of 
noncooperation, Mr. Nimatallah stated. 

Finallv. Mr. Nimatallah said that he commended the staff for taking 
the initiative to propose new remedial measures, instead of waiting for 
the Board to act. In addition, he supported the staff's proposal to 
withhold SDR allocations from members with arrears in the General Depart- 
ment. ,+.s in the case of denial of quota increases. the withholding should 
be for a specific period, after which the right of those members to 
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participate In the SDR allocation would cease. He would like the staff 
to consider the question of withholding SDR allocations in its next six 
monthly review of overdue financial obligations. 

Mr. Prader made the following statement: 

1 would like to go directly to the issues. On the possi- 
bility of censure or declaration of noncooperation, I took a 
rather skeptical view during our informal discussion. The 
reasons for my reluctance to go along with this notion included: 
first, the dubious effectiveness of such a move in terms of 
speeding up the clearance of arrears. Can we expect with any 
reasonable degree of certainty that this procedural step will 
induce a member in arrears to the Fund to accelerate its repay- 
ments? Let me add. in passing, that even some of the speakers 
who support the adoption of such a declaration question the 
efficacy of censure. More specifically, to make this new 
instrument effective, it would be necessary to attach to it 
severe sanctions. It is only in cases where we are dealing 
with unwillingness--as opposed to inability--of members to 
repay the Fund that this measure's effectiveness could actually 
be increased by presenting it as an intermediate step before 
compulsory withdrawal. By the same token, a failure to link 
censure to compulsory withdrawal would weaken its usefulness. 
Moreover, a number of chairs have already indicated their 
opposition to compulsory withdrawal, and we too hesitate to give 
favorable consideration to such extremely punitive measures. 

Second, a declaration of noncooperation would add little 
of substance to what is already contained in the declaration of 
ineligibility, since the latter already states the member's 
failure to cooperate with the Fund in the areas of payments. the 
adoption of appropriate meaures for dealing with the problem, 
discrimination against the Fund, and disregard of the Fund's 
preferred creditor status. 

I wonder whether we are really aware how many procedural 
steps are already included in our collaborative approach. The 
staff paper enumerates some ten different steps preceding the 
proposed declaration of noncooperation. And if, on the other 
hand. the purpose is to exert pressure on members by making 
public the Fund's disapproval of a member's policy concerning 
repayments to the Fund, this too is an objective which would 
already have been attained inasmuch as the declaration of 
ineligibility is published. 

My third reason is the possible adverse reflection on the 
cooperative image of the Fund. 

A fourth reason is the absence of any legal effect. 
MOreOVer, it is still unclear whether a simple majority would 
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suffice to sustain such a declaration; and if a large majority 
were required to publish it, the requisite support might in some 
cases be difficult to muster. 

At this stage of our discussion, we can imagine issuing a 
declaration of noncooperation only in exceptional cases where we 
could see a reasonable chance that attempting via procedural 
steps to increase the pressure on a member would actually have 
the desired effect. 

If the main idea behind our new remedial measures is to 
make clear the dramatic economic and political consequences of 
ineligibility and noncooperation. in order to prevent national 
leaders from being protected against the knowledge that their 
country will face being cut off from official aid and other 
sources of finance. then perhaps we should seek some means of 
making clear the disastrous effects of noncooperation with the 
Fund. It seems essential that the communication outlining these 
negative effects be made before the damage to the member's 
economy and finances has actually occurred, which would probably 
be before the declaration of ineligibility is made. From this 
point of view, a warning to the leaders of a country about the 
negative consequences only at the stage of the proposed declara- 
tion of noncooperation might come too late to alter their 
course. In any event, it was not clear to me whether the 
Managing Director was referring to direct communication with 
heads of state after the country had fallen into arrears. as the 
staff's preliminary statement indicates, or at some later stage. 
such as the declaration of noncooperation. The best approach 
would probably be to communicate in this manner directly with 
the member concerned right after it has fallen into arrears. 
because timely action could still be effective against the 
relatively small amount of arrears involved at this early stage. 

Another issue to be settled is that of addressees in the 
countries in arrears: that is to say, whether the Fund should 
actually be communicating with heads of state or other leaders 
rather than with monetary and fiscal authorities. as it has done 
so far. In my view, communications of this kind should be used 
very infrequently in a few special cases because they have the 
sensitive implication that heads of government are not kept 
sufficiently informed by their Executive Directors, Governors, 
or other representatives of their monetary authorities. 

Further, on the use of communications with Fund Governors 
and heads of international financial institutions as a remedial 
measure, we share the views of those who argued that we should 
have recourse to such communications only in exceptional cases 
identified on the basis of objective criteria. The list of 
addressees, which should be put together by the management and 
the staff, should not be limited to a very small number of 
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creditors. Here I would very much agree with Mr. Enoch that the 
list should be sent to all Fund members because both credirors 
and debtors will be affected by this action. On the subsrance 
of such a letter, we could agree with the version suggested in 
Attachment III, but feel it should be more concrete in its 
description of the financial and economic consequences outlined 
by the Managing Director in his intervention during OUT last 
informal discussion. Such a communication could be senr follow- 
ing either the first or second review of a country’s declaration 
of ineligibility. 

On the suspension of membership, we share the reasoning of 
the staff. Suspension might be an effective instrument for 
bringing recalcitrant members back into line, but it is to be 
feared that amending the Articles of Agreement for this single 
purpose would be inadvisable unless we are willing to face an 
array of demands for amendments for other objectives. Of 
course, this position does not rule out reconsidering the 
amendment option at a later date. 

On special charges, we support the proposed decision. 

Mr. Coos said that it was not necessary for him to elaborate on his 
authorities' grave concern about overdue obligations to the Fund, in 
respect to both the financial integrity and functioning of the institution 
and the serious repercussions for the members themselves. His authori- 
ties, therefore, fully subscribed to the search for additional effective 
measures for dealing with the arrears problem. Nonetheless. because the 
bulk of the overdue obligations continued to be concentrated on the eight 
ineligible members, while the average number of overdue members had 
remained virtually unchanged, it appeared that the situation should not b+ 
overdramatized. Above all, it would be shortsighted if the conditions foi 
access to the Fund's resources were allowed to be dictated by the implicit 
or explicit threat that a member might fall into arrears. 

The most efficient preventive action was a thorough examination of 
the capacity and willingness of members requesting the use of Fund resour- 
ces to repay the Fund on time, and the insistence on effective condition- 
ality, Mr. Goos stated. Apart from that, as others had mentioned also, 
the intensified collaborative approach, while certainly no panacea. 
offered the hope that the Fund might come to grips at least with some 
protracted arrears cases. 

On the specific issues for discussion, and referring first to the 
communications with Governors, Mr. Goos considered that it was necessary 
to clarify, first of all, the content of the two kinds of communications 
that were being contemplated. He advised against sending two idenEica1 
letters in pre- and post-ineligibility situations. In fact, his authori- 
ties went so far as to feel that communications should be limited to pre- 
ineligibility cases. as had originally been proposed in the Interim 
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Committee. They feared that to" frequent an application of such an 
instrument would tend to undermine its effectiveness because the respon- 
si,leness of Governors would be likely t" decline. That was perhaps 
precisely the reason that had prompted the Managing Director, at the April 
meeting of the Interim Committee. to express the hope that steps t" 
involve C:overn"rs directly would never have to be taken. His authorities 
therefore believed that in cases of protracted arrears, the declaration ,,f 
noncooperation would be the more appropriate, and for the time being, 
adequate approach. HOWPJer. two possible ways of meeting the difficulties 
he had mentioned had however been put forward by Mr. Enoch, who had sug- 
gested changing the post-ineligibility letter to warn Governors of the 
prospect of a declaration of noncooperation. combined with a general 
request for their assistance, and Mr. Nimatallah. who had suggested 
enumerating the possible further steps. 

On the timing of pre-ineligibility communications. Mr. Goes con- 
tinued. his authorities continued to feel that they should take place on11 
after the Board had had an opportunity of thoroughly and formally review- 
ing the newly arisen arrears, for the reasons reiterated by Mr. Enoch. HE. 
had been surprised to note from the staff statement that the issue had 
allegedly been settled already in favor of sending a letter shortly after 
the issuance of a complaint and after only an informal meeting with 
Executive Directors. A further explanation of when such a decision had 
been taken would be appl-eciated. 

As for the substance of the pre-ineligibility communication, Mr. C""s 
considered that the draft letter proposed by the staff would need to omit 
reference to the intensified collaborative approach, which should be 
reserved for cases of protracted arrears only, for the reasons given by 
the staff. Moreover, like Mr. Enoch, he recommended that the last sen- 
tence of the draft letter, requesting the views of Governors on the 
matter, be dropped and that even less specific mention should be made of 
the specific actions being requested from the Governors. In general, the 
draft letter was "7:erburdened with requests--virtually every paragraph 
contained a request to Governors t" do something. He wondered whether thr 
Fund should not limit itself to a general request to Governors for assis- 
tance, in one paragraph, and certainly without spelling out any possible 
actions Governors might take relating to their own aid agencies. It 
seemed to him that it would be sufficient to begin by describing the 
actual situation--the arrears, and the repercussions for the member and 
the institution--as was actually proposed in the draft letter. Sub- 
sequently, the possible further steps the Fund might take could be 
spelled "ut, including the ultimate step of compulsory withdrawal, as 
Mr. Nimatallah had indicated. There would then be a paragraph in which 
the Fund simply requested Governors t" do everything they could to help 
the member and the Fund to avoid that ultimate "lutc"me. To reiterate. the 
main objective of the letter should be to inform Governors about develop- 
ments in a pointed msnnrr. but without to" many specific requests, which 
would run the risk of eliciting no response and of depriving the whole 
procedure of credibility. 
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All communications, both the pre- and the post-ineligibility letters, 
should be sent to the Governors of all member countries that were current 
with the Fund as well as to the heads of international financial insti- 
tutions, for two reasons, Mr. Goos went on. The first reason was the 
practical one of avoiding cumbersome discussions over appropriate selec- 
tive lists and to avoid the use of arbitrary selective criteria. The 
second reason was that the major remedial effect of communications, as he 
saw it, consisted in the potential embarrassment of overdue members in 
having their noncompliance brought to international attention. The latter 
effect would be strengthened if the communications were universal. 

Concerning the letter that was sent to the Governors of a member 
shortly after it fell into arrears. Mr. Goos considered that for the 
Managing Director to send simultaneously a separate message to the head 
of state would be redundant and possibly construed by the Governor as an 
expression of mistrust in his meeting the request from the Fund to bring 
the matter to the attention of his own authorities. Only one such commu- 
nication was needed, which one was a matter that could be left to the 
discretion of the Managing Director. 

On the system of special charges, Hr. Goos said that he concurred 
with the staff's conclusions, and could therefore endorse the proposed 
decision. 

He agreed with Mr. Enoch's conclusions on the suspension of member- 
ship, although the option of further pursuing the necessary amendment 
of the Articles should be retained, as proposed in the staff statement. 
Mr. Goos continued. As for the declaration of noncooperation, the test 
should be based on a few objective and unambiguous criteria in order to 
ensure equal treatment of members and avoid protracted discussions com- 
plicated by political considerations. In that respect, he agreed with 
Mr. Fern&ndez Ord6Rez. Noncooperation should be more or less automat- 
ically assumed if, within the prescribed period of, say, 12 months after 
the declaration of ineligibility the member had still not adopted a Fund- 
monitored program, as envisaged under the cooperative approach, and if the 
member had failed to make substantial payments on its arrears to the Fund. 
I" contrast. neither the size of the arrears nor payment to other credi- 
tors would necessarily be indicative of the willingness of a member to 
COOperate. Certainly, that point applied to the size of the arrears to 
the Fund. As to the payment or nonpayment to other creditors, the Fund 
might run into difficulties in identifying such payments and in assessing 
the actual existence of discrimination against the Fund. What was impor- 
tant was that payments were being made to the Fund, and that a Fund- 
monitored program was either already in place or strong efforts to 
implement an adjustment program were being made. 

On the content of the declaration, he could endorse the views 
expressed by Mr. Enoch, in particular that there should be no preset 
date for compulsory withdrawal and that it would suffice to indicate 
the possibility of the Board initiating such action, Mr. Goes said. 
Mr. Nimatallah's proposed text was perhaps a little too specific in 



conveying the indication that such a step would be initiated. At the 
same time, he had no difficulty with the proposed reference to the mem- 
ber's economic policies in the event of publication of the declaration. 
If the Board took a contrary view, he would follow Mr. Enoch's position of 
preferring to drop the reference but aim at publication He could accept 
the staff's proposal on the timing of the declaration. 

On the withholding of SDR allocations, he again found himself in 
agreement with Mr. Enoch, namely, it made no sense to pursue the matter 
further because of the need for an amendment to the Articles. Mr. Coos 
concluded. He saw no readiness or willingness on the part of the Board to 
amend the Articles to achieve that purpose only. 

Mr. Ghasimi made the following statement: 

At the outset, we would like to reiterate our deepest 
concern regarding the accumulation of arrears to the Fund which 
have continued to increase unabated since our previous reviews. 
We would like to indicate, once again, that we fully support the 
objectives of the collaborative approach and are pleased with 
the efforts made by the management and the staff to assist 
countries in difficulties and to seek appropriate solutions so 
as to preserve the financial integrity of the Fund. Despite 
all these efforts, the amount of overdue financial obligations 
continues to rise, and as we have already maintained on several 
occasions, this situation has placed an undue and exogenous 
burden on those debtor members that continue earnestly to 
discharge their financial obligations to the Fund in an orderly 
manner, and sometimes under very difficult conditions. 

Having said that, we would like to make sane general 
comments and to express our views on the issues raised in the 
staff papers before us today. 

As for the general comments, while we are well aware of the 
danger of increasing overdue obligations to the Fund, we welcome 
the progress which has been made in the right direction by some 
countries that have managed to become current with their overdue 
financial obligations to the Fund. 

We are of the view that countries with overdue Einancial 
obligations to the Fund need to implement rarher comprehensive 
and deep adjustment programs so as to overcome the existing 
economic and financial difficulties that have hampered attain- 
ment of a creditworthy condition, and enabling them to become 
current with the Fund as soon as possible. We are indeed 
encouraged by the initial efforts which have been made by the 
Fund to implement the collaborative approach. We hope the Fund 
will be able to resolve the remaining issues in a timely fashion 
in order to make this approach more effective. 
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Concerning the remedial measures. it should be noted that 
it is indeed rather unfortunate to envisage adoption of such 
actions in the context of a cooperative institution like the 
International Monetary Fund. We firmly believe that all members 

in arrears should have the opportunity to grow out of their 
difficulties through the implementation of the collaborative 
approach before imposition of any remedial mea.suce~ is con- 
sidered. In this respect, we have a preference for the enhanced 
collaborative approach, with firm commitment to appropriate 
adjustment policies by countries in arrears within the framework 
of the proper supportive financial assistance from the inter- 
national community. 

We can go along with the measures aimed at providing 
additional information on countries with overdue obligations in 
the annual report, but we are not certain about the eEEective- 
ness of the publicity aimed at informing financial agencies OE 
such matters. 

We also have no difficulty in principle with a communica- 
tion by the Managing Director or the Board to Governors concern- 
ing a member with overdue obligations to the Fund. However, we 
believe that a more cautious approach is needed because of the 
political implications. The Board needs to decide car.zfully and 
on a case-by-case basis if such a communication is to be dissem- 
inated before and after ineligibility. In this connection. the 
staff's suggestions on the substance, the potential addressees 
and the occasions on which such communications should be sent. 
need to be considered on a case-by-case basis. and on a judg- 
mental basis, even if this involves the Board in detailed 
discussions. In this connection, it is of paramount importance 
to avoid consideration of technical or temporary arrears and 
instead concentrate on deep-rooted and protracted cases. 

On technical assistance. we still feel that it is rather 
doubtful that the withdrawal of such assistance will be produc- 
tive. It is vital for the Fund to maintain close relations with 
member countries in arrears that are willing to cooperate. so as 
to be informed accurately and, much more importanc, to be able 
to assist them in resolving existing economic difficulties and 

recovering the overdue payments. 

As far as the special charges are concerned, the staff 
recognizes that the system is not having all the full results 
that were foreseen. Given the prevailing situation with regard 
to overdue obligations, and taking into consideration the need 
to preserve the financial integrity of the Fund, we can support 
the proposed decision on the review of special charges. 

As to the question of suspension, the staff paper correctly 
acknowledges that conferring a legal power upon the Fund for 
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suspending a member would require an amendment of the Articles 
of Agreement. We believe that it would not be useful to pursue 
such an amendment. 

On the question of censure. we feel that a declaration of 
noncooperation does not seem to impose any further obligations 
on the member countries than those that derive from a declara- 
tion of ineligibility. Furthermore, given that the cooperative 
approach to resolving the pl-oblem of arrears is still evolving. 
we belie-x that at this stage, every effort should be made to 
enhance rhe effectiveness and to broaden the scope of this 
approach. which is indeed more in line with the cooperative 
character of the institution. A declaration of noncooperation 
sounds somewhat punitive, and we have the feeling thar it may 
generate more heat than light in member countries' relations 
with the Fund. 

ln conclusion, we believe that a solution to the problem of 
overdue financial obligations to the Fund is in the interest of 
the whole membership. In this respect, this chair is willing to 
support and approve any initiatives which will lead to improving 
the economic situation of the member countries with arrears. 
We also appro1.e of an:; solutions which will contribute CO the 
consolidation of the financial position of the Fund, enhancement 
oE its support to Imember countries, and alleviation of the 
burden sharing associated with arrest-s. We have a strong Eairh 
in corrective meas!ures rather than punitive ones; that is why 
we found the collaborative approach extremely attractive and 
capable of resolving the pKoblem of arrears. This approach, 
which is still new and in the process of being ex.ol\.ed as the 
main vehicle for resolving the arrears problem, should also aim 
at preventing the emergence of new overdue obligations. It is 
important char the Board be associated with support groups in 
designing ways and means to resolve this delicate problem in 
order to restore external viability and assist in the resumption 
of economic gl-owth in the countries concerned. 

Mr. El Kogali made the following statement: 

I would begin by assuring the Board that this chair is 
doing all it can to encourage members to work constructively 
with the Fund and to stress the importance oE economic reform 
as the prerequisite for long-term economic growth and improved 
1 iving s tandnrds In other words, one cannot q~u”~-;; the emphasis 
t~hat the collaborative initiative places on the need for COUII- 
tries with protracted arrears to implement comprehensive correc- 
tive policies. I should also add that the progress that is 
being made with some of the countries in arrears should be a~ 
encouragement to others. If I might say so. I believe that the 
Zambian case demonstrates that patience and flexibility are 
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important attributes that can break the ground in circumstances 
calling for delicate negotiations. 1 think we can learn from 
that experience in dealing with other countries. 

Our chair has already commented in some detail on the 
issues raised in the staff papers during the informal meetings 
on July 5. We reiterate our position of supporting preventive 
measures to the fullest extent, but we are still very skeptical 
of any punitive measures. At the time, we intended to convey 
three basic points which remain relevant to today's discussions. 
First, that the countries in my constituency with protracted 
arrears to the Fund are experiencing this problem because of 
their extremely difficult foreign exchange situation, which 
translates into an inability to honor their obligations. It is 
now generally recognized that debtors' inability to pay is the 
basic reason for the current debt crisis, prompting the efforts 
under way, with the participation of the Fund, to reduce the 
stock of debt and debt service payments of countries with heavy 
debt burdens. Second, that mv authorities feel that the Fund 
should avoid moving too fast in emphasizing punitive action, 
and that we should allow enough time to find ways to make the 
collaborative initiative more productive. Third, that serious 
difficulties remain with the criteria suggested for distinguish- 
ing between members willing to cooperate with the Fund and those 
that are not. We stressed that from a practical point of view. 
a country might be forced to divert resources that might have 
otherwise been used to pay the Fund to other uses. like paying 
for food and medicines. Taking such a decision is not at all 
simply a question of giving lower priority to the Fund; some- 
times it is a question of meeting basic needs and national 
survival. In such circumstances, I would urge the Board to 
ensure that some patience and understanding is exercised by the 
Fund to demonstrate recognition of the desperate situation that 
poorer members are facing. I am aware that some might point to 
the inappropriateness of domestic policies as contributing to 
the present state of some of these economies. However, what is 
important now is to recognize that they have a serious problem 
and that the Fund, given its central role, should work with the 
authorities to design programs that take this situation into 
account. 

We are now at a stage when the answer to the problem of 
large and protracted arrears can only come about by exceptional 
effort and cooperation on the part of the members concerned and 
the Fund. This is a shared responsibility, and we do not 
believe that much can be gained by communicating with other 
international financial institutions and certain Fund Governors 
in a manner which might be taken as suggesting additional pres- 
sure on a member, or at the worst, even indirectly advocating 
the cessation of assistance to a member. In any event. if this 
measure is approved. I would like to know whether some time 
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should be given to countries that are likely to be affected 
before the decision is implemented. Sierra Leone, for instance. 
has taken a number of significant measures in the right direc- 
tion, and the Governor of the Bank of Sierra Leone had recently 
visited the Fund to indicate to the Managing Director his 
country’s willingness to enhance cooperation with the Fund in 
the context of the collaborative initiative, and to strengthen 
its adjustment efforts. Sudan now has a new Government which 
has already expressed its willingness to wax-k with the Fund. 
Our contacts with Libel-ia indicate that the authorities expect 
to hold substantive discussions with the staff during the 

Article IV consultations in mid-August. The application of 
further remedial measures at the time of the post-ineligibility 
review before these efforts run their course, might send the 
wrong signal. As for the declaration of censure. 1 do not think 
that it will in and of itself produce meaningful results. 1 II 
any case. I am not convinced about the legal basis for publish 
ing the declaration oE non-cooper-ation, and any such decision to 
publish would be an issue serious enough that it would require a 
special majority. 

Regarding the issue of suspension of membership. I agree 
with the view that the Fund has no legal right to suspend a 
member's t-ight over and above what is prescribed in the 
Articles. and I do not think that the Board should pursue 
the matter further. We should be careful about amending the 
Articles; it could open a Pandora's box which we had better let 
alone. 

As for- the policy of special charges. it is ob\~ious that it 
has not contributed much. if anything at all, to resol\,ing the 
problem of protracted arrears to the Fund, and it is unlikely to 
do so. 

Regarding the issue of the Managing Director communicating 
directly with the head of government or head of state of a 
member in arrears. 1 wonder whether this is politically advis- 

able as it might he seen to undermine the authority of the 
official designated by the government to be the Governor of the 

Fund. Besides. I would like to know if there are any legal 
implications. 

Referring to the timing of the implementation of whatever decision 
the Board took on further remedial measures. Mr. El Kogali said that he 
agreed with Mr. Fogelholm that countries likely to be affected should be 

sex-ved notice before any additional remedial action was taken. That point 
was crucial because some of the countries that had been deemed to be 
noncooperating were beginning to send signals that they were willing to 
work within the framework of the collaborative initiatixrr. 
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The perception in the minds of some that some of the countries in his 
constituency were doing nothing about their arrears problem was inaccu- 
rate. Mr. El Kogali added. As he had indicated in his statement, his 
office was taking an active role in encouraging countries to avail them- 
selves of the collaborative initiative, and all of them had shown aware- 
nes.s of the benefits to be derived. Therefore, he urged that time be 
given for those developments to run their course before precipitate action 
was taken. 

He agreed with those who had questioned the advisability of the 
Managing Director communicating directly with the heads of government or 
heads of state or members in arrears, Mr. El Kogali concluded. 

Mr. Filosa made the following statement: 

The staff statement. issued two days ago, gives a clear 
summary of the procedure to be adopted to prevent the emergence 
of arrears, to deal with cases of arrears that occur, and to be 
initiated in cases of protracted arrears that have been dis- 
cussed in the paper. 

I will start with brief comments on remedial action to be 
adopted after the emergence of arrears and I will then concen- 
trate on the procedure regarding the cases of protracted 
arrears. 

In its statement, the staff raises the question as to 
whether it is appropriate to ask the Governor of the member 
falling into arrears to bring the matter to the attention of its 
authorities at the highest level. Since we are envisaging the 
possibility of a communication to the Governors of the Fund, it 
seems to me that it is appropriate to give an affirmative answer 
to this question. In some cases it might also be appropriate 
for the Managing Director, after having consulted with the 
Executive Board. to communicate his concern directly to the 
head of government of the member. 

As to the question of the communication to the Governors of 
the Fund, I have already expressed my support for this initia- 
tive. However, as we are envisaging the possibility of a second 
communication to the Governors, I see, like Mr. Enoch, the need 
to have different wording for the two letters and to be more 

selective in the choice of addressees. This choice should be 
made on a case-by-case basis and after the Executive Board has 
been consulted. 

Coming now to the procedure for dealing with members with 
prolonged arrears, I believe it is important to establish 
escalating steps in our remedial actions that would allow US 

to meet progressively worsening situations with progressively 
stronger remedial actions. 1" the structure of such steps. the 
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double instrument of communication to the Governors and the 
declaration of noncooperation can mal-k different degrees of 
remedial action. emphasizing to the country in question the need 
to forestall further remedial actions, like the suspension of 
membership or compulsory withdrawal that represent ultimate 
measures, to which we hope not to resort. 

To give an overview of what seems to be an appropriate 
temporal sequence for the remedial steps, the use of the commu- 
nication of Governors should be raised for the Executive Board's 
consideration, say. at the time of the first or second post- 
ineligibility review and before the declaration of noncoopera- 
tion. This would allow the country in arreal-s some reasonable 
time to take actions to remedy its position after it has been 
declared ineligible. 

At that time, if it is so decided, the communication should 
be sent to selected major creditok-s. In this respect, 1 share 
rtir vieb, chat we should avoid fine-tuning the list of addressees 
of the ~communicncion on each occasion. Therefol-r. we should 
apply general criterin that are. at the same time, automatic and 
selectil:e. On? possibility is to decide to send the communica- 
cion to all creditor-s who account individually for a significant 
share of the total olutstanding debt. Maybe the 3 percent 
threshold suggested by the staff. or a 5 pzrcent threshold, 
would be appL~"p'iate. 

Regarding the proposal to send this kind of communication 
to othel- inrrl-national financial institutions. 1 be1ieL.e it is 
wol-ch considering that. since the objectives of these insticu- 
tions are. at least in part. different fl-am those of the Fund, 
it might be difficult co get their support for such a concerted 
eEfort. It is also probable chat such support would necessitate 
some reciprocity for which it is not recommendable that the Fund 
be liable. 

As far as the text of the communication is concerned. I 
nm in broad agreement with the proposed language. Howe:rer, we 
should add a sentence saving that should the noncooperative 
behax~i~or- of the country continue, Eurrher remedial action would 
be adopted, although any precise reference to the type aof action 
that might be Jdopted should be avoided. Ochsr possible reme- 
dial actions that might be adopted before resorting to compul- 
sory withdrawal. for example. the suspension of mrmbel-ship and 
the possibility of withholding SDR allocations. still have to 
be examined further. Both measures. as I ha~;e said. could be 
adopted as inrermediate steps befol-e compulsory withdrawal. 

After the communication to the Governors has been sent, 
I do not belitve that it would be appropriate co set a fixed 
period of time to issue the declaration of noncOoperatiOL1. on 
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the one hand, we have CO give enough time to the country to 
react to the communication of the Governors; on the other hand, 
we should avoid too long an interval which could slow the 
momentum of the remedial process. A period of about six months 
between the communication to the Governors and the declaration 
of noncooperation might be appropriate in some instances, but 
we have to decide on a case-by-case basis. 

As to the question of which organ should issue the declara- 
tion, it seems to me that in order to enhance the impact of this 
measure it would be better to have the declaration adopted by 
the Board of Governors on the recommendation of the Executive 
Board. As a follow-up to the communication by Governors, if 
such a declaration were to be issued by the Executive Board, it 
would have somewhat less impact than if it were to be issued by 
the highest organ of the Fund. bloreover , I do not see that the 
cooperation of the Governors would be difficult to secure on 
this matter since their intervention would already have been set 
in motion on the occasion of the communication. 

I do not think we should incorporate in the declaration of 
noncooperation the intention to initiate the procedure of corn- 
pulsory withdrawal after a specific period of time. HOWeVer, 

we should express the intention either to initiate, in the 
future, the procedure for compulsory withdrawal as a further 
intermediate step, or to take a vote on the matter. if the 
country concerned continues to refuse to cooperate, its arrears 
continue to pile up. and its actions indicate that it does not 
respect the preferred creditor status of the Fund. 

Publicizing the declaration of noncooperation is appro- 
priate treatment. I believe, provided that the reference to 
the economic policies followed by the country is not disclosed, 
since this, of course, would be a breach of confidentiality. In 
effect, the noncooperative attitude of the member in arrears is 
implicit in the declaration of noncooperation. 

As far as the tests of noncooperation are concerned, it 
seems to me that we should produce evidence that, since the 
first occurrence of arrears, the member has consistently, or 
almost consistently, displayed discriminatory behavior toward 
the Fund, and. at the same time, has not adopted major economic 
reforms to address the problem of arrears. 

Regarding the suspension of members, such an action carries 
a number of legal and political complications, since it alters 
the essential balance of rights and obligations of the member, 
unlike compulsory withdrawal. In principle. such a provision 
could be useful as an alternative to compulsory withdrawal. 
Thus, it would take on an intermediate role in the progression 
of final sanctions toward extreme cases of overdue obligations 
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to the Fund. However, since the measure of suspension entails 
the lengthy duration of, and complications in obtaining, a 
majority to proceed with amending the Articles of Agreement, it 
would behoove us to carefully study the matter further, here in 
the Fund as well as in our capitals. before starting a formal 
procedure. 

As to special charges. we ca" go along with the staff 
proposal. We are in favor of retaining the present system, 
although its effectiveness is rather limited. 

Mr. Mawakani made the following statement: 

The latest report on overdue obligations to the Fund is 
a mixture of er~xouraging and discouraging developments. The 
discouraging dr:relopments relate to the continued rise in the 
amount of arrears to the Fund since our last 1-eview. Like 
others. we are concerned about this development and its adverse 
effect on the Einancial integrity; of the Fund. The statistical 
information and charts in the report amply underscore OUT 
concerns. 

To pl-eserve the Fund's financial integrity and to ensure 
the revolving character of the Fund's resoux-ces! we are anxious 
to see that the number of countries that are likely to fall into 
arrears does "ot increase further. I" this connection, it is 
important Eor the Board to ensure that the preventive measures 
that we adopt are realistic if they are to be eEfective. The 
encouraging de.:elopments that have taken place recently. and 
which we welcome. relate to the progress that is bring made ac 
differ-ent stages under the intensified collaborative approach by 
some of the members in protracted arrears toward a resolution 
of the pl-oblem of overdue obligations to the Fund. Some of 
these members have adopted policy measures to reduce domestic 
and external economic imbalances and have Eully settled their 
obligations. while others have resumed payments or increased the 
amount oE such payments to the Fund. 

Most encouraging of all is the expression of intention to 
cooperate with the Fund, and the actual cooperation that is 
taking place as reflected in the implementation oE comprehensive 
economic programs monitored by the Fund in the context oE 
support gl-*up arrangements. irre I recall the case of Guyana. 
perhaps Somalia. also. 

As I have just stated. preventive actions are needed to 
contain the number of overdue cases. Such measures are proving 
effective, and I wish to reiterate our view that the best 
prevencivr action to guarantee against the emergence of overdue 
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obligations is the continued improvement in the design of Fund- 
supported programs that are growth oriented. 

Having said that, I will turn now to the remedial measures. 
The procedures in place to deal with cases of members in arrears 
to the Fund are well recorded in the staff statement of July 17, 
1989. We do not favor proposed remedial actions additional to 
those that have already received the Board's support for imple- 
mentation. 

I see no need for communicating with Fund Governors, or 
certain governors and heads of financial institutions, because 
the Governor of the Fund for the member country in arrears is 
appointed by the highest authorities of the country. High 
authorities in member countries regularly have the opportunity 
to receive communications from the Fund on relations between the 
Fund and the country in arrears. The Board is supposed to have 
all available information about member countries in pKOtraCted 

arrears to the Fund. The major creditors of the Fund also 
receive the Fund's report on overdue obligations under the 
agreement with the Paris Club. The collaborative approach to 
overdue obligations to the Fund has been established recently, 
and we need more time to evaluate the progress that can be 
attained under it before taking further preventive measures. 

In sum, we are of the view that preventive measures must be 
taken in order to avoid the emergence of new cases of overdue 
obligations. The procedures that have been implemented since 
1982 seem to us to remain relevant, and we do not think that 
additional action is necessary at this time. 

Concerning the special charge related to overdue obliga- 
tions to the Fund, I have no difficulty with the proposed 
decision, which 1 can endorse. 

On the specific cases raised by the staff on suspension of 
membership, and censure OK declaration of noncooperation, as I 
have stated before, the Fund has established a collaborative 
approach, which we should follow. In that respect, I fully 
support and am of the view expressed by Mr. Marcel, Mr. Tsmael, 
and Mr. Ghasimi. The collaborative approach is new, and we have 
to make our best effort to implement it fully. Only in that way 

can we help a country in protracted arrears to the Fund to 
settle those arrears. He maintained the position he had taken 
in the informal meeting that the Fund was moving too fast; it 
must implement the collaborative approach befox-e taking other 
measures to deal with the problem. 
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Mr. Dai made the following statement: 

Our position remains the same. I have just two brief 
remarks to make, following the principal lines of my statement 
at the informal session. 

First, on remedial measures in general, I remain skeptical 
about the appropriateness and effectiveness of the general 

. 
appllcatlon of such measures as a solution to the overdue 
obligations problem. I still believe that the causes of member 
countries' protracted arrears to the Fund are complex and deep- 
rooted. There may be exceptions, but in most cases arrears of a 
protracted nature are not due to deliberate noncooperation by 
the authorities concerned. Hence, it is difficult to make a 
straight distinction between a lack of ability and a lack of 
willingness to pay. Given the complex and difficult task we are 
facing, I would like to stress once again that the application 
of remedial measures should be considered on a case-by-case 
basis and be strictly limited to extreme situations, with 
cautious consideration being given to the circumstances of the 
individual case. 

Second, turning to the specific measures of communication 
to Governors and declarations of noncooperation. there may be 
certain justification for alternative measures OK intermediate 
steps to be taken before the Fund has to resort to the compul- 
sory withdrawal of a member, which may be used as additional 
pressure on the member in arrears. However, the productiveness 
and effectiveness of additional measures--either preventive OK 
remedial--appear doubtful. 

As a preventive measure. the pre-ineligibility communica- 
tion to Covez-nors was proposed by the staff to be sent at about 
the sixth week in the sequence of actions after the emergence of 
arrears. Since Governors can be kept informed of new arrears 
cases through their regular channels with the Fund, the involve- 
ment of Governors at too early a stage may not serve the purpose 
for which such action was originally proposed, unless recipient 
Governors are obliged to initiate certain actions against the 
member country on a bilateral basis. This would have political 
ramifications for the relationship between the member countries 
concerned. 

In my statement at the informal session, I questioned the 
effectiveness of both communications to Governors and further 
declarations of noncooperation as remedial measures. I" my 
view, these measures could become repetitions of similar instru- 
ments because they are in many ways similar to declaration of a 
member's ineligibility, which is itself essentially an implicit 
declaration of noncooperation. Except for increasing pressure 

on the member country. I cannot see the meaningfulness of these 
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measures, HOWWU, if a country continues to be unable to 
settle its overdue obligations to the Fund after the declaration 
of its ineligibility, it is doubtful that repeated declarations 
and pressures can be an effective instrument to solve the 
problems of such a country. 

In sum, in principle I am not in favor of the proposed 
further remedial measures. While maintaining our concern and 
reservations with regard to the effectiveness and implications 
of these measures. I have also noted the anxiety expressed by a 
number of Directors to push ahead with the intensified collabo- 
rative approach and would associate myself with their views. If 
the Fund were to decide to proceed with these measures. I must 
reiterate our concern about the political implications involved, 
and would maintain that: (1) the proposed communication should 

not recommend specific actions ta be taken by recipient coun- 
tries; (2) the potential addressee should be consulted and 
selected on a voluntary basis; and (3) the application of both 
measures should be confined to extreme cases, but careful 
consideration should still be given to the circumstances of each 
individual case. 

Finally, I have no further comments on suspension of 
membership. 

Mr. Fogelholm made the following statement: 

Much to the concern of this chair. the total amount of 
arrears to the Fund has grown steadily and will most likely 
continue to grow. even in the absence of new arrears cases. In 
such a situation it is, of course, of the utmost importance that 
the Fund succeed in preventing new cases. In this connection, T 
would like to agree with the staff's conclusion that the best 
safeguard is the quality of Fund-supported programs, and in 
addition, as Mr. Marcel has remarked, that adequate financing is 
sacured for the programs. 

For members already in arrears to the Fund, the enhanced 

collaborative approach was I-ecently established. This strategy 
has the support oE the Nordic countries. Owing to the limited 
implementation and hence experience of the strategy to date. it 
is too early to make a final judgment about its eventual suc- 
cess. However, at this point in time, there are signs that 

.some of the overdue countries have started to show an increased 
responsiveness and have begun fulfilling certain of their 
responsibilities with respect to the Fund. 

I agree with the staff's view that the Fund should do 
its utmost to influence positively the attitudes and economic 
policies of the noncooperating countries. HOWWer. the success 
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of these efforts will depend largely upon the donors’ willing- 
ness to support the adjustment efforts of the cooperating 
countries. which inter alia implies financing to clear the 
arrears of these countries. Combined with the remedial measures 
already agreed upon- -namely, nonpayment of quota shares and 
limitation of technical assistance--the impact should be a 
preventive one. in particular. if the overdue countries pay due 
attention to the benefits they receive as members of the Fund. 

Ic is. nrvrt-theless, doubtful whether these measures alone 
will be sufficient to motivate the noncooperative countries to 
change their policies. Thus one could argue in favor of further 
sanctions. Nonethsless. my authorities are of the opinion that 
befoi-e starting to implement new sanctions. a careful assessment 
should be made of whether the sanctions to be imposed are indeed 
likely? to bring about the anticipated results, Howe~~er such 
results may be difficult to measure. In certain instances. the 
intention might just be to convey the discontent of the member- 
ship at IAL-ge. In orher instances. the use of remedial measures 
could be based on the desire to safeguard the financial positian 
of the Fund. 

All in 211. the extent to which the present srracegy should 
be complemented b:; further sanctions should be considered in 
light of the progress attained in the elimination of the 
arrears. 

As to the suggestions before us, and turning first to the 
procedures with respect to members which have just fallen into 
arrears, I find the idea of the Managing Director communicating 
directly with the head of state of the member concerned worth 
pursuing. In erder to avoid possible diplomatic problems, this 
communication should perhaps go l,ia the Go:rernol-s. I agree with 
other Directors that this avenue should be used 01111,. sparingly: 
and on an ad hoc basis. 

As regards the proposals for further remedial actions 
against members with protracted arrears, let me first comment on 
the communication to Governors. AS you know. this chair has had 
some reservations concerning the proliferation of various types 
of communications. We have, in particular, been against commu. 
nications addressed to other than member governments. If. 
t10wevec, it is decided to exert further p’essu’e on overdue 
countries b;; sending a lsttrr from the Managing Dirrctol- to 
Governors, such a communication should be cautiously drafted, 
without mentioning the private institutions inl:ol\.ed in the 
councl-ir concerned It should. of course. be up to the Govrl-- 
nors to decide what actions, if an:,‘. should be undertaken as a 
fOll”W-“F to such a letreT. In order to achie>le optimal 
results. 1 be1iex.e that the letter should be sent before an 
eventual declaration of ineligibility, as one could at least 
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hope that the possible threat of actions by creditor countries 

would persuade the member country in question to resume its 
payments to the Fund. I am more doubtful about the efficiency 
of such a communication after the declaration of ineligibility. 
Finally, on this point, I believe that, at the most, one letter 
should be sent to Governors and that this letter should be sent 
to all Governors. 

The other proposals--the declaration of noncooperation and 
suspension of membership--can both be considered intermediate 
sanctions to be applied before the ultimate punitive measure. 
compulsory withdrawal. The possibility of such measures should 
be kept open, in particular if it turns out that the collabora- 
tive approach does not work out satisfactorily. However, as 
suspension of membership in practice will require a revision of 
the Fund's Articles, the method would appear to be inapplicable 
in the foreseeable future. I" contrast, a declaration of 
noncooperation could be used as a method to distinguish between 
cooperating and noncooperating countries. We are of the opinion 
that if such a declaration is adopted. ic should be published 
immediately. HOWeVer, in order to ensure flexibility for the 
Fund we cannot, at this stage, accept any linkage between a 
declaration of noncooperation and compulsory withdrawal. 

Let me end my comments on further remedial measures by 
stressing that if an enhancement of the Fund's arsenal of 
preventive measures and sanctions is approved by the Board, the 
Nordic countries would nor: like to start implementing these 
measures without prior and due notice. The Managing Director 
should first inform, in writing, countries in arrears about the 
introduction of such new measuies. as well as about the date 
when they become effective. 

To conclude, we can endorse the staff conclusion with 
respect to special charges as well as the proposed decision 

Mr. Nimatallah observed that much had been said about sending only 
one letter to Governors. It might well be the case that only one letter 
would be required, but there should be no difficulty in sending more than 
one if the circumstances called for it. For instance, if an isolated case 
of arrears persisted for a number of years, and the member showed no signs 
of cooperating with the Fund. a second letter--and even possibly a third-- 
f~ollowing the declaration of noncooperation would bring additional pres- 
sure to bear on the member. After all, it was simply a matter of inform- 
ing the member and the community that the membership at large was being 
adversely affected, and to restrict the number of communications to one 
would seem to tie the hands of management. 

Mr. Fogelholm said that he agreed with Mr. Nimatallah that any number 
of letters could be sent if the Fund reached the happy stage ar: which, 
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sa.y. only one country remained in arrears. But as a general rule. he 
would not wish to involve the Governors unnecessarily in the process of 
dealing with members' overdue obligations. 

Mr. Warner made the following statement: 

It has been very helpful to me to make my few points 
somewhat later in the discussion--usually the United States 
speaks early and forcefullv on this issue, but this is not to 
suggest that what we say will be any less substantive. By 
listening carefully to the statements of my colleagues. it is 
apparent that, on balance, the vast majority of member countries 
are very sensitive to this issue, and have developed some strong 
views that have contributed measurably to the dialogue we are 
having today. Importantly. I am hearing very similar observa- 
tions supporting sound practices for OUT arrears management 
system from both developing country members and developed 
country members. I sense we are getting to the point: of a 
measurable consensus of views as to what we should do to I-ectify 
this most serious problem. 

I think that the remarks from this chair at our previous 
meeting respond to most of the questions posed in ths staff 
paper. Howcvel-. I have some views on the staff statement. and 
also some observations on remarks by previous speakers. 

Basically, I believe the statement by the staff is excel- 
lent. It is \rery responsive to the discussion we had here 
several weeks back. I am particularly pleased with its treat- 
ment of the "ability and willingness" issue. Most importantly. 
many speakers this morning have placed great emphasis on the 
preventive stage of our arrears management system. which should 
in many respects be the most significant. and the one that 
offers the greatest opportunities to us. 1 was very impressed 
with Mr. Mawakani's observations in this regard. It is very 
pleasing to recognix that so many member counts-ies understand 
that prevention is the key to containing this problem. 

It is ilnpor-tant. under the procedures of the staff. that WE 
understand the status of a member well in advance of an arrears 
problem. We have often referred co this as an early-warning 
system. When we get into the determination of cooperation, 
which is a complex question, it is important for us to know the 
cause and nature of the arrears to the best degree possible. 
This information will provide us with better guidelines as to 
what actions WC take and when. 

Turning, now to the collaborative approach, I still sense 
that many member countries overemphasize the collaborative 
approach. which certainly is ver:( appealing, since we operate 
as a coupe rat i,:e AS a cooperaclve. we would like to think that 
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we have the attention and cooperation of all our members on a 
consistent basis. And yet. when we look back at the arrears 
cases that we have on our books today, the moral hazard issue 
that many chairs have emphasized in the past is still with us. 
I and others, including Mr. Goos and Hr. Enoch, have discussed 
the moral hazard issue with the Board, and I do not think our 
concerns have diminished in that regard. I think we have to 
make a distinction in applying the collaborative approach. In 
*"m, the collaborative approach should remain focused on the 
eight countries that are ineligible right now. Hr. Goos made 
this point very adequately a few moments ago when he said that 
intensified collaboration should remain focused on the present 
list of arrears cases, and not be offered as an olive branch to 
less serious arrears cases that perhaps can be resolved by other 
methods. 

Importantly, I think the Board has focused on remedial 
actions today, the most difficult area of our discussion. Let 
me take some of the points that have been developed already, and 
try to remove some of the doubts that seem to remain in the 
minds of a number of Directors as to whether we can realisti- 
cally pursue remedial actions and achieve results. 

My first observation is that unless we cry a number of the 
measures that we have discussed extensively and are reviewing 
today. we will never know what their effectiveness might be. 
We understand the political sensitivity of it, but we cannot 
overpoliticize the process. As a financial institution, we must 
pursue a sound arrears management system. 

With regard to letters to Governors, I agree that there is 
a hazard in having too many communications and making these 
communications complicated by requesting action by the Gover- 
nor*. We do not want them to feel remote. We want them to 
feel informed, and there are some key actions they can take. 
But we have to be selective in what we say and what we request. 
In this respect, even though the Managing Director has commu- 
nicated with a member in arrears through the issuance of a 
complaint, there is a rationale for a letter to Governors 
preparatory to the Board moving toward a declaration of ineli- 
gibility. I do not think we want to burden that communication 
with too many requests. But having lived through the long and 
unfortunately painful exercise of many reviews of arrears before 
reaching the point of ineligibility, if such a letter can help 
us. we must try it. I realize that it has the characteristic of 
a trial balloon. but I think it is a worthwhile tool until 
proven otherwise. 

The communication with Governors regarding noncooperation 
also has significant value. The Governors, I think, should be 
brought into the matter to the fullest extent possible. One 
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might argue that this will overcomplicate the issue. That is 
a risk;. But we believe there are greater risks in not being 
serious about our arrears management system. The letter pro- 
posed by the staff is perfectly adequate. although a number of 
suggestions made by Mr. Enoch and supported by Mr. Goos are 
worthy of further consideration in the context of our continuing 
discussion of the composition of these communications. 

We haxre spoken earlier on the question of suspension and 
the complication of amending the Articles. Therefore, I will 
not dwell on its. 1 join other speakers in embracing Mr. Enoch’s 
approach. That is. suspension should be recognised as a very 
worthwhile tool for further consideration, and should we enter 
into an amendment process of the Articles at some future date. 
it should be given the highest consideration. 

Keeping in mind that everything we do within the arrears 
management systrln is treated on a case-by-case basis. our 
guidelines for the arrears management system should be well 
known and transparent to all members. We need to avoid uneven 
01. unclear trrncment. The Governors now have a higher level of 
sensitivity 3s to the operation of our system and how we intend 
to manage Lt. Quite clearly, the Board is seeking the right 
balance between preventive action and remedial measures. The 
collaborative approach is an element that lends itself well to a 
cooperati~:e, The Board has been cemperad in its approach thus 
far and there is reasonable hope for success. Accordingly. we 
continue to smphasize prel:entive action. and the necessity of 
seeking appropriate remedial measures. 

But we also have the political reality that a perpetuation 
of arrears brings forward a difficult subject Ehac has been in 
the hack of the minds of all Directors in the course of our 
discussions today. and that is burden sharing. The continued 
stressful arrangements fol- burden sharing could, I fear. do 
serious damage to this organization. Without getting into the 
broader area oE Einancial integrity that we have addressed on 
previous occasions when we halve discussed burden sharing and 
quotas. oxrrrdue financial ohtigations constitute a malignancy in 
OUL- svstem. 1 am now thinking seriously of the effect of burden 
shari;lg on developing country members that are paying a very 
high pt-ice for the arrears brought on principally by noncooprra- 
tion I think that we must recall these conditions in weighing 
the ~mecits of remedial acrions. I know that, from the stand- 
point of major creditor countries, the concern is growing. 
What I do sense. now, is that developing countries are taking 
3 mot-r serious view of arrears. and I dare say that the burden 
shal-ing influence is a major propellant for their interest. 

In closing. I must raise a point that has been noted in 
the course of several of our earlier discussions and deserves 
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emphasis today. particularly because 1 have not heard it men- 
tioned in previous statements. We are in an era of very scarce 
resources. We are sensitive CO this in pl-ocreding with our 
concurrent support group operations. Therefore, we should 
understand that what resoul-ces are available should be accorded 
to those members that offer cooperation, and demonstrate that 
they are able to manage their economies. 

Mr. Evans said that like the staff and all previous speakers, either 
at the present or in the earlier informal sessions, he agreed that the 
best preventive measure was the quality of Fund-supported programs. While 
that statement was endorsed by everyone as a matter of basic principle, 
to put it into effect in Fund operations. it was necessary to acknowledge 
both the responsibility of the staff and of the member country in develop- 
ing those programs and equally of the Board in approving and. moreover, 
in monitoring them. That was clearly where the problems arose, as was 
indicated by the growth of al-rears. For that reason. he wished to support 
once again Mr. Warner's suggestion for a better early warning system to 
make the Board more effective in its monitoring. He did not know pre- 
cisely what form that system should take. The avenues that already 
existed apparently left it to the staff to make an implicit judgment as to 
whether or not the Board could be of assistance in circumstances in which 
arrears were emerging. It seemed to him that it would be wise for member 
countries to be aware. when they were considering a decision to initially 
enter into arrears, that not only the member but the Board would he 
interested because it was not only a matter of the pl-aspects of the 
country itself but of placing other members' funds at risk. 

On the question of remedies, and consisteni with the comments he had 
made. Mr. Evans said that he wished once again to stress the importance of 
all remedies having within them a strong preventive element. It was for 
that reason that he had referred to the importance of chr suspension of 
membership as a tool that might be better understood by member countries 
than the proli~feration of other steps that the Fund took and was develop- 
ing. The issue of suspension would be of significance in pointing at an 
early stage to the implications of actions by members that were falling 
into arrears. For that reason. the suspension issue should be krpc under 
consideration. 

As for the specific remedies under discussion, Mr. Evans stated that 
he supported sending letter-s to Governors. preferably to all Governors, 
in the basic form set out in Attachment III to EBS/BR,/lJ?, subject of 
co",-se to a final look before decisions were taken. He agreed with Ihose 
who stressed that it was the fil-st letter--the one that would he sent 
prior to the declaration of ilrzligibiliuv--ttlat would he the most produc- 
tive. While he shared the conce~-n that o second letter Inight not be an 
effective addition to the Fulld's existing armor? of wrapons. he took 
Mr. Nimatallah's point. namely. that cil-cumstznczs <of countries did 
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change, including their relationships with other countries. Thus, the 
possibility that a second letter--after the declaration of ineligibility-- 
might be useful could not be ruled out. 

At the present stage. he shared the misgivings expl-essed by 
Mr. Prader with respect to declarations of noncooperation. Mr. Evans 
c,>ncluded. Should the Board decide to add that particular measure to the 
Fund's armory, he would join the consensus, but he did not believe that 
it had yet been demonstrated that issuing such declarations would be a 
positive step. In his view. Mr. Pradrr's reservations carried weight. 

Mr. Jalan said that he shared the general anxiety about the need to 
take the roughest possible measures to recover art-ears and to ensure that 
ark-ears did not occur. As pointed out by Mr. Warner. the developing 
countI-irs too were paying a heavy price for the existence of arrears. 
Therefore. in the past. his chair had supported the collaborative approach 
as well as other- actions proposed by the Managing Director in the attempt 
co recover az-~-ears and to take preventive measures. The Fund m"st be sure 
th3t in judging what further acEion should be taken. it introduced mea- 
souses that were effective in reducing arrears or in recovering past 
a ,- 1-e a r-s It also had to be remembered that the Fund was an intergovern- 
mental institution, that relationships among governments were seldom only 
technical or financial. and chat either bilateral or even group actions 
inevitably became politicized. Therefore, unlike Mr. Warner, he believed 
that action calling fol- governments. or a group of governments. to inter- 
vene in relation to any other member government or group of governments 
wuld become political. And that fact had to be taken into account in 
judging what further action the Fund should take. Having listened care- 
fully to the debate so far, he was happy to note. like Mr. Warner. a 
shared sense of concern among both del:eloping and developed counter-ies. 
all of whom wanted the problem solved. 

As to the specific action. his judgment, which had been further 
strengthened as the debate proceeded. was that none of the measures 
sue,gested would be effective, Mr. Jalan continlued. For instance. a large 
number of Directors had felt that the issue of the suspension of member- 
ship should not be pursued further. Apart from the important legal 
obstacle relating to the amendment of the Articles, the suspension of 
membership would have to be based uniformly on objective criteria rather 
than on the duration or the size of arrears. The Fund could not make a 
decision to suspend membership based on an assessment of willingness or 
ability to pay because the decision would be a judgmental one. Nor could 
the Fund suspend one of two countries that had been in arrears for the 
same period of time in the same amount and not the other. Those wet-r the 
t),pr of considerations that must be kept in view and that led him not to 
fir\or any further consideration of the issue at the present time. The 
issue of suspension could be considered in some other contest. but he 
St,-ongly advised against it on legal. political. as well as practical 
gl-ounds 
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He also felt that declarations of censure would not add to the 
effectiveness of the measures that were being taken, Mr. Jalan stated. and 
he did not therefore support such a step. 

On the matter of the letter from the Managing Director, Mr. Jalan 
recalled the extensive discussions of the Board prior to the Interim 
Committee, during which some sort of consensus had been arrived at on 
addressing the letter first to the governors, informing them of the 
arrears, and then to creditor countries or other selected countries that 
might have a legitimate interest in the particular country's problem. 
However, since the April Committee Meeting, there had been important 
developments that needed to be taken into account. The first was of 
course Fund-Bank support for the debt reduction strategy, under which the 
two institutions were not only providing assista"ce.for debt reduction to 
those countries in arrears to commercial banks--and without making any 
judgment on whether or not it was the fault of the country--but were also 
trying to persuade commercial banks to forgive part of the debt. 

The second important development was the greater collaboration 
between the Bank end the Fund on the issue of arrears and the greater 
awareness of their impact on other sources of assistance, Mr. Jalan added. 
He recalled that there had been fears that the Bank might provide assis- 
tance to countries that wel-e in arrears to the Fund, but that issue was 
being resolved. There was also much greater awareness of the problem of 
arrears affecting assistance from bilateral donors and from commercial 
banks. C""seq"e"tly, there should be hardly a single country that would 
not willingly pay its dues to the Fund. The implications of not paying 
the Fund were becoming clearer and clearer because of the discussions in 
the Board and the Interim Committee, and because of the action taken by 
the Fund, Bank, and bilateral donors as well as commercial banks. 

The third development was the personal initiative of the Managing 
Director and his team in trying to persuade members in arrears to return 
to the fold, Mr. Jalan went on, with some success, moreover. In that 
connection, his fear was that a letter from the Managing Director to 
Governors asking them to inform financial agencies that because a certain 
country was in arrears the Fund would not be providing it with any more 
assistance, would be tantamount to saying that it would be advisable if 
those financial agencies also did not provide assistance. Yet if at the 
same time the Fund was able to persuade the country to benefit from the 
collaborative approach, it would have bee" asking those same agencies to 
px-oxide more assistance and more money. A" inconsistency would be intro- 
duced into the whole process because in the first instance, finance 
ministers would have been asked to tell agencies not to provide aid and 
subsequently to provide it, thereby politicizing the issue further. It 
would be more productive to build on the initiatives that were already 
being taken, and that were resulting in some progress, rather than to 
launch new initiatives which might complicate the process. 

If, as Mr. Nimatallah had mentioned, a letter needed to be written 
to Governors because one case of arrears remained outstanding. the matter 



51 EBM/89/93 - T/19/69 

could surely be considered on its merits. and not as a matter of general 
policy, Mr. Jalan remarked. Once a general policy was laid down, its 
application would have to be uniform in some sense. If the Fund had 
abandoned hope of being repaid by a specific member. there would be no 
reasc~n why Governors could not be informed of that situation, but based on 
the exercise of judgment at that point of time. Again, it seemed wiser 
not to complicate existing procedures by introducing a new initiative at 
the present stage. 

Mr. Nimatallah said that of course he agreed with Mr. Jalan’s com- 
ments that the Board should be taking the opportunity to look for rffec- 
tiT:e measu~-es. At the same time, whether or not the Fund’s membership was 
one of governments. in the end, it was still a financial institution that 
had CO be well managed. It was the Executive Board that had the responsi- 
bilic:: for man<xging the organi:ncion. and if there were factors lending to 
J depletion of its resources or burdening its members with unwarranted 
CIISL.S, the Board. as rhe instirurion’s manager. sholuid look for ways and 
means tc eliminate thaze factors. ‘The Executive Board had been trjtirrg to 
find appropriate ways and means for the past five years or more, and was 
continuing to do so. Apparentlv. a5 Mr. Warner had put it, the Fund 
needed to Eind early warning procedures to protect members from falling 
unnecessarily into arz-ears. But at the end of the line. there were 
members that wet-r stubbornly not taking any action. It seamed fairer to 
him to set rules in general that would be applicable to such different 
stages of countries’ arrears situations. In dealing with the final stages 
of arrears. the rules that were set should be stated in clear. general. 
uniform terms. even ifs the;; applied to only one or two or a Eew member 
countries. It was not a rnattel- of waiting until a particular case emerged 
and taking an ad hoc decision. Criteria had to be established to identify 
members that were failing to make payments, to cQoperat.2, or to introduce 
the comprehensi-e measures or shadow programs that were supposed to be 
taker) under the collaborative approach. Such members were hurting their 
own people. the nwmbership at large, and the entire system. It was the 
Eoard’ s dut:: to speak out and set down I-ules. thereby safeguarding the 
best interests of the financial institution that was the Fund. 

Mr. Jnlnn said that he full;; a&reed with Mr. NimatalIah that the 
Eoard had to Imanage the institution so as to decrease arrears and prevent 
their- occurrence in futul-e. The action to be taken to that end was a 
question ot jludgment. His own judgment was that there was nothing to 
prewnt an Executive Dir-ictor from informing his authorities of the 
financial consequences of at-rears to the Fund: the Fund itself would not 
lend the mrmbel- in arrears. neither would the Bank; the commercial banks 
would not extend loans: and there would be no debt rescheduling. Co”“- 
tries were becoming more and more aware of those consequences, especially 
as a result of the exercises undertaken during the past six months or so. 
and it was the responsibility oE each Executive Director to make sure that 
the countries in his constituency knew of them. Ir could not be the 
responsibility oE management. The set of actions under consideration did 
not add anything bv way of financial consequences to the Fund’s armory. 
Of course, if the Managing Director’s letter to other Governors was likely 
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to make a country pay the Fund or realize the consequences of not doing 
S", it should be considered. At the same time, it should be borne in mind 
that the Board had recently considered one or two cases of countries in 
arrears where favorable developments had been reported. If, six months 
previously, the Managing Director had written a letter to Governors, who 
would have told interested agencies not to help such a country, it would 
seem unfortunate as appropriate progress began to be made to expect the 
Managing Director to write to the same Governors asking their agencies to 
provide assistance. Should negotiations break down, and the progress not 
fully materialize, the Managing Director would have to write to Governors 
again. The whole procedure would become very complicated. The recent new 
developments and the progress that was beginning to be made in conveying 
the right message to countries in arrears had suggested to him that it was 
not the time to introduce even more new procedures. But if the Board's 
judgment was that it would be effective in a certain case. he would have 
no hesitation in sending any number of letters. 

Mr. Nimatallah said that it was indeed a matter of judgment. At the 
present stage, there was no reason not to send the communications to see 
whether they would work; if they did not, the search for some other 
measures would have to continue. But the Fund could not simply let one or 
two or three stubborn members remain in arrears without taking any addi- 
tional measures so as to let the world know that it was trying to manage 
the institution as well as it could. The idea was to involve Governors in 
sonle way. and to indicate that just as the Fund could catalyze financial 
resources for a member, so could it decatalyze them. After all, every 
country had friends and associates in other countries' governments, who 
could add to the pressure on the overdue member to take action to deal 
with a worsening situation that could unleash a process of decatalyzation 
against that country. No country should be given an indefinite time to 
face up to its difficulties; the rules should be in place, and they should 
be applied when necessary. Financial resources were scarce, rhe burden of 
arrears was mounting, and it was the Fund's duty to act. 

Mr. Jalan remarked that in fact the Fund was already decatalyzing 
assistance to countries in arrears. The only additional point that was 
being made was apparently that it should be declaring that that was what 
it was doing. Yet it was universally known that the World Bank could not 
lend, that there could be no Paris Club rescheduling, and that commercial 
banks would not lend to a country that remained in arrears to the Fund. 
His question was why the existing pK@ceduKes should not be strengthened 
through bilateral contacts or the good offices of the Managing Director. 
His own considered judgment was that writing formal letters would not 
increase the effectiveness of those procedures. 

Mr. Finaish made the following statement: 

We share the view that in the case of the overdue obliga- 
tions problem, as with most other problems, prevention is better 
than a cure. Therefore, we can support the efforts to reduce 
the likelihood of members falling into arrears. Obviously, the 
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:-isks cannot be eliminated complecrl:i unless the Fund stops 
lending altogether. Even then one could argue that the risk of 
arrears by members with outstanding obligations would be 
greater. So one has to take a balanced approach which does not 
allow the problem of arrears co impede the Fund’s discharge of 
its functions in an effecti..e wa.y. 

Second, on t.hr question aof the communication by the Manag- 
ing Director to the member in arrears, I am not sure it would be 
appropriate to address the head of government two weeks after 
the emergence of aurears. Perhaps the staff could indicate how 
many episodes of arrears of two weeks or more occurred in 1988. 
But in genecal I continue to share the views of many other 
Directors. in particular, Mr. Kafka. on following the normal 
channels of communicarion. 

Third. on the current procedures for reporting new arrears 
cases to the Eoard and the issuance of complaints, I am a little 
uncle~t- about which procedures are applied in all cases and 
which require a case-bycase judgment to be made. For example, 
the staff states that a report to the Executive Board is nor- 
mally issued one month after an obligation has become overdue. 
Dots this mean chat this procedure is not applied uniformly in 
all cases” In describing the procedure for issluing the com- 
plaint, the staff does not swm to give room EOL- any leeway 
about the timing of the complaint. Perhaps the staff can 
clarify this issue. 

Four t h although the question of quota subscriptions by 
members in arrears has all-eady been agreed by the Board, I would 
like to emphasise again that in our view, it woiuld hi important 
to provide member-s sufficient time to become current before 
denying them the right to pay the quota subscription. This is 
particularly relevant in protracted arrears cases where the full 
settlement under the intensified collaborative approach can take 
pldct 0111:; afcir a relatively long pt-ocess. 

Fifth, on the suggested communication by rhr Managing 
Director tto Covrrnors and other institutions regarding noncoop- 
ernting mrmhei-s, WC are prepared to join the majority view 
:xlthol.agh we sbar-r the doubts expressed by R number of speakers. 
In an;g event, howe\,er, we would not favor a I-outinr or quasi- 
routine procedure. If rhe communication is to be effective at 
all it has to b? used only \‘r~-y.’ sparingl:.,. We would also fainl- 
bringing rhe matter to the Board before applying this procedure 
in indiy:idual cases, although I agt-rr that fine-tuning the 
address lib;t b-y the Board would not be prod L:uctive. I am not 
SUE-C that fixed rules 011 the riming <,f the pt-acedurc would be 
useful, but ceL-tainly cr:~llm~,uni.carior~ls should snot take place 
brfol-i ,-,thrr positive ay.,enues are full;; e:xplored witlh the 
membrl-. 
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We do not have strong views on the text of the communica- 
tion by the staff, particularly as it relates to Governors of 
the Fund. However, the possibility of including other multi- 
lateral institutions on the list raises a number of questions, 
including reciprocal treatment, which I am not sure have been 
fully considered. 

On the question of criteria for judging a member as non- 
cooperative, I agree with the staff that the record of payment 
to the Fund relative to payments to other creditors is a rele- 
vant consideration. This would require the staff documents on 
individual cases to provide more complete information on the 
member's debt service record and not only a short table showing 
gross debt service flows to various creditors. Even if one 
does non dispute the principle of the Fund's preferred creditor 
status, before the Board judges a member as noncooperative, it 
has to be informed of the circumstances behind that member's 
debt service behavior, including the amounts and type of out- 
flows as well as inElows from various creditors. 

On declarations of noncooperation, we continue to have 
doubts about their effectiveness. As a matter of principle, 
however, we believe that if such declarations are judged as 
useful, they should be made by the Executive Board and should be 
kept separate from statements of intentions about compulsory 
withdrawal. which is a far more radical step. 

As to whether the declarations of noncooperation should be 
published or not, we do not have strong feelings, but if they 
are to be published, then the deletion of the reference to the 
member's policies would seem to be more consistent with the 
requirements of the Articles. 

On the question of suspension, as explained by the staff 
suspension affects only the voting rights of the member and 
requires an amendment of the Articles. I do not think the 
matter should be pursued at this stage. 

Finally, let me stress that in our view the measure of the 
effectiveness of any remedial actions should be the extent to 
which they can contribute to bringing the noncooperative members 
into the fold oE the intensified collaborative approach. 
Therefore, I share the views expressed this morning by Mr. Kafka 
and Mr. Ismael on the importance of demonstrating to members 
that cooperation will indeed lead to the desired result. And 
there can be no clearer demonstration of that than the Fund's 
s"ccess in implementing the collaborative approach. 

The Executive Directors agreed to resume their discussion in the 
afternoon. 
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DECISIONS TAKEN SINCE PREVIOUS BOARD MEETING 

The following decisions were adopted by the Executive Board without 
meeting in the period between EBM/89/92 (7/17/89) and EBM/89/93 (7/19/8Y,i. 

- SUDMJ OVERDUE FINANCIAL OBLIGATIONS - REPORT AND COMPLAINT 
UNDER RULE S-l 

1. The complaint of the Managing Director in accordance 
with Rule S-l of the Fund's Rules and Regulations dated July 10, 
1989 in EBS/89/139 (7/10/89) is noted. It shall be placed on 
the agenda of the Executive Board for July 26. 1989. the same 
date as the 1589 Article IV consultation with Sudan. 

2. The Fund urges Sudan co become current in its Einan~ 
cial obligations to the Fund with respect to SDRs promptly and 
to avoid thereby the need for the Fund to rake remedial action 

3. Consideration of the complaint under Rule S-l pal-- 
titularly aEEects Sudan. The member shall be informed by rapid 
mea"* of communication of this matter and of its right to 
present its views through an appropriately authorized represen- 
tative at the meeting at which the complaint is considered and 
ar: such subsequent meetings as the Executive Board may hold on 
the subject matter of the complaint. 

Decision No. 9214.!89/93) 5. adopted 
July 17, 1989 

3. APPROVAL OF MIPUTES 

The minucrs of Executive Eoard Meetings 8912 through 89,;4 
are app'o:.ed. (EBD/E9/214. 7/12/89) 

Adopted July 18. 1989 

APPROVED: Mal-ch 5. 1590 




