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1. XJDAN - 1992 ARTICLE IV CONSULTATION; AND OVERDUE FINANCIAL - 
OBLIGATIONS - REVIEW FOLLOWING DECLARATION OF INELIGIBILITY *- 

The Executive Directors considered the staff.report for the 1992 Arti- 
cle IV consultation with Sudan (SM/92/126, 6/24/92), together with a staff 
paper containing supplementary information on the staff report and material 
for the further review of Sudan's overdue financial obligations to the Fund 
following the declaration of its ineligibility to use the Fund's general 
resources effective February 3, 1986 (EBS/92/120, 7/27/92). They also had 
before them a background paper on recent economic developments in Sudan 
(SM/92/130 7/2/92). Mr. A. A. Abdallah, Ambassador of Sudan to the United 
States, was also present. 

The staff representative from the Treasurer's Department stated that on 
.July 31, 1992, Sudan had made a payment to the Fund of SDR 0.2 million. 
Sudan's payments since the last review of its overdue financial obligations 
to the Fund therefore amounted to SDR 0.4 million, or 1.7 percent of obli- 
gations falling due. The payment entailed some minor changes to the pro- 
posed decision on the review of the arrears which the staff would describe 
at the time of the Board's consideration of the draft decisions later in the 
meeting. 

Mr. Abdallah made the following statement: 

It is again my privilege to be present at the Executive Board 
of the Fund as it takes up the 1992 Article IV consultation with 
Sudan and the further review of Sudan's overdue financial obliga- 
tions. 

As the staff papers make clear, a great deal has happened 
since the last consultation. The Government of Sudan has adopted 
a radical and far-reaching program of economic reforms aimed at 
freeing up the economy, bringing down inflation, and creating a 
climate conducive to the revitalization of the private sector. 
This has included the dismantling of all controls on prices, in- 
vestment and trade, the elimination of virtually all budgetary 
subsidies, implicit and explicit, the lifting of most restrictions 
on external transactions, the adoption of a unified floating ex- 
change rate, and the launching of a wide-ranging program of pri- 
vatization. These steps, which mark an unprecedented shift in 
Sudan's economic policy, have been undertaken in close consulta- 
tion with Fund staff. They have involved difficult choices and 
considerable hardship as the economy enters the initial stages of 
a major adjustment effort. These important policy actions have 
already begun to bear some fruit. 

My Government is fully aware that the steps taken to date are 
only the beginning of the adjustment process. We would like to be 
able to report today.that even more has been accomplished, but I 
can affirm that the Government is fully committed to the process 
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that is now well under way. Sudan intends to build on the recent 
reforms as quickly as possible, in continued cooperation with Fund 
staff, toward a comprehensive adjustment program. To this end, my 
Government is ready to enter into discussions with the staff 
which, subject to the Board's agreement, are to begin in the next 
few days, aimed at agreeing on an informal monitoring and manage- 
ment arrangement to cover the period July-December 1992. My 
authorities have expressed their determination to do everything \ 
possible to cooperate with the Fund in the coming months so as to 'I 
pave the way for Sudan to take advantage of the rights approach as 
a basis for normalizing its relations with the Fund. 

It is very encouraging that, in light of recent discussions 
between Sudan and Fund staff and management, the staff papers 
before the Board today envisage the possibility of discussions on 
a rights accumulation program beginning toward the end of this 
year. As I have indicated already, my Government does not under- 
estimate the efforts that will be needed on its part to meet the 
criteria required to embark on this course. However, given the 
distance we have already traveled toward closing the gap--a gap 
that seemed unbridgeable not long ago--we are confident that, with 
your help and support, we can go the extra mile. But your help 
and support will be very vital to us. 

Gn the policy side, technical assistance will be essential. 
Initially, and most urgently, this will be needed to help Sudan , 
achieve a better functioning of the new foreign exchange market 
and in devising and launching government debt instruments. Beyond 
that, there will be a pressing need for additional technical 
assistance in developing the financial sector and in the fiscal 
and statistical areas. We sincerely hope, therefore, that the 
Board will approve the proposal that,technical assistance be made 
available to Sudan in support of its efforts to formulate and 
implement a comprehensive adjustment program. 

We will also be looking to the F'und at the appropriate time 
for help in approaching prospective donors and creditors. As 
Executive Directors are aware, external economic assistance to 
Sudan has dwindled in recent years. What we have already achieved 
was done in the absence of external assistance flows. But we hope 
that as the new economic reforms take hold, the donors will look 
more favorably on Sudan, and help us to rebuild our economy. For 
Sudan to both effectively and fully meet its overdue financial 
obligations, and successfully implement and sustain a strong com- 
prehensive adjustment program, the resumption of international 
support is indeed essential. Therefore, the Fund's role in pro- 
viding the required direct assistance, as well as in catalyzing 
support from the international donor community, cannot be over- 
emphasized. As Directors know, the Fund's needed catalytic role 
would be heavily influenced by the Board's decision now. We would 
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urge that the F*md be prepared to share its findings with regard 
to the economic progress and.prospects in Sudan with its sister 
organizations in the international financial community and 
prospective donors, and would welcome any public disclosure or 
endorsement of all actions. 

We believe that the present adjustment strategy, combined 
with the additional measures the Government is committed to under- 
taking in the near future, will lay the basis for strengthening 
the economy and the balance of payments over the coming years. 
The process may be gradual, but it will.be sustained. This 
provides our best guarantee to the Fund that we will eventually be 
able to grapple with the payments issue. For the immediate 
future, however, the Government has made a specific commitment 
regarding payments to the Fund for 1992/93. We recognize that the 
amount committed to the Fund is small in reiation to the overdues, 
and will not be sufficient to avert a further increase in arrears. 
But when you evaluate our efforts in this regard, I would ask you 
to give consideration to the following. 

First, foreign exchange is critically short in Sudan. Pay- 
ments to the Fund on a scale needed to freeze the arrears--about 
$75 million over the next 12 months, or some 12 percent of total 
current account receipts as estimated by Fund staff--would add 
more than 20 percent to the Government's domestic borrowing re- 
quirement, while adding further pressures on domestic prices and 
the exchange rate. At the same time, of course, some vitally 
needed imports would be displaced, particularly essential agri- 
cultural imports. 

Second, although Sudan is continuing to make debt-service 
payments to other creditors, these are exclusively directed to 
multilateral institutions that are continuing to disperse funds 
to us, namely, the World Bank, the African Development Bank, and 
the OPEC Fund for International Development. In 1992/93, these 
amounts will total $26 million. This amount, even if diverted to 

'the Fund in full, would still leave us far behind the requirement 
for freezing our arrears to the Fund, while at the same time 
prompting the other multilaterals to suspend disbursements on 
ongoing projects. 

Third, Sudan fully recognizes its financial obligation to the 
Fund, and is committed to making its best efforts in this regard. 
The Finance Minister has recently given his assurance to the 
Fund's management that Sudan will do its best to surpass the 
amount of payments committed over the next 12 months if our export 
earnings or foreign assistance receipts exceed present expecta- 
tions. We recognize that payments on a scale sufficient to freeze 
our arrears to the Fund is an essential element of a rights pro- 
gram, and we are determined to achieve that goal as quickly as 
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possible. But, in this regard, we need your understanding and , 
your support. 

We are anxious to move forward with the Fund in a joint 
effort to tackle Sudan's longstanding economic and financial dif- 
ficulties. The process has been initiated in what we perceive as 
a positive and constructive spirit on both sides. The exercise is 
long overdue, and we intend to persevere with it. In the months 
ahead, we will continue to look to the Fund for guidance and sup- 
port as we seek to expedite this process. 

Mr. Monyake said that he endorsed the remarks made by the Ambassador. 
He then made the following statement: 

Since the last review of Sudan's economic situation by the 
Board, the authorities have taken bold steps, under very difficult 
circumstances, to implement far-reaching adjustment measures to 
stem the persistent economic decline and create a more congenial 
macroeconomic environment for attracting the much-needed support 
from the international community. Indeed, the basis for the 
resumption and strengthening of cooperation between the Fund and 
the Sudanese authorities that should lead to an enduring solution 
to Sudan's economic malaise has been laid. The authorities are 
appreciative of the good gestures demonstrated by the staff and 
management in this regard, and they look forward to agreeing on a 
comprehensive adjustment program to be monitored by the Fund. 

The policy actions taken since October 1991 embraced the 
liberalization of pricfng and exchange rate systems. Measures 
were also taken to encourage private sector participation in the 
economy as a strategy for reducing the role of the Government. 
Additional policies adopted since March 1992 include the elimina- 
tion of budgetary subsidies in some major areas, particularly on 
domestic prices of petroleum products. These and other measures 
have yielded encouraging results, as reflected in the impressive 
growth of real output --of the order of 9.6 percent in 1991/92, 
compared with 1.2 percent in 1990/91--the more than doubling of 
central government revenue, and the strong rebound of nontradi- 
tional export commodities. 

Nevertheless, the authorities appreciate the enormity of 
their economic pr.oblems, and are aware that more action will be 
required to effectively address the problem of widening budgetary 
and external sector deficits, the mounting pressures on domestic 
prices, and the exchange rate. The authorities are in agreement 
with the staff that the attainment of these goals would require 
further strengthening of macroeconomic adjustments and continued 
commitment to the ongoing structural reforms. In that vein, the 
1992/93 budget represents a major step toward restoring fiscal 
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discipline. This latest budgetary effort by the authorities aims 
at bringing down the budget deficit significantly, with its do- 
mestic bank financing being reduced from 6.9 percent of GDP in . 
1991/92 to 4.6 percent in 1992/93. In this regard, the pursuit of ? 
a tight fiscal policy that emphasizes expenditure cuts and revenue 
enhancement is critical. They have adopted a package of measures 
to make this target achievable, and stand prepared to consider 
additional measures if the existing measures prove inadequate. 

Revenue efforts will include an increase in tax rates, ad- 
justment in the custom and excise duties in line with the current 
exchange rate changes, and an improvement in tax collection 
through the introduction of penalties for late payments. Vith 
regard to expenditures, overall budgetary gutlays will be con- 
tained within budgetary appropriations through close monitoring 
and strict control on disbursements, while emphasizing spending in 
productive sectors. To start with, the authorities intend to 
disburse only 80 percent of the proportional share of the budgeted 
expendftures for the first half of the fiscal year, and this is 
expected to be sustained during the second half in order to 
achieve the programmed reduction in the fiscal deficit. The 
authorities have also eliminated subsidies to enterprises--except 
for a few utility companies-- and they are embarking on an 
ambitious privatization program of public entities. 

In the area of monetary policy,. a restrictive monetary stance 
has been put in place to complement the tight fiscal policy. As a 
matter of priority, the authorities have embarked on the pursuit 
of an active interest rate policy by doubling the minimum lending 
rate. Depository institutions are also encouraged to offer 
market-related rates of return on financial savings. The Gov- 
ernment will take the lead in this regard by introducing its own 
debt instruments with market-related rates of interest by December 
1992. The attractiveness of these securities, with an initial 
issue of LSd 500 million, is expected to encourage nonbank partic- 
ipation and lead to a fall in monetary financing of the Govern- 
ment's fiscal deficit. Measures are also being taken to expand 
and improve the efficiency of the banking system. 

On the external front, steps have been taken to further 
liberalize the exchange system, and the existing restrictions on 
the import and export of domestic and foreign currency have been 
eliminated. The authorities are also seriously committed to 

\ setting up, as soon as the needed technical expertise is made 
available to them, a foreign exchange market, through which the 
exchange rate could be determined by market forces. Until such a 
more efficient alternative system fs put in place, the current 
arrangement of exchange rate determination by a banking committee 
will continue. 
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The deteriorating balance of payments position continues to 
be a matter of major concern to the authorities. Since 1988/89, 
the current account deficit has widened, as exports have been 
declining due largely to poor weather conditions and the weakening 
of international prices, particularly the prices of gum arabic. 

Despite the deteriorating export sector performance, private 
and official transfers declined to their lowest levels in years, 
thus leading to the sharp depletion of external reserves and fur- 
ther accumulation of external debt-payments arrears. In 1991/92, 
the value of imports of goods was more than four times that of the 
total export earnings., and debt-servicing requirements stood at a 
high level. This trend has continuously reduced the amount of 
foreign exchange available to the economy, and imposed serious 
constraints on the authorities' ability to make payments to the 
Fund and other creditors on an increasing and sustained basis. 
All these problems have resulted, as the authorities admit, in 
token and erratic payments to the Fund. As a matter of fact, they 
are facing tremendous difficulties in servicing short-term obli- 
gations critical to maintaining the minimum level of economic 
activity. 

Under the current situation, characterized by an adverse ex- 
ternal environment and domestic problems related to security and 
drought, the authorities have made tremendous efforts in the area 
of policy implementation, and they continue to have a positive 
dialogue with the staff and management. They are fully aware of 
the need to service their obligations to the Fund, but as the bal- 
ance of payments profile shows, they lack the capacity to tncreese 
substantially their payments ta the Fund. The seemingly higher 
payments made to some other creditors is predfcated on the need to 
ensure the minimum flow of financing to allow imports of essential 
commodities and other inputs to run the economy. 

At this crucial stage, the Sudanese authorities are faced 
with a very difficult situation. While they remain strongly 
committed to the adjustment effort, they lack the necessary 
international financial and technical support to sustain this 
effort. In this regard, timely support from the internatfoxd 
comwutity would not only help the authorities to safeguard the 
progress already made, but would also facilitate the implemen- 
tation of additional measures to bring the economy back on the 
path of sustainable growth and address the problem of arrears to 
the Fund. It is, therefore, of the utmost importance that the 
Fund, as a cooperative institution, should stand ready to recog- 
nize the progress made thus far, and assist the authorities to 
build on their achievement, perhaps by promptly endorsing a Fund- 
monitored program. This would help to catalyze the much-needed 
assistance, while creating a favorable political environment for 
further reform within the country itself. More importantly, the 
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success of such a program would pave the way for the resolution of 
the longstanding problem of the protracted arrears to the Fund and 
other creditors, to the long-term benefit of the country and the 
creditor community alike. 

Mr. Mirakhor made the following statement: 

The authorities should be commended for their decisive and 
realistic policy initiatives undertaken under extremely difficult 
circumstances. The untiring efforts of the staff in assisting the 
authorities in this task deserve our appreciation. The author- 

, ities' determination to come to terms with the fact that the 
deteriorating economic situation in Sudan required a drastic 
reorientation of their policy stance, along with valuable staff 
assistance, have led to the emergence of a set of policy meiasures 
that provides strong foundations for a comprehensive program of 
stabilization, reform, and adjustment, 

If the heavily front-loaded and wide-ranging measures already 
adopted are sustained and strengthened, there is the likelihood 
that Sudan will be in a position to remove the root causes of 

,severe domestic and external economic and financial imbalances 
that have plagued the economy for so long. 

The statements of Ambassador Abdallah and of Mr. Monyake, 
together with the staff report, are comprehensive in their 
coverage of the measures adopted so far. These measures--which 
include, inter alia, the rationalization of subsidies, lib- 
eraliiation of investment opportunities, a very serious attempt at 
rationalizing government expenditures and reducing government re- 
liance on bank financing--go a long way in changing the bleak and 
discouraging policy prospects that face-d the Board as late as last 
March. The slashing of the domestic borrowing requirement from 
90 percent of the opening money stock to 37 percent in a very. 
short tfme span is an illustratfon of the seriousness of the au- 
thorities' intent to deal with the enormous task of implementing 
the needed stabillzation, reform, and adjustment measures. The 
reduction of the domestic borrowing requirement will stem the tide 
of inflationary pressures and help the emergence of positive real 
rates in the banking system. In this context, I wonder whether 
the staff has quantified the relationship.between domestic bor- 
rowing and inflation, so as to give us some idea of the efforts 
that can realistfcally be expected in order to bring fnflation 
down to more tolerable levels. It is encouragtng to learn that 
the authorities have committed themselves to the introduction of 
securities in the course of 1992/93. They have, however indicated 
that Fund technical assistance is needed in this task. They have 
also requested Fund technical assistance to ensure that further 
liberalfzation of the exchange and trade system is implemented and 



EBM/92/100 - 8/3/92 - 10 - 

that greater market responsiveness to the exchange rate is 
effected. 

Given the authorities' demonstrated strong commitment to the 
implementation of a comprehensive and integrated adjustment pro- 
gram and the enormity of the task ahead, timely technical and 
financial support would greatly assist the authorities to sustain 
the measures already taken, enhance their ability to implement 
further reform measures, and allow5them to strengthen their ef- 
forts to embark on a concrete program of settling the problem of 
protracted arrears to the Fund. 

, 

I was pleased to see that clear and specific steps have been 
recommended by the staff which, if followed, would lead to the 
lifting of the declaration of noncooperation. As I understand the 

, process, the staff now feels that the present policy stance pro- 
vides a strong enough foundation upon which to build a comprehen- 
sive and integrated adjustment program. Pending approval by the 
Executive Board, the staff will travel to Sudrm immediately to 
draw up, in collaboration with the authorities, a framework for 
the informal monitoring of Sudan's macroeconomic policies and 
their payments performance vis-a-vis the Fund for the rest of this 
year. This will then be the basis upon which Sudan's track rec- 
ord, in terms of its cooperation with the Fund, will be judged. 
Assuming that this track record is judged satisfactory by the 
Board, discussions of a possible rights accumulation program will 
take place during December 1992. In the meantime, if in the judg- 
ment of the staff strong prospects of sustainability of the mea- 
sures already taken exists, the staff is 'prepared to intervene on 
behalf of Sudan with prospective donors. The latter step would be 
essential in enhancing the authorities' capacity to sustain their 
adjustment program, as well as their expressed determination to 
improve substantially their payments performance vis-&-vis the 
Fund. 

We endorse this process, and we hope that the experience with 
Sudan is a resounding success that would encourage the emergence 
of a clear and transparent process the observance of which by 
members declared as noncooperative will lead to the lifting of 
declarations of noncooperation. This will help further clarify 
and enhance the arrears strategy. We endorse the thrust of the 
staff apprafsal and the proposed decisions. 

Mrs. Krosby made the following statement: 

When the Board last met to discuss Sudan, Lt was suggested 
that, fn general, the fnitiation of normalization of relations 
between a country in arrears to the Fund and the Fund could begin 
to progress relatively rapidly once the country's authorities had 
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decisively indicated their desire to be more cooperative. The 
events of recent months between Sudan and the Fund now show the 
reality of this hypothesis. On the basis of the pclicy measures 
described by the Ambassador, we are prepared to be more supportive 
of Sudan's efforts than in the past, and we can approve the pro- 
posed decision for an informal monitoring arrangement as the best 
approach rtnder the circumstances. Our only regret is that Sudan's 
payments performance to the Fund to date has not matched its pol- 
icy efforts. 

The policy area of most concern to us in the past was the 
extremely high level of monetization of large fiscal deficits and 
the accompanying inflation potential. Therefore, the authorities' 
understanding of, and action to address, this point during dis- 
cussions with the staff are highly welcome, and probably the most 
convincing aspect of their comaitment to an economic adjustment 
program. We would suggest that the authorities go the next step 
in limiting monetizatfon this fiscal year even further, not only 
because of its positive economic impact, but also because it would 
be an impressive symbol of their overall commitment to the pro- 
cess . 

The authorities have now agreed to build on those structural 
reforms already taken to improve the competitive workings of the 
economy. In the next six months, some important and necessary 
measures are planned which should be a sharp and welcome change 
from past practices. Interest rates, despite a recent doubling of 
minimum lending rates, are still negative, and will remain so if 
they stay at this nominal level through the end of the year--even 
with the projected improvement in inflation. For the success of 
the introduction of government securities--particularly as an 
eventual monetary policy tool-- some measures pinpointed at un- 
sticking interest rates will be needed to provide the approprfate 
market setting. The unification of the exchange rate and more 
liberalized pricing policies should also have a salutary effect on 
-roving the ability of the market mechanism to work efficiently 
in the Sudanese economy. 

Meeting all of these commftments on schedule will strongly 
influence our future position as to whether or not to encourage or 
support Sudan in moving to a more formalized Fund-supported pro- 
gram that would be underpinned by a comprehensive economic adjust- 
ment plan. 

We support the renewed extension of technical assistance in 
the areas proposed in the staff report, and we suggest further 
that the inconsistencies in the official budget projections might 
make technical assistance in this area useful as well. 
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The results of an analysis of the two criteria for deter- 
mining cooperation with the Fund are unfortunate11 lopsided. 
Against the sharp improvement in policy implementation, the recent 
performance on payments to the Fund appears all the more limp. In 
the last six months, the level of payments, which had already been 
small--only about 5 percent of obligations falling due--deceler- 
ated even further. We welcome the news of the last payment, but 
until it is followed by subsequent and increasing payments, it 
does little to reverse the record of erratic and small efforts -to 
meet Fund obligations. A sustained record of efforts on Fayments 
--one that is basically the reverse of the record to date, in- 
cluding payments in amounts that are at least sufficient to keep I' 
up with current obligations --will be necessary before we can ap- 
prove the lifting of the declaration of noncooperation or a more 
formalizec! Fund-supported program. 

At this point, we would like to emphasize that our support 
for the informal monitoring suggested to&y is obviously condi- 
tional on keeping commitments already made, on an acceleration of 
the reform effort, and on reversing the current extremely poor 
payments record. In particular, we would like to emphasize that 
the best method of establishing the necessary solid track record 
is by keeping faithfully to targets and policy commitments reached 
in the understandings with the Fund. 

Overall, it is with considerable pleasure that we are able 
to support the adoption of any sort of monitoring framework for 
Sudan, given that, in the relatively recent past, this stage would 
have seemed a very distant prospect. It is to the strong credit 
of the Sudanese authorities, and to the staff working with them, 
that we are here to take this decision. 

Mr. Filosa made the following statement: 

In the last several years, the Sudanese authorities have per- 
sistently deviated from the cooperative behavior that is required 
from the Fund's members. The economic policy followed by Sudan 
has consistently disregarded the recommendations made by the staff 
and the Executive Board, thereby making the economy even worse. 
In addition, Sudan has been in arrears to the Fund since 1984 and, 
notwithstanding the repeated warnings of the Executive Board, it 
has constantly ignored the preferred creditor status of the Fund, 
giving priority to payments due to other creditors. As a result, 
overdue obligatfons to the F'und have grown to more than 6.5 times 
Sudan's quota, and the unavoidable declaration of noncooperation 
was issued in September 1990. 

At this stage, the Sudanese authorities have to clearly and 
promptly demonstrate to the Fund their determination to correct 
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their past behavior, in order to comply with the basic principles 
governing international financial relations. This is the first 
time since 1984 that a certain willingness on the part of the 
authorities to resume cooperation with the Fund has been shown. 
We welcome thL thange of attitude because, given the delays 
already experienced and the extent of the economic and social 
crisis in the country, any further postponement of action would 
only bring Sudan closer to economic collapse, and to the adoption 
of the additional remedial measures envisaged in the Fund's 
arrears strategy. 

Indeed, what is most needed,, as pointed out on several 
previous occasions, is the immediate implementation of compre- 
hensive macroeconomic and structural policies along the lines 
suggested by the staff, and the early resumption of adequate 
payments to the Fund. 

Concerning economic policies, a piecemeal and gradual 
approach to adjustment, as we have witnessed so far in Sudan, 
would not be of much help in correcting the serious domestic and 
external imbalances which affect the economy. As a result, the 
rapid GDP increase estimated for 1991/92 might turn out to be 
unsustainable. 

In the real sector, not all of the measures either taken or 
envisaged by the authorities appear to be consistent with this 
purpose. The decision to retain the system of government direc- 
tives on the areas to be devoted to the cultivation of specific 
crops, for example, runs counter to the announced program of 
liberalization in the agriculture sector. Also, the attempt to 
pursue a program of privatization in the public enterprise sector 
has few chances of success if sound economic and financial poli- 
cies are not firmly in place. Indeed, the lack of firm policies 
has resulted in a lack of confidence on the part of private in- 
vestors so far and, in fact, only 5 out of the 13 companies 
selected for disposition in 1991/92 had been sold by May 1992. 

Concerning fiscal policy, the budget for the current fiscal 
year shows that, &spite the prospective adoption of some mea- 
sures , both revenues and expenditures as a ratio to GDP will 
remain broadly unchanged relative to last year's figures. In 
addition, in comparing the estimated outcome for the current 

' fiscal year with the results obtained two years ago, one cannot 
fail to notice that revenues are projected to increase by a slim 
1 percent of GDP, while expenditures will be growing by a robust 
7 percent relative to GDP. Domestic bank borrowing, although 
receding from the stunning figure registered last year, is pro- 
jected to be equal to 37 percent of the opening money stock--the 
same figure as in 1990/91. For these,reasons. I am surprised 
that, while the staff considered it possible to keep the 
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Government's domestic borrowing requirement to a level not sx- 
ceeding 25 percent of openin * money stock through the adoption of 
additional fiscal actions, it is now satisfied with the Govern- 
ment's target of 37 percent. Although this represents a consid- 
erable improvement with respect CO past performance, it still 
entails an average inflation rate of 85 percent in 1992/93, with 
the risk that any deviations from the target mnght call into ques- 
tion,the viability of the new pricing policy and exchange rate 
regime. In addition, the authorities have indicated that they see 
"considerable difficulties in adopting further measures at this 
time." This concern is amplified by the limited scope for an 
independent monetary policy in Sudan. A wide-ranging reform of the. 
banking system and of the financ:'al sector is needed if long- 
lasting results in curbing inflation are to be achieved. This 
reform can certainly be regarded as a medium- to long-term goal, ' 
but it is regrettable that,. in the meantime, little progress has '. 
been made in implementing measures to improve rates of return on 
financial instruments and to introduce government securities with 
market-related rates of return. The request for technical assis- 
tance from the Fund in this area is appropriate, as it would help 
the Government accomplish its task, especially in issuing new, 
market-based financial instruments by the end of the year, as 
announced by the authorities. 

On the exchange rate side, the steps taken by the Government 
to further liberalize the exchange system after the adoption of a 
freely floating exchange rate in February this year are to be wel- 
comed. In particular, the adoption of a market-based approach in 
setting the exchange rate will help overcome the rigidities and 
the substantial complexity that has emerged with the committee 
syc,tem presently in operation. In this regard, once again, I deem 
appropriate the request for technical assistance from the Fund, in 
the hope that it will help put in place a more efficient exchange 
market. 

Overall, the envisaged measures do not seem to be much more 
than a promising start. Regarding the problem of arrears to the 
Fund, the picture is, unfortunately, even less encouraging. Since 
the last review of Sudan's arrears, payments to the Fund have 
amounted to a little more than 1.5 percent of obligations falling 
due, and cannot be interpreted'as a sign of the authorities' in- 
tention to achieve a&ears stabilization soon. Indeed, the sched- 
ule of payments envisaged by the Government will lead, in the best 
of circumstances, to the fulfillment of about 9 percent of obliga- 
tions falling,due during fiscal year 1992/93. 

Even taking into account the serious problems affecting 
Sudan's economy, I cannot help remarking tha'. such a poor per- 
formance is also the outcome of the regrettable choice of the 
authorities to service the debt of only those creditors who are 
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still disbursing funds, thus discriminating against the Fund, 
disregarding the huge amount of financing obtained from this 
institution, and the financial burden that they are imposing 
on the entire membership of the Fund. 

On such premises, the degree of cooperation of Sudan with the 
Fund in terms of payments cannot be considered sufficient. The 
token payments on July 31 do not change this assessment. Unless 
the Sudanese authorities realize that they have to engage in a 
much more substantial effort to fulfil1 their obligations, not 
only do the prospects for a rights accumulation program become 
evanescent, but the decision leading to further remedial measures 
also becomes hard to avoid. 

In the coming months, Sudan should make significant efforts 
to strengthen its economic program in the context of the informal 
monitoring framework that the staff is planning to establish. In 
addition, Sudan should seriously consider that the stabilization 
of its arrears to the Fund is an essential element for the approv- 
al of a rights accumulation program by the Board. It is only in 
the expectation that Sudan will take this last chance to set its 
record straight that I can support the proposed decisions. 

Mr. Wright made the following statement: 

Like other speakers, I think that the staff report on the 
latest developments in Sudan is an encouraging one. There has 
been an ongoing policy dialogue between the staff and the au- 
thorities, and many of the measures which the Ambassador outlined 
to the Board in March have now been implemented. Although these 
fall short of a comprehensive reform program, they do represent a 
significant and very welcome change in the direction of economic 
policy. These measures will need to be sustained and built upon 
as part of a formal monitored program with quantified targets set 
by the Fund. I am pleased that the authorities feel able to re- 
quest such an arrangement, which would be a first step toward a 
rights accumulation program and the eventual resolution of the 
arrears problem. It should also pave the way for a resumption of 
adjustment lending by the World Bank. 

The Sudanese authorities find themselves poised at a crLtica1 
juncture. These recent measures, welcome though they are, repre- 
sent only the first step on what will undoubtedly be a very long 
and difficult path. Indeed, given the extent to which financial 
relations with the Fund have deteriorated, it is not entirely 
clear at this stage how the arrears problem will be resolved. 
But, however this is to be achieved, the establishment of a dia- 
logue in which the authorities are willing--at least--to speak the 

, same language as the Fund is a development of considerable 
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importance. It follows from this that the Sudanese authorities 
must resist any temptation to see the recent measures as a token 
designed merely to head off a further deterioration in relations 
with the international community. Nothing less than a comprehen- 
sive and mutually supporting package of reforms will be sufficient 
to arrest the decline of the Sudanese economy, re-establish pri- 
vate sector confidence, and generate the necessary external sup- 
ports. The authorities' strategy still seems to be defined in 
rather general terms, and the present policy mix remains a risky 
one. I share many of the concerns outlined by Mr. Filosa in this 
regard. It is essential that the recent liberalization of prices 
and the exchange rate be supported by more stringent fiscal and 
monetary discipline if inflation is not to increase further, which 
would undermine all of the good work that has been done so far. 

There seems considerable scope for increasing the very low 
level of government revenues. Public spending should be better 
prioritized to ensure that resources are targeted at the social 
sectors. The remaining price controls need to be scrapped to 
encourage a private sector response and prevent re-emergence of 
unintended subsidies. Across-the-board pay increases will have to 
be resisted. Thetie is no doubt that defense spending exceeds the 
level that the economy can afford. I wonder whether the staff can 
clarify the extent of budgetary subsidies to the public utilities. 

The underdeveloped financial system, in the absence of any 
means to finance the deficit in a noninflationary way, makes 
fiscal adjustment all the more urgent. While I fully respect the 
authtirities' wish to reform the financial system in a way con- 
sistent with Islamic doctrine, there is no escaping the funda- 
mental need for a soundly based monetary policy within such a 
framework. 

The seeds of Sudan's economic decline were sown 20 years ago, 
when an attempt was made to boost and develop the economy through 
nationalization and low productivity, with public sector 
investment financed by foreign borrowing. The situation was 
aggravated by price and trade controls, discretionary tax and 
tariff systems, subsidies, and an overvalued exchange rate. Many 
of these debilitating features of a command economy remain in 
place to&y. It is essential that fiscal retrenchment go hand in 
hand with a complete orientation of the economy toward the private 
sector. This is a formidable challenge, one which is not, of 
course, peculiar to Sudan. I hope that the World Bank will be 
called upon to play a full part in this transformation process. 

Regarding Sudan's overdue obligations, it is very disappoint- 
ing that only two very modest payments have been made to the Fund 
since the last review, despite the fact that Sudan has remained 
fully current on its obligations to the World Bank and several 
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other creditors. There must be a real question about whether it 
is possible for Sudan to stabilize its arrears completely in the 
present circumstances. This is an indicator of the seriousness of 
the problem facing the authorities. .Ae Board will need to con- 
sider Sudan's capacity to make payments very carefully in the 
context of any request for formal Fund assistance. Clearly, how- I 
ever, the Board will expect Sudan to establish a regular paynents 
record before going very much further along the path of coopera- 
tion. 

I am sure that the authorities and the staff are aware that 
the resumption of program aid by donors will depend on progress in 
economic areas, as well as a variety of other areas. 

The recent change in the direction of policy in Sudan gives 
us grounds for optimism, even though it is no more than a start, 
as others have emphasized --and which cannot be emphasized too 
often. I very much hope that the momentum of reform will be 
stepped up and that there will soon be a realistic possibility of 
getting to grips with the arrears problem. I can support the 
draft decisions, including the important one concerning a resump- 
tion of Fund technical assistance to Sudan. 

Mr. Goos stated that he, like the previous speakers, had been glad to 
note from the staff papers and from the presentation made by the Ambassador 
the substantial progress that had been achieved in the recent discussions 
between the authorities and the staff toward the formulation of a compre- 
hensive program of adjustment and reform. Such a program could eventually 
serve as the basis for a rights accumulation program and for the normaliza- 
tion of Sudan's relations with the Fund. The progress achieved, including 
the encouraging policy measures already implemented under admittedly diffi- 
cult circumstances, and the recent policy commitments, constituted a most 
welcome reorientation away from years of gross economic mismanagement. That 
reorientation had been more than overdue, as evidenced by the prolonged eco- 
nomic decline, the suffering of the Sudanese people, by the staggering--and 
still growing-- stock of external arrears, and the accompanying increasing 
isolation of the country by the international financial community. 

While it was never too late for a new beginning in the economic life of 
a country, it was clear that the task of economic rehabilitation and resto- 
ration of confidence could be achieved only if it were to be pursued persis- 
tently in the framework of a resolute and credible effort over a number of 
years, Mr. Goos observed.' For that very reason, the authorities should 
integrate their program in the medium-term adjustment strategy, which would 
also be essential for their program to qualify as a comprehensive effort, as 
required under the Fund's arrears strategy. 

The staff had pointed out other weaknesses in the authorities' adjust- 
ment effort that should be urgently addressed, Mr. Goos continued. Without 
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wishing to detract from other critical areas of adjustment, he would like to 
associate himself especially with the concerns of the staff in respect of 
the still negative levels--in real terms-- of the. present rates of return and 
charge on financial instruments. In view of the importance of those rates 
for the mobilization of domestic and external financial resources and their 
efficient allocation, and for the inflation goals and the stability of for- 
eign exchange markets, the authorities should follow the staff's advice on 
interest .rate policy without delay. The same applied to the advice to 
redouble their efforts at fiscal consolidation in order to ease the burden 
on monetary policy, and redirect available resources to the private sector. 
Unfortunately, the encouraging progress that had been made on the economic 
policy front was not being matched by a comparable improvement in Sudan's 
payments performance vis-a-vis the Fund, as all of the previous speakers had 
stated. 

, 

The authorities' view --as expressed at the most recent discussion in 
the Fund and as reiterated by the Ambassadori- that Sudan's ability to pay 
would be extremely limited in the absence of external assistance and other 
factors was somewhat difficult to understand, for several reasons, Mr. Goos 
commented. First, it appeared that such a view consti%ted an unfortunate 
backtracking from the position the authorities had taken et the time of the 
consultation in Khartoum. At that time, according to the staff report, th'e 
authorities had apparently been willing not only to resume monthly payments 
to the Fund, but also to increase those payments, so that by the end of 1992 
the payments would be sufficient to stabilize the stock of arrears. Com- 
pared to that, what the authorities were currently offering would imply the 
continued accumulation,of substantial additional arrears. Second, the posi- 
tion of the authorities with regard to their payments performance vis-a-vis 
other creditors ,clearly contradicted the preferred creditor status of tt?e 
Fund. Third, the alleged ,inability to pay,the Fund was difficult to recon- 
cile with the authorfties' refusal to raise the xntes of return and charge 
on financial instruments, as was their hesitation to further tighten finan- 
cial policies. Scenario B in the staff report clearly indicated that, with 
more appropriate policies, Sudan could significantly widen the *cope for 
payments to the Fund. 

With respect to the assumptions underlying Scenario B, he was not fully. 
convinced of the need for a further modest real depreciation, whatever 
"modest" might mean in that context, Mr. Goos noted. It appeared, for 
example, that Sudan's exporters still enjoyed a considerable competitive 
margin, and even the standard gauge normally used by the staff--the spread 
between the exchange markets, which at present was nonexistent in Sudan--did 
net seem to lend much credence to the staff's devaluation advice. However, 
the agreement on exchange rate policy appeared somewhat irrelevant to the 
issue of whether or not the authorities should--or could--raise signifi- I 
cantly their payments to the Fund in order to fully meet the criteria for 
satisfactory cooperation with the Fund. s 

With respect to the further application of the Fund's arrears strategy, 
he could endorse the approach outlined in the staff appraisal in the 
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supplementary paper, Mr. Goos concluded. In recognition of the authorities" 
comprehensive adjustment efforts and their improved cooperation with the 
Fund, he could also support their request for technical assistance by the 
Fund for the development of government borrowing instruments and the reform 
of the exchange system, which were indeed critical areas for the success of 
the stabilization strategy. He would even be willing to go a step further 
and endorse the authorities' request that the Fund recognize publicly their 
adjustment and reform effort. Such a recognition could be phrased along the 
lines of paragraph 3 of the proposed decision in the supplementary paper. 
It could also include--subject to the implementation of further adjustment 
measures and satisfactory payments to the Fund--the willingness of the Fund 
to engage in a rights accumulation program with Sudan at a later time, and 
to rescind the declaration of noncooperation. He could endorse the thrust 
of the staff's recommendations, as well as the proposed decisions. 

Mrs. Martel made the following statement: 

At the last Board meeting on Sudan, we decided to review the 
matter of Sudan's overdue financial obligations to the Fund in the 
context of whether Sudan's cooperation with the Fund, in the areas 
of payments to the' Fund and policy implementation, had been stib- 
stantially improved. 

It'is obvious that, since the last review, Sudan's payments 
performance has continued to be poor, even taking into account the 
very recent payment made to the Fund, and that its commitment to 
making future payments is not all that it might be. . . 

However, like other speakers, we acknowledge and welcome the 
fact that Sudan has taken steps to reorient its economic policy 
toward the correction of economic and structural imbalances. Some 
of the courageous messures already taken--notably in liberalizing 
the economy --as important as they may be, are rooted in a compre- 
hensive program of macroeconomic adjustment. 

I share the staff's recommendations and the remarks of pre- 
vious speakers as to the necessity of strengthening fiscal and 
interest rate policy and accelerating structural reforms. The 
first recommendation is, the further reduction of the Government's 
borrowing requirement in 1992-93 to the equivalent of about 
25 percent of opening money stock. The authorities have already 
implemented a package of measures to bring down the deficit end to 
reduce its domestic bank financing, but reducfng inflation more 
rapidly will require that additional measures are taken on the 
budgetary side. 

In this regard, I welcome the intention of the authorities to 
disburse only 80 percent of the proportional share of the budgeted 
expenditures for the first half of the fiscal year, and to keep to 
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that path during the second half. There is clearly some room for 
maneuver on the current expenditure side. 

I noted the very large increase in wages and salaries--more 
than 280 percent between 1991-92 and 1992-93--and, while I am 
aware of the need to allocate an'adequate amount of compensation 
to the poor segments of the population, I would appreciate some 
comments from the staff on the wages policy of the authorities. 

Some measures on the revenue side, such as an increase in tax 
rates and adjustments fn customs duties, have been taken, but fur- 
ther actions aimed at broadening the tax base and reducing exemp- 
~iaus should be considered as part of the camprehensive adpstment 
prugniun, es tne staff rUBEly emphaslzm3. 

The recommendations for introducing more realistic interest 
rates are also important. I welcome the recent increase in Iend- 
ing rates, but I encourage the authorities to take additional 
steps to increase real rates of return, which is essential for 
eliciting an appropriate level of domestic private savings. 

Regardfng the normalization of Sudan's relations with the 
Fund, the efforts of the Sudanese authorities to stabilize the 
level of arrears have not been sufficient so far. The payment to 
the Fund of SDR 0.4 million is still disappointing. I welcome the 
commitment of the authorities to make payments of at least $6 mfl- 
lion during the present fiscal year, but I note that it represents 
only 9 percent of obligations falling due to the Fund during the 
period. 

I Sh8r8 the Staff's view that substantial increases in pay- 
ments to the Fund on a regular basis, and at a level that would 
freeze Sudan's arrears to the Fund, would be an essential element 
of the concrete implementation of the cooperative strategy. 

The economic measures already taken by the authorities and 
their commitment, as emphaSiZ8d by Ambassador Abdallah, to put in 
place a comprehensive adjustment program with the assistance of 
the Fund argue in favor of giving Sudan more time to establish the 
necessary track record. I support the proposed decisions. 

Mr. Fernando made the followfng statement: 

Over the last few months, clear signs have emerged of Sudan's 
close cooperation with the Fund in finding solutions to its deep- 
seated economic problems. This is the result of 8 deliberate 
change of policies initiated by a new administration and a new 
team of policymakers. Even if the economic havoc has been largely 
self-inflicted, the new administration has acted decisively in 
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making radical shifts in economic policy. As noted by many, the 
reforms in pricing 8nd the exchange system, together with trade 
liberalization. are far reaching; indeed, perhaps some elements 
may be too far reaching, because it might be premature to lift 
restrictions on capital transfers. We would also like the staff 
to comment on how export surrender requirements--as a policy--are 
compatible with the freedom of corifmercial banks to sell foreign 
exchange for capital transfers. More generally, we commend the 
authorities for intensifying the policy dialogue, and we are en- 
couraged to learn from the staff that the fiscal outlook h8s im- 
proved substantially since the previous Board review. ' 

Even though the reform policies have to operate in a situa- 
tion of acute financial crisis, the ensuing hardship, through its 
uneven distributional effects, will keep policies under constant 
and intense pressure. Although wage increases and targeted tr8ns- 
fers can meet immediate concerns, the real challenge to the au- 
thorities will be to maintain course toward program objectives. 
Containment of inflation and a Visible supply response will be 
crucial to maintaining policy credibility. In this context, the 
Strong r8ViV81 in 8grfCUltUr8l Output and the r8Sdting food 
security is a strong incentive for the authorities to put behind 
them a critical mass of reforms. 

We generally agrea with the staff appraisal, and we would' 
particularly endorse the conclusion that fiscal policy should 
provide strong support for the attainment of the monetary policy 
objectives. Efficient instruments of monetary policy and a market 
systePP are largely absent. Monetary financing of the budget 
should thus be rapidly Curtailed so as to rein in undue escpansion 

of monetary aggregates. The imperative of reducing monetary fi- 
nancfng of the budget is directly linked to the overall strategy 
of priV8t8 sector- led revival. Even in the circumstances of the 
financial crunch, adequate liquidity should be available to the 
private sector and the liberalfzed public enterprises, so that 
they will be able to pravid8 the supply response on which the 
sustainability of the reform effort rests. 

At,this stage of stabilisation, a credible fiscal policy 
requires a strong revenue effort. The downside risks to 8 Str8t- 
egy that emphasizes more efficient collection are very high. Even 
if such a strategy can yield results, the time scale required 
would likely outstrip the urgency of short-term stabilization. A 
self-evident case exists for the us8 df taxation to capture wind- 
fall. profits arising from exchange depreciation and price deregu- 
lation. Given pervasive state involvement in commercial activity, 
the scope for monopoly rents arising from price deregulation is 
large. There is also a potential for output losses when the 
prices of items produced under monopoly conditions are deregu- 
lated. Such tend8ncies can undermine the reform exercise, and 
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this argues for the imposition of taxes to offset such monopoly 
rents. If an overall improvement in the budget results from these 
expedients, the authorities could have a greater latitude for tar- 
geted income transfers in order to support the supply response of 
the economy. 

Although revenue measures take up the burden of short-term 
fiscal stabilization, expenditures will need to be kept firmly in 
check in the period beyond. Some receipts are one-off fnflowSa, 
such as those coming from the privatization of state ffms. They 
cannot be counted on for the outer years, as the salability of 
publ&c enterprises will be limited by questions about their eco- 
nomic viability under a competitive regime after a certain point. 

Trade liberalization and exchange reforms have been ftmda- 
mental and far reaching. Since they were taken up front, they 
typically deserve balance of payments support, which is required 
not merely to stabilize market conditions, but also to do so in a 
way that would allow such stability to occur without an undue 
compression of economic activity. Sadly, fn Sudan's case, we do 
not see Slear signs yet of such external financing support. At a 
minimum, therefore, we strongly support the resumption of techni- 
cal assistance. The trade and exchange areas are partScularly 
complex for any country that is breaking out of government con- 
trols to deal with. Besides, we would note that technfcal assis- 
tance would help upgrade the quality and timeliness of data, as 
the Fund would itself need reliable indicators by which to assess 
the impact of policy reform. 

The objective of all policies should be the re-establishment 
of domestic confidence, which is essential to relieve growth con- 
straints and keep exports competitive. The authorities should be I 
firmly convinced of the benefits of improved domestic confidence, 
as the behavior of capital and private transfers can quickly 
transform the balance of payments. The fight agafnst inflation 
should not be compromised by excessively optimistic expectations 
regardfng external assistance. It is essential to demonstrate the 
author&t&es' belief that economic reform is primarily for domestic 
benefit. This can be achieved only by the steadfast implementa- 
tion of policy, and hopefully, by the necessary international good- 
till to support Sudan's policies through finance on the appropri- 
ate terms. 

Concerning payments to the Fund, we share the sense of dis- 
appointment that has been expressed and we urge that more be done. 
In the June staff report, it is said that the authorities stand 
ready to resume monthly payments on a scale rising to a level 
needed to freeze arrears to the Fund toward the end of 1992. How- 
ever, in the supplementary paper, there is no assurance that this 
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point will be reached even in mid-1993. A clarification from the 
staff might therefore be helpful. 

The staff representative from the Middle Eastern Department stated that 
the borrowing requirement of the Government that the staff was currently 
anticipating for fiscral year 1992/93--LSd 34 billion--was consistent with an 
average annual inflation rate of 85 purcent in that fiscal year, with a 
downward trend over the course of the year, leading to an inflation rate of 
the order of SS percent on a 12smonth basis at the end of the fiscal year. 
If the borrowing requirement could be brought down closer to LSd 25 bfl- 
lion--a target that the staff advocated --the rate of inflation would be 
lowered even more--to perhaps 75 percent, with the end-year rate coming down' 
to about 40-45 percent. The annual rate of inflation was not moving very 
much because the rate had been very high in the course of the previous 
fiscal year, so that even if prices remained steady throughout the current 
fiscal year, the average annual inflation rate would still remain as high as 
60 percent. The staff hoped to see a faster reduction in inflation in the 
course of the current fiscal year, as the monthly inflation rates fell. 

The extent of the fiscal adjustment did not appear to be particularly 
impressive on the basis of the table presented in the supplement to the 
staff report, the staff representative agreed. However, it needed to be 
borne in'mind that in fiscal year 1991/92, the true fiscal position had been. 
obscured by the extent of price distortions in the economy and of implfcft 
subsidies. Since then, the exchange rate had moved from about LSd 15 per 
US$ the beginning of the fiscal year, to close to LSd 100 per US$ at the end 
of the fiscal year, and the widespread price controls and implicit subsidies 
had been eliminated by the end of the year. Therefore, drawing conclusions 
from the trend was probably unwarranted, because of the discontinuity in the 
nature of the fiscal data. It might also be recalled that at the time of 
the Board's previous discussion of Sudan's arrears in March 1992, the 
domastic borrowing requirement had been of the order of 90 percent of the 
opening stock of liquidity on an annual basis. That level of the borrowing 
requirement would have been likely to resultif no further measures had been 
taken. At present, the borrowing requirement was about 35 percent of the 
opening stock of liquidity, which reflected the measures that the 
authorities had taken since February 1992, including--for example--the 
adjustment of petroleum prices to world market levels, improved procedures 
for the collection of income taxes, and increases in customs duties. 

The staff was discussing with the authorities the possibility of re- 
ducing the borrowing requirement in fiscal year 1992/93 below the presently 
projected 37 percent of opening period money stock, the staff representative 
related. The authorities had indicated their intention to hold expenditures 
at 80 percent of allocations in the first half of the fiscal year, and to 
review the situation around December 1992, in consultation with the staff, 
to consider further measures, as necessary. There was thus some scope for 
expenditure cuts in the course of the year that would bring the borrowing 
requirement down below what was currently envisaged. If expenditures were 
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maintained at 80 percent of bud gstary allocatkons throughout the fiscal 
year, then the borrowing requirement would be reduced to avut LSd 23 bil- 
lion or LSd 24 billion--about two thirds of the present projection. 

The only budgetary subsidies being provided to the public utilities at 
present were to the water and electricity corporation, the staff reprssen- 
tative stated. The subsidies would amount to about Lsd 4 billion in the 
course of the year-- out of a total domestic cash expenditure of about 
LSd 100 billion. The Government had emphasized its determination not to 
allow those subsidies to exceed that limit, and the other public enterprises 
had been instructed to adapt their policies to ensure that they woul;d not 
need to have recourse to any government support in the course of the year. 

The commitment the authorities had made to the staff at the time of the 
Article IV consultation discussions to stabilize Sudan's arrears to the Fund 
toward the end of 1992 had presupposed the renewal--to some extent--of ex- 
ternal assistance to Sudan in the course of the current fiscal year, the 
staff 'representative explained. Under more realistic assumptions as to the 
level of external assistance that could be expected, such a commitment was 
obviously overoptimistic, and the authorities had subsequently decided that 
they could commit to making only a limited amount of payments to the Fund, 
which would not be sufficient to keep the stock of arrears from growing. 

The staff had assumed a modest real exchange rate depreciation in the 
balance of payments projection for 1992/93 because, following a period in 
which the exchange rate had been quite sticky, between February and May 1992 
the exchange rate had appreciated in real effective terms by about 30 per- 
cent, the staff representative stated. If it were assumed that the exchange 
rate in February was in any way an equilibrium rate, the appreciation that 
had taken place over the ensuing months had been quite significant, with a 
further appreciation since then, as the rate had remained at or near LSd 100 
per USS. As the Government moved to improve the functioning of the foreign 
exchange market over the course of the year, therefore, it could be expected 
that the rate would become more mobile, and that it would depreciate in real 
terms to offset to some extent the previous real appreciation. 

The line item for wage outlays in the budget, which indicated an in- I 
crease in public sector pay of about 180 percent in the present fiscal year 
over the previous year, needed to be interpreted with some caution, the 
staff representative pointed out. The increase reflected mainly the cost of 
living adjustments that had been granted in October 1991 and again in 
February 1992, following the veq' sharp depreciation and price adjustments, 
largely to unskilled or lower-level civil servents. Pay for the senior 
civil servants was scattered throughout a number of different items. in other 
parts of the budget, and the staff did not have a clear idea of what the 
public sector wage bill really was --one of the many weaknesses in the fiscal 
&ta that the staff would wish'to correct. Nevertheless, it appeared that 
total increases in pay for civil servants in 1991/92 had been of the order 
of 80-90 percent on an annual basis, which, in light of the ongoing rate of 
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inflation, was not very far from keeping wages constant in real terms--but 
with some loss of real purchasing power. 

With respect to the social safety net, the Government had established 
in March 1992 a new program to provide identified poverty groups with a 
small monthly payment-- about LSd 500 a month per family, the staff represen- 
tative noted. About 500,000 families had been targeted to receive it. The 
staff would examine how the program was operating. 

The staff had stressed to the authorities the fact that the export 
surrender requirements no longer had any meaning given the extent of the 

\ exchange liberalisation, and had encouraged them to move away from them, the 
staff representative commented. Although an exporter was obligated to sur- 
render his earnings to the market, he was entitled to return to the banks 
the next day and purchase the foreign exchange for any purpose he desired. 
The authorities had expressed a preference for retaining export surrender 
requirements for the time being, but the staff had asked them to consider 
lifting them. 

In response to a question from Hr. Fernando, the staff representative 
said that, with respect to the maintenance of controls on capital transfers, 
the authorities had expressed their determination to try to free up the ex- 
change system completely, which should be possible once the exchange rate 
and interest rates were realistic. However, on the one hand, because the 
staff and the authorities entertained considerable concerns about the real- 
ism of the interest rate structure in the economy--and in particular, about 
an inadequate interest rate policy-- they feared that completely freeing cap- 
ital movements would lead to the hemorrhaging of capital out of the country. 
On the other hand, of course, the authorities wished to encourage capital 
inflows, which had traditionally been an important element of the balance of 
payments, moving over the years in reaction to the quality of the economfc 
policies. As policies strengthened, as the exchange rate became more rea- 
Nstic, and as the interest rate policy improved, it was to be hoped that 
substantial reflows of capital would occur. 

Hr. Shim&u made the following statement: 

It is encouraging to note that there have been positive de- 
velopments in the implementation of adjustment policies, such as 
the unification of the exchange rata and in the fiscal area. In 
addftion, I welcome the authorities' intention to initiate a Fund- 
monitored program in the latter part of this year as evidence of 
the authorities' willingness to cooperate with\ the Fund. 1 would 
stress the gmportance of reducing the budget deficit and the do- 
mestic borrowtng requirement-- and its monetizatlon--in the pro- 
gram. 

Like other speakers, I regret that there has been no progress 
at all in Sudan's payments to the Fund. It is disappointing that, 
since the last review in March, the authorities have paid far less 
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to the Fund than the obligations that fell due, thus increasing 
the total amount of the arrears. One may argue, therefore, that 
the authorities failed to observe the conditions set at the last 
Board meeting in terms of payments, and that the Board should 
decide to initiate procedures in accordance with the decision. 
However, in light of the positive developments in the policy 
field, I can go along with, the staff's recommendation not to 
initiate the procedures. 

The authorities argue that, because of the low level of for- 
eign assistance, they cannot afford to pay the full amount of 
their obligations. However, they should realfze that the nor- 
malization of relations with the Fund--by way of payments to the 
Fund--is the prerequisite for the release of aid by donors. In 
addition, stabilization of the level of overdue obligations to the 
Fund is absolutely necessary before,a rights accumulation program 
can be considered. In this connection, it is regrettable to learn 
that there has been a backtracking in the authorities' commitment. 
I support the proposed decisions. 

Mr. Ismael made the following statement: 

We are pleased to note from the latest staff report that an 
understanding has been reached with the Sudanese authorities on 
additional adjustment measures to broaden and strengthen the im- 
portant policy measures taken in the course of 1991/92. We are 
encouraged by the staff assessment that implementation of the 
additional policy measures would carry forward the policy reorien- 
tation introduced during the last year, and that the policy pro- 
gram adopted by Sudan could achieve its objectives. We share this 
assessment. 

However, as noted by the staff and other speakers, there are 
considerable risks for slippages to occur, thus, there is the need 
for the Sudanese authorities to adhere firmly to the agreed policy 
measures and to reinforce them, as necessary, in order to sustain 
their adjustment efforts. After the early difficulties, the 
Sudanese authorities have come a long way in addressing the deep- 
seated macroeconomic and structural imbalances confronting their 
economy. The road to financial equilibrium and sustainable growth 
will not be an easy one, and the authorities will need to be pa- 
tient in their efforts, and the proper coordination and sequencing 
of policies will be essential. In this regard, we agree that at 
this juncture, a high priority should be accorded to reducing in- 
flationary pressures in the economy and creating an environment 
that fosters private sector confidence and promotes private sector 
participation in economic activities. 
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Reducing the inflation rate to a level consistent with the 
medium-term objective will require implementation of tight fiscal 
and monetary policies to rein in domestic demand. In this con- 
text, the authorities' commitment to limit the Government's domes- 
tic borrowing requirement is noteworthy. Moreover, their inten- 
tion to introduce financial instruments bearing realistic interest 
rates is also welcome. 

I will not dwell any longer on the commendable and courageous 
measures taken by the authorities regarding the exchange system, 
pricing policies, and the rationalization of the budgetary pro- 
cess,: as others have done so already. In general, we share the 
staff's view that "the new policy undertakings represent a major 
reorientation of economic policy toward the correction of economic 
imbalances and the removal of structural bottlenecks." Like the 
staff, we are satisfied that Sudan is cooperating with the Fund 
with regard to policy implementation. 

Sudan's payments record to the Fund should be assessed 
against the very difficult circumstances facing Sudan. Indeed,' 
the external position continues to be under severe pressure, as 
export receipts declined further in 1991/92, while external assis- 
tance continued to contract. Moreover, the debt-service obliga- 
tions have risen to 300 percent of external current account re- 
ceipts in 1991/92. Nevertheless, in view of the actual payments 
to other creditors, we urge the Sudanese authorities to increase 
and maintain regular payments to the Fund. 

We are very much encouraged by Ambassador Abdallah's state- 
ment on the effort and commitment of the Sudanese authorities to 
reform their economy. Therefore, we support the proposed deci- 
sions, in particular the decision on the provision of technical 
assistance and on the review of the overdue financial obligations 
to the Fund. The latter decision provides enough time for the 
authorities to develop further their adjustment program. We 
encourage them to take advantage of the extension of the avail- 
ability of the rights approach to establish a good track record 
in or&r to enter soon into a rights accumulation program. 

Mr. Vegh made the following statement: 

I endorse the staff appraisal, and support the proposed deci- 
sions. This chair welcomes the recent reorientation of economic 
policies in Sudan, implying a shift away from interventionism and 
controls toward allowing a freer operation of market forces and 
expanding the role of the private sector. Particularly important 
are the actions taken in the areas of fiscal policy, price lib- 
eralization, investment deregulation, and the exchange system. 
However, in a subsistence economy heavily dependent on weather 
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conditions, suffering from a severe debt overhang, and with a high 
proportion of the population living in extreme poverty, these 
changes represent just the beginning of the path toward the reso- 
lution of the country's serious and deep-rooted problems. Conse- 
quently, more profound and comprehensive measures are needed to 
secure the success of any stabilization and reform effort. 

The most pressing policy challenge in the short run is the 
correction of the major macroeconomic imbalances, particularly in 
the public and external sectors. The accrued overall deficit of 
the Central Government is expected to be 26 percent of GDP during 
the present fiscal year. Correspondingly, the fiscal deficit 
would be 1.3 times greater than the total flow of expected reve- 
nues if full forgiveness of the public debt were granted and no 
interest service was performed. This clearly reflects the unsus- 
tainability of the present fiscal situation and its spillover 
effects into monetary policytand inflationary pressures. 

The improvement of the public finances requires a major 
effort in the mobilization of resources through the tax system, by 
improving tax administration and by imposing--or increasing--less 
distortionary taxes, such as sales and tangible wealth taxes. The 
latter seems particularly suitable for Sudan, gi.ven the predomi- 
nance of agricultural activities. Privatization of unprofitable 
public enterprises may also contribute to this purpose. On the 
expenditure side, it is critical to cut unproductive expenditures. 
The significant increase in budgeted defense outlays runs against 
this objective and, most important, has a huge social opportunity 
cost. Furthermore, subsidies to electricity a& water consumption 
are being kept. Given that these subsidies constitute a small 
proportion of total expenditures, they might be eliminated com- 
pletely, unless there are efficiency considerations against that. 
It might be noted that such subsidies mainly benefit the high- 
income groups, which are the largest users of these utilities. I 
would appreciate some comments from the staff on those points. 

The correction of the external imbalances requires the set- 
ting in place of an efficient structure of incentives through-- 
essentially-- the adjustment of relative prices of tradable goods. 
This has become crucial given Sudan's urgent need to improve 
rapidly its ability to service its ,foreign debt. At the same 
time, it is by now evident that it is impossible for Sudan to 
escape the "debt trap" without a substantial forgiveness of its 
foreign debt obligations. 

I share the disappointment expressed by other Directors-- 
particularly by Mrs. Krosby and Mr. Goos--about Sudan's payments 
performance to the Fund. We are indeed very fa; from the minimum 
target that has been established in other cases of stabilizing the 
volume of arrears. Furthermore, as Mr. Goos has suggested, the 
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situation has deteriorated since the Board's consideration in 
March 1992 of Sudan's overdue financial obligations to the Fund, 
and the commitment of the authorities today is less ambitious than 
that expressed on that occasion. The staff's explanation of this 
matter leaves me rather uneasy,- because it means that there is a 
lack of support from the governments of the major countries and 
other international institutions to help find a solution to 
Sudan's arrears problem with the Fund. This means that, in prac- 
tice, our status as preferred creditor is not recognized, and our 
risk exposure increases. I have referred to this problem in the 
context of financing assurances of Fund-supported programs in the 
Eastern European countries, where our institution is assuming the 
main burden regarding up-front financing, while the commitments of 
other international institutions and official bilateral donors are 
not fulfilled. This has a consequence of leading to a further 
deterioration in the quality of the Fund's portfolio. I call the 
attention of the Executive BoaId to this matter. 

Mr. Martinez-Alas stated that earlier in 1992, the Sudanese authorities 
had initiated a long-overdue process of adjustment. More recently, they had 
taken some additional measures aimed at arresting the sharp deterioration of 
the economy. Although those measures were steps in the right direction, the 
current situation and prospects were not yet totally satisfactory. He 
welcomed the authorities' intention to implement a comprehensive and far- 
reaching adjustment program in close consultation with the staff. He was 
confident that, upon the correction of the unsound economic policies that 
had been applied until recently, the Sudanese economy would begin on a long 
process of recovery. The road to steady growth and external viability was 
paved with painful and rather unpopular measures, but it would be in the 
best interests of the Sudanese people tL\ take them. He was glad to see that 
the Sudanese authorities understood the importance of implementing a com- 
prehensive economic adjustment program. 

Sudan's overdue obligations to the Fund were a matter of great concern, 
Mr. Martinez-Alas concluded. He regretted that the Sudanese authorities had 
made only a small payment on their overdue obligations. He urged the au- 
thorities to resume their payments on current maturities. In light of the 
efforts made by the Sudanese authorities, he could support the proposed 
decisions. 

Mr. Fridriksson made the following statement: 

It is now more than six years since Sudan was declared in- 
eligible to use Fund resources, and the arrears to the Fund have 
reached an extremely high level however they are assessed. 
Recently, there has been a change in the Sudanese authorities' 
attitude toward the Fund, and a number of important economic 
reform measures have been implemented. I note in particular the 
improvements in pricing policies and in the exchange .system, and 
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the elimination of most budget subsidies. My authorities very 
much welcome this development. I also welcome the information 
contained in Mr. Monyake's statement about the Government's 
intentions to intensify the adjustment effort, as well as the 
statement to the same effect by His Excellency the Ambassador. 

However, not much has changed as far as payments performance 
vis-a-vis-the Fund is concerned. Sudan continues to make only 
token payments to the F'und, whereas debt to a number of other 
multilateral creditors continues, by and large, to be serviced. 
Apparently, no significant change in this policy is envisaged in 
the near future, as the scheduled monthly payments to the Fund are 
far below what I would consider to be the minimum in the circum- 
stances. The Sudanese authorities' continued disregard for the 
Fund's preferred creditor status is unacceptable, and a substan- 
tial increase in payments to the Fund must be a prerequisite for 
the possible consideration of a rights accumulation program. 

Although they'are steps in the right direction, neither the 
policy measures already taken nor those envisaged for the near 
future are in themselves sufficient to qualify Sudan for a rights 
accumulation program. I strongly encourage the authorities to 
come to an agreement with the staff as quickly as possible on a 
monitoring arrangement that could lead to a more comprehensive 
pwg-, thus meeting the requirements of the rights approach 
within the time schedule envisaged in the paper on supplementary 
information. A rapid move toward a credible program is essential 
if external financial assistance is to be mobilized. 

I can support the proposed decision, including the provision 
for technical assistance. However, while the last sentence of 
paragraph 2 of the decision states that payments to the Fund 
sufficient to prevent the overdue obligations of Sudan from in- 
creasing further would be an essential element of a rights accu- 
mulation program, I would regard payments of that magnitude to be 
an absolute minimum requirement. 

Mr. Finaish made the following statement: 

During the Board's review of Sudan's arrears to the Fund five 
months ago, a number of Directors characterized the authorities' 
policy efforts and intentions as providing a glimmer of hope that 
the turnaround in Sudan had finally begun. We are heartened to ' 
see this glimmer brighten considerably since that time. By fol- 
lowing through on the policies they had initiated in late 1991 and 
early 1992, and by showing readiness to adopt further difficult 
measures when needed--as they have done recently--the authorities 
have demonstrated their commitment to the corrective course they 
have charted, and which Sudan badly needs. For this, the 
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authorities deserve our full commendation. We also commend the 
staff for its dedicated and constructive efforts. Of course, 
there should be no illusions about the long and difficult road 
ahead, given the depth of Sudan's economic decline over the past 
decade. Indeed, it is important to guard against unrealistic 
expectations about the impact of corrective,measures, at least in 
the short term. By the same token, there are indications that 
the liberalization measures, including in the exchange system, 
pricing, and other areas, have already begun to infIuence economic 
performance positively. The hope is that policy reform and con- 
fidence rebuilding will reinforce each other in a virtuous circle, 
thus accelerating the pace of economic recovery. 

There is no doubt that a strengthening of the fiscal position 
is crucial if the authorities are to succeed in bringing 'down the 
rate of inflation. This is particularly so given the liberaliza- 
tion of the exchange market and the need to have positive rates of 
return on Sudanese pound deposits,. We are therefore pleased to 
note the staff assessment that the authorities' fiscal target for 
1992/93 can indeed be achieved on the basis of measures recently 
adopted. We welcome in particular the authorities' intention to 
limit expenditures to 80 percent of budgeted levels in the first 
half of the fiscal year, in an effort to reduce the borrowing re- 
quirement below the ceiling of 36.8 percent of the beginning money 
stock. The planned midyear reassessment of the fiscal position is 
important, especially in light of the experience of the last fis- 
cal year, where the implications of exchange rate and pricing mea- 
sures do not seem to have been taken fully into account. 

With respect to monetary policy, the staff has emphasized 
the need to have positive rates of return on financial assets. A 
strict implementation of fiscal adjustment should go a long way in 
achieving.this objective, by bringing the rate of inflation down. 
But the excess liquidity in the banking system is also a problem 

' that needs to be addressed if macroeconomic stabilization is to 
succeed. More generally, reform of the financial sector and the 
interest rate structure deserves emphasis. In this regard, we 
have noted the authorities' request for Fund technical assistance 
to help in the establishment of a market for debt instruments. We 
believe that the Fund should respond positively to this request, 
as well as to the request for assistance in the area of exchange 
reform. 

Although the staff has not been able to provide medium-term 
balance of payments projections given the many uncertainties that 
still exist, there is no doubt that Sudan's external position will 
continue to be very weak for a long time to come. While the posi- 
tive effect of reform on the external position will materialize 
only gradually, it is likely that in the short run, the balance 
of payments may actually weaken as a result of some of the 
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liberalization measures. It is therefore important that the 
/ design and sequencing of policies take fully into account the 

impact on the external position, as well as on the fiscal posi- 
tion. 

Regarding the issue of Sudan's arrears to the Fund and the 
Fund's role in Sudan in the period ahead, we can generally endorse 
the main elements of the approach proposed by the staff, namely, 
to have a staff mission proceed very shortly to Sudan to agree 
with the authorities on the targets and benchmarks of a transi- 
tional program for the remainder of the year to be monitored by 
the staff. This could be achieved rather quickly in light of the 
information and assessment provided in the supplement. The Fund 
would also provide Sudan with the requested technical assistance 
in the areas of exchange reform and the development of domestic 
debt instruments. The Fund should stand ready to provide techni- 
cal assistance in other areas as well, if the need arises. The 
Fund should also help the authorities formulate a medium-term 
adjustment and reform plan which could form the basis for a rights 
accumulation program perhaps in the first half of next year, and 
assist in catalyzing the financing requirement under such a 
program. 

In addition to the financing plan which needs to be worked 
out under a rights accumulation framework, and which will clearly 
require enormous and imaginative efforts, a more immediate ques- 
tion relates to the financing needs in the interim period. The. 
availability of external support will not only affect the author- 
ities' ability to sustain--and, indeed, to strengthen--their poli- 
cies, but would also help Sudan increase its payments to the Fund 
beyond the planned amounts. The question is whether the Fund can 
play a catalyzing role at this stage. I believe that the answer 
is *yes.- A public endorsement by the Fund of the authorities' 
efforts, as Hr. Monyake has noted, would help to catalyze the 
much-needed assistance, while creating a favorable political 
environment for further reform within the country itself. I 
understood this to emphasize the importance of such a public 
endorsement for the authorities inside the country itself, because 
reform and the taking of difficult measures sometimes are not 
supported by everyone. A public statement would strengthen the 
hand of those who are willing to take difficult measures in 
Khartoum. 

His Excellency Ambassador Abdallah and Mr. Monyake have 
suggested that the declaratfon of noncooperation be lifted. In 
terms of policies and performance, I believe that there is a good 
justification for such an action. However, to the extent that 
some Directors may consider Sudan's payments record as precluding 
the lifting of the declaration of noncooperation, the positive 
turn in relations between Sudan and the Fund should at least be 
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given as much publicity as possible. The Board's decision which 
will be taken today can be considered as providing such publicity, 
but I believe that it would also be useful for management to com- 
municate directly to the Governors of the Fund, collectively or 
selectively, as well as with the heads of relevant inte'rnational 
and regional organizations, to brief them on developments with 
respect to Sudan. 

The Sudanese authorities have a long and difficult road 
before them. In their recent actions, they have demonstrated 
their recognition of what needs to be done, and the courage to do 
it. We encourage them to persist on their corrective course, and 
we hope that the domestic and external circumstances of Sudan in 
the period ahead will be conducive to further progress. 

Regarding the proposed decision on arrears, I suggest a small 
addition to paragraph 3. At the end of the second sentence, and 
after the phrase n . . . comprehensive adjustment program,' we would 
replace the period with a comma and add *... that could form the 
basis for a rights accumulation arrangement." 

Hr. Wei made the following statement: 

The Sudanese authorities have continued to implement a com- 
prehensive adjustment program since the Board reviewed Sudan's 
overdue financial obligations to the Fund in early March 1992. 
The authorities have adopted a number of bold policy changes which 
demonstrated their determination and firm commitment to address 
the economic problems of the country. The important policy ini- 
tiatives included the adoption of a free float for the Sudanese 
pound in the context of the unification of the exchange rate 
system, the abolishment of all price controls for all goods and 
services, and the elimination of subsidies for bread and sugar. 
The authorities did all this under very difficult circumstances-- 
severe drought, a decrease in export earnings because of the un- 
favorable terms of trade, and the sharp fall in external assis- 
tance. We are pleased to note that these policies have begun to 
bear fruit, and that the country achieved real output growth of 
9.6 percent for 1991/92--remarkable when compared with that of 
many other African countries. We are in broad agreement with the 
staff's appraisal. 

We urge the authorities to stand firm with regard to the 
policy measures included in the current adjustment, program. On 
fiscal policies, strict control of expenditures should be main- 
tained in or&r to keep the Government's domestic borrowing 
requirement within the target. Meanwhile, the authorities are 
encouraged to adopt enhanced measures on revenue mobilization. On 
monetary policies, the authorities should emphasize a comprehen- 
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sive reform of the financial sector.' The central bank should make 
every effort toward the eventual lifting of the present credit 
restrictions, and the utilization of indirect instruments to 
control the money supply. The authorities should continue to 
implement a tight financial policy to reduce the inflation rate, 
which is very high at present. 

We fully understand that the country is confronted with 
serious economic problems, which it is impossible for the author- 
ities to address in a shrt period of time. Instead, they should 
be addressed in a long-term strategy. In this regard, it is very 
important that the authorities be encouraged to cooperate closely 
with the Fund in the design of the broad ten-year program which fs 
to succeed the present three-year National Salvation Program. 

The Sudanese authorities have strongly committed themselves 
to the adjustment efforts, and they are doing what they can to pay 
the overdue obligations to the Pund. Although the payments they 
have made are small in the total amount, the Government reaffirms 
that it would honor all its overdue obligations to the Fund. What 
the authorities are requesting is a realistic period of time in 
which they will be able to increase their payment through a Fund- 
supported program. Therefore, we support the proposed decisions, 
and strongly urge the resumption of the Fund's technical assis- 
tanceto the country. I also associate myself with the proposals 
of Messrs. Finaish and Coos regarding the publicizing of the 
efforts,of the Sudanese authorities to adjust the economy. Such 
publicizing would be beneficial for both the Fund and Sudan. 

Hr. grader made the following statement: 

Since our meeting in March 1992, the Government has formu- 
lated a set of macroeconemic policy actions aimed at durably 
reducing inflation, beginning with a major fiscal adjustment 
supported by tighter monetary policies and a deepening of Sudan's 
domestic financial markets. This program is consistent with the 
authorities' policies aimed at the correction of imbalances and 
the removal of structural bottlenecks. The targeted borrowing 
requirement in the 1992/93 budget program seems ambitious, partic- 
ularly with respect to inflation. I agree with the staff that it 
Is time to reduoe inflationary pressures, but I would also like to 
stress the importance of ensuring the attainability of the budget 
targets by promptly implementing well-prepared measures in the 
complementary areas of fiscal, monetary, and incomes policy,. which 
would be aimed at mobilizing revenues, rationalizing expenditures, 
eliminating subsidies, and terminating financial support to public 
enterprises. 
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From a review of the present initiatives and nev information 
on plans for additional adjustment measures, it appears that the 
authorities have covered all the elements needing priority attert- 
tion. These policies, aimed at significantly reducing inflation 
and reforming the exchange system, follow the Fund's usual recom- 
mendations for countries following stabilization programs. 

We therefore support the proposed decision, to the effect 
that the adopted and planned measures make it unnecessary at 
present to press forward with the procedures leading to Sudan's 
compulsory withdrawal. We also support the Sudanese authorities' 
request for technical assistance and the staff's plan for infor- 
mally monitoring Sudan's macroeconomic policies and payments 
performance vis-A-vis the F'und in the first half of the present 
fiscal year. Both the technical assistance and the monitoring 
process will sustain and'reinforce the authorities' adjustment 
efforts and help Sudan to begin to establish a track record, 
correct its financial and external imbalances, and eUminate 
structural weaknesses. 

Although the targeted domestic borrowing reqtirement of 
the Government in the 1992/93 budget is broadly consistent with 
present revenue and expenditure estimates--and, if attained, d' 
should generate the positive expectations needed to carry Sudan 
through the anti-InflatLon efforts of coming years--X have doubts 
about whether it can be achieved this year, given the state of 
policy preparation, the absence of external economic assistance, 
and the present need for Sudan to obtain a growing share of its 
o,il imports through commercial channels. 

The targeted reduction in the Government's borrowing re- 
quirement fn 1992 depends critically on the success of several 
major revenue initiatives. Spending restraint seems limited to 
preventing the GDP share of public spending from exceedfng its 
high level of 1992. Since the tax acceleration is a one-time-only 
measure, the durability of the revenue gain is questionable, un- 
less comprehensive reforms are quickly initiated in the areas of 
tax administration and the collection of existing tax liabilities. 
The reforms must be comprehensive, since a piecemeal approach will 
simply add to the system's inefficiencies, rather than resolve its 
fundamental problems of tax inequity, skewed resource allocation, 
and financial market distortions. 

In general, the 1992/93 government borrowing requirement 
target seems exposed to two important uncertainties. First, 
,neither the projected revenues from direct taxes--in particular, 
income taxes--nor the nontax revenues from the sales of capital 
assets are likely to materialize particularly swiftly, and thus 
they vi11 probably fall well short of expectations. Would the 
staff care to comment on this issue? Second, the difficulties of 
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curbing inflation's momentum during a period of price decontrol, 
sharp upward adjustments of administered prices, and exchange rate 
adjustments, suggests that inflation will not slow down as quickly 
as the authorities expect. This, in turn, will put pressures on 
public spending. 

We stron&y urge the authoritiee to anticipate these fiscal 
problems and to take early corrective action. We also strongly 
urge the authorfties to introduce government securities with 
market-related rates of return, a move, which would go a long way 

toward breaking down inflationary expectations. 

While we recognize their fundamental changes in economic 
policy, we must take exception to the Sudanese authorities' 
present payments policy toward the Fund--which is simply unac- 
ceptable. Therefore, we must insist that any consideration of a 
rights accumulation program or any public indication that such 
consideration is imminent would be premature. Given the great 
changes that have taken place in the world in recent years, and 
the country's need to obtain assistance from external donors, 
Sudan would have been forced to change its economic policies even 
if there had been no problem with the Fund concerning payments. 
We ought not to consider the present changes in economic policy aa 
a concession to the Pund that is sufficient to compensate for 
Sudan's unacceptable payments record. 

Kr. Goes c omatented that his proposition was that the Fund recognize. 
publicly the adjustment efforts and reorientation of the economic policy 
stance of the Sudanese authorities under difficult circumstances. However, 
he would not wish to suggest that those efforts were in themselves suf- 
ficient to allow the Rand to offer Sudan a rights accumulation program, as 
the Sudanese authorities had not yet fulfilled the requirements for satis- 
factory cooperation with the Fund. In its public announcement, the Fund 
could specify what the next steps would be that could lead to the ,adoption 
of a rights accumulation program. 

Hr. Prader said that he could accept Mr. Goes's proposal, provided that 
the public announcement made it clear that Sudan's payments performance 
vis-B-vis the Fund was unacceptable. 

Hr. Hirakhor said that he 'could see no reason to object to the Fund's 
making a public pronouncement on the progress made by the authorities. He 
believed that there was a precedent for such a step, and that the inter- 
national community ought to be informed of what had been achieved. 

Hr. Knight made the following statement: 

We can join others in welcoming the range of policy initia- 
tives that have either been undertaken or are proposed to be taken 
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by Sudan over the next fear months. If fully implemented, they 
" suggest that the authorities may now be serious about digging the 

economy out of its very deep hole. 

The policy efforts required during the proposed four-month 
monitoring period are necessarily demanding. We hope that the 
authorities will endeavor not only to meet them, but to go beyond 
the initial understandings. If that occurs, the authorities might 
then be in a position to work out with the staff a comprehensive 
medium-term program aimed at bringing about eventual economic 
recovery. 

As the staff report notes, and as other speakers have empha- 
sized, the list of areas for reform is a very long one. It is 
evident that Sudan needs a fundamental change in its entire eco- 
nomic management approach. It needs to renounce its interven- 
tionist philasophy. It needs to scale back the omnipresent public 
sector and promote the development of private enterprise. It 
needs to embrace fiscal discipline, the lack of which has been the 
major cause of economic destabilization. It also needs to develop 
an effective monetary policy embodying positive real interest 
rates. 

Waving said this, we also recognize that the task facing the 
authorities is such that the Fund should be prepared to provide 
the necessary technical assistance to ensure the best possible 
chance of rehabilitation now that the authorities have expressed a 
commitment in that direction. 

On the question of arrears, I listened carefully to the com- 
ments by Ambassador Abdallah and the staff representative, but 
would like to pursue one particular point. 

At the Board discussion on Sudan in March of this year, I 
raised questions about the nature of collaboration between the 
Fund and the Rank on payment of arrears. It seemed quite inap- 
propriate to me that Sudan should be current with the World Bank, 
while being so persistently in arrears with the Fund that we were 
serioc4y contemplating an end to Sudan's Fund membership--a step 
that would pr'esumably also affect its membership of the Bank. 

That situation appears to have changed very little since 
March. According to Appendix III of the staff report, Bank dis- 
bursements over the next two years are expected to total $120 miI- 
lion while, under the repayment arrangements now proposed, a.total 
of $6 million is to be repaid to the Fund over the next 12 months, 
with no undertakings beyond that. I have two specific questions 
directed to the Bank as well as to the Fund, and I would be glad 
to hear from the Bank representative present. 
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First, have there been discussions wfth the World Bank on 
this matter, and if so, does the Bank consfder its pattern of 
planned disbursements to be appropriate to a country the kind 
membership of which is threatened through nonpayment of arrears? 

Second, bearing in mind the codependent membership and the 
mutual obligations imposed by the Bank/Fund agreement on collab- 
oration, can I ask what action, if any, the Bank has taken to 
secure repayment of Sudan's arrears to the Fund? 

Ms. Lindsay-Nanton made the following statement: 

At the last Board review in Harch 1992, this chair was 
emphatic in stating that, based on an assessment of the facts 
presented, Sudan had not attained the crit%cal mass of measures 
needed to change its status from one of noncooperation to coop- 
eration wfth the Fund. Moreover, we believed that the package of 
measures adopted by the authorities, while representing a change 
of attitude, fell short of the comprehensive program of economic 
and financial reforms needed to bring about economfc adjustment in 
the context of Sudan. 

Today, there is some basis on which to embark on a process of 
normalization of relations between Sudan.and the Fund, in view of 
the policy actions taken since the last review and the new under- 
standings that have been reached between the staff and the author- 
ities--which I welcome. 

Horeover, I would like in particular to commend the staff for 
its perseverance and diligence in maintaining that dialogue, which 
has proven to be productive and which has brought us to where we 
are today. 

Havfng said this, however, the risks in the circuznstmces of 
Sudan remain high. Moreover, while one welcomes the recent re- 
orientation of economic policies, the economic measures adopted 
since the last review, and the authorities' intention to implement 
further adjustment measures, one cannot help but express regret 
over the authorfties' failure to settle their overdue financial 
obligations to the Fund, on which so much now depends, in a timely 
manner. 

The staff is correct in emphasising that the Government's 
policfes at this time should aim at reducing inflation, encour- 
aging adequate incentives for the tradables sector, and creating a 
climate conducive to private sector confidence and inftiative. 

One welcomes the improved fiscal outlook for 1992/93 as pre- 
sented in the staff supplement, compared with that projected at 
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the time of the last Board review. We nonetheless concur with the 
staff that, if inflation is to be brought down much more quickly, 
the Government's recourse to the banking system would have to be 
curtailed beyond the targeted LSd 34 billion. We therefore en- 
dorse the staff's call for additional budgetary measures in order 
to strengthen fiscal consolidation further. 

In this regard, one welcomes the recent adjustments in rela- 
tive prices and :;tion on the #art of the authorities to bring 
domestic oil prices to world market levels, which have contributed 
to the elimination of all budgetary subsidies other than for 
public utilities. 

There is a clear need for decisive action as regards monetary 
policy. The introduction of more realistic rates of return and 
charge on financial instruments is imperative if the financial 
system is to be strengthened. We therefore welcome the author- 
ities' commitment to introduce government securities with realis- 
tic rates of return by year-end at the latest. The authoritfes' 
intention to seek technical assistance with a view to rehabili- 
tating the banking sector is appropriate, and should be proceeded 
with as soon as possible. 

The additicnal steps taken by the authorities to liberalize 
the exchange system early in June are in the right direction, as 
is the authorities' intention to move toward a more market-based 
system for determination of the exchange rate. 

While the recent wide-ranging economic reforms and the fur- 
ther new policy undertakfngs could only lead to a correction of 
economic imbalances and the removal of structural bottlenecks that 
have characterized the Sudanese economy for quite some time now, 
we continue to remain troubled by the authorities' payments par- 
formance to the Fund. 

Admittedly, the continuation of the weaknesstys in the balance 
of payments for a number of years, due in part to poor export 
performance, and the diminution of external assistance, have put 
extreme pressure on external reserT9es and have led to a further 
buildup of external debt payments arrears. Indeed, we have some 
sympathy for the authorities in seeking to ensure a minimum flow 
of financing from other creditors for the purchase of essential 
commodities in order to keep the economy functioning at a minimum 
level. However, although we welcome the recent payment made by 
the authorities last Friday, we are distressed that Sudan's pay- 
ments fall far short of its overdue obligations to the Fund. 
Furthermore, we view the planned increase in payments on a monthly 
basis to total at least $6 million in 1992/93 as unsatisfactory, 
as overdue obligations will still continue to rise if payments are 
limited to this amount--and this despite the relfef provided by 
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the termination of special charges in the General Resources 
Account for members with protracted arrears. 

The staff has demonstrated in Scenario 8, Table 2 of the 
staff report that a further strengthening of policies--partic- 
ularly in respect of fiscal action and additional measures to 
improve the functioning of the exchange system--could go quite a 
way to strengthening the balance of payments and assisting in the 
accumulation of reserves. I would therefore want to stress the 
importance for the authorities of adopting these additional mea- 
sures , not only for strengthening the external account and re- 
establishing good relations with other creditors, but also in 
order for Sudan's payments to attain a level sufficient to prevent 
overdue obligations from increasing further--which is essential in 
view of the possible rights accumulation program, and if the 
declaration of noncooperation with the Fund is to be lifted. 

At present, we believe that an informal monitoring arrange- 
ment is appropriate in view of the authorities' efforts toward 
furthering the normalization of relations with the Fund. Further- 
more, such an arrangement would offer the Sudanese authorities an 
opportunity to establfsh a track record of policy implementation 
and performance, and help to improve the credibility of the re- 
cently adopted measures. In addition, the technical assistance 
being sought by the authorities, aimed at strengthening the fi- 
nancial sector and the exchange system, is justifiable, if Sudan 
is to arrive at a comprehensive adjustment program, and if the 
momentum of reforms undertaken thus far is to be maintained. 

A start has been made by the'sudanese authorities in laying 
the basis for a comprehensive reform program, and thus initiating 
the process of normalization of relations with the Fund. However, 
this is only a start, as the distinguished Ambassador has cor- 
rectly pointed out. The true test of the authorities' commitment 
to lasting economic adjustment will only be apparent when the 
addftional policy actions are carried forward and the increase 
in overdue obligations to the Fund is stemmed. I can support the 
proposed decisions. 

Mr. Meron made the following statement: 

Like others, we welcome this staff report for the Artfcle IV 
consultation, which shows that the Sudanese authorities have had a 
change of heart with respect to Fund surveillance and their oWn 
cooperation with Fund staff. At the same time, the report shows 
to what extent the Sudanese econozry has been shackled through 
years of interventionism and control. In fact, much of the fnsti- 
tutional framework for the operation of a market economy--such as 
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a properly functioning financial system--does not exist, and needs 
to be established. , 

We are pleased to note that following a second round of talks 
with the Sudanese authorities which took place in Washington 
earlier this month, the staff now believes that the "targeted 
borrowing requirement in the 1992/93 budget is realistic and 
attainable and . . . is consistent with the authorities' goal of 
achieving a significant reduction in inflation during the period." 
We note, however, that, as in its earlier appraisal, the staff 
recommends that the government borrowing requirement be further 
reduced to 25 percent of opening money stock, as compared with the 
37 percent contained in the budget. 

However, there has been no sign of change regarding Sudan's 
resumption of payments of obligations falling due to the Fund. 
Payments made to the Fund since the last review are only a very 
small fraction of obligations falling due. The additional payment 
that the staff announced at the beginning of this meeting is 
disappointing, and falls short of what the authorities had indi- 
cated during the discussions with the staff. Moreover, in con- 
trast with Sudan's payment record to the Fund, Sudan has remained 
current in its payments to the World Bank, and has been making 
substantial payments to other international financial institu- 
tions. 

Nonetheless, given the new c.ircumstances, we could go along 
with the draft decision, and we support in particular the proposal 
to renew technical assistance to Sudan--a decision that should 
signal to the Sudanese authorities that the Fund is taking them at 
their word. 

The staff representative from the Middle Eastern Department stated that 
the staff had had discussions with the World Bank on the particular cir- 
cumstances of Sudan's making of payments to the Bank but not to the Fund. 
The staff had benefited considerably from the Bank's support, both +.XI its 
'discussions and in its missions to Khartoum. A broad policy framework had 
been laid down for the Fund and the Bank in handling each other's arrears 
cases, and it had been his understanding that the Bank had not breached 
them. The Bank had made no new commitments to Sudan over the previous few 
years, with the exception-- in consultation with the Fund, and as reported to 
the Fund Board--of one drought recovery project that had been agreed in the 
summer of 1991‘, at the height of the food crisis. Moreover, the Bank had 
reiterated to the authorities the vital importance, both for Sudan and for 
its relationship with the Bank, of moving forward in resolving fts arrears 
to the Fund. The Bank had downscaled its resident representative office in 
Ehartoum partly in reaction to Sudan's arrears situation. It was expected 
that the Bank would appoint a new resident representative to Khartoum once 
the monitoring arrangement with the Fund had been agreed. 
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Mr. Knight commented that he recalled that the provisions on Bank/Fund 
collaboration specified particular actions that one of the institutions 
should take if a country's financial obligations to the other institution 
were not discharged. 

The staff representative from the Policy Development and Review Depart- 
ment stated that the Fund staff had received the complete cooperation of the 
Bank staff in the case of Sudan. The Bank continued to make disbursements 
in the case of Sudan because the legal documentation underlying the relevant 
loans did not permit the Bank to suspend disbursements unless certain condi- 
tions related to overdues to the Bank were to occur, or related to nonper- 
formance of project implementation and adherence to Bank procedures. The 
disbursements in question had all been for investment-type loans or proj- 
ects, and not for policy-based lending. The Bank had also scaled back its 
operations in Sudan in reflection of the Fund's adoption of further remedial 
measures, by withdrawing its resident representative and making no new loan 
commitments except for humanitarian assistance. In his‘ view, the Bank had 
acted fully in accordance with the principles of Bank/Fund collaboration. 

The staff representative from the World Bank stated that Sudan was a 
member in good standing with the World Bank. Sudan's project implementation 
had improved, so the Bank had continued to disburse against previous obli- 
gations. The Bank staff had worked closely with the Fund during the period 
of Sudan's arrears to the Fund, and the necessity of resuming a cooperative 
relationship with the Fund had been a major element of the Bank's dialogue 
with the Government. The Bank would consider a monitoring arrangement 
agreed between Sudan and the Fund as a satisfactory macroeconomic basis for 
resuming some new investment lending, most likely in the agriculture sector. 

Ambassador Abdallah stated that the relatively small amount of the 
payments that Sudan could make to the Fund was not an indication that the 
authorities disregarded the importance of payments to the Fund. The authl r- 
ities recognized that the payments represented only a token amount, but the 
situation in Sudan simply d$d not permit payments that were higher. To make 
a commitment to do any.more would be to make a promise that the authorities 
knew they would not be able to keep. 

Most of the policies that had been put in place were intended to en- 
courage production in, and the productivity bf, the agriculture sector, 
which was the key sector in Sudan, the Ambassador pointed out. The result 
had been an encouraging rate of growth in the agriculture sector in the 
previous year. It had been essential to extend short-term credits to the 
sector in order to pay for the investments needed to increase agricultural 
production and thereby, exports and foreign earnings. The Government had 
therefore been unable to meet all of its arrears. 

Even if Sudan stopped paying the estimated $26 million due to the World 
Bank, the African Development Bank, and the OPEC Fund for International 
Development in fiscal year 1992/93, and paid it to the Fund, not only would 
Sudan still remain far behind in meeting its obligations, but it would be 



- 43 - EBM/92/100 - 8/3/92 

unable to finance the agricultural inputs and other imports that were key to 
a minimum level of economic viability, the Ambassador stressed. Moreover, 
aside from the organizations he had just mentioned, Sudan was receiving no 
external financial assistance. The authorities believed that their only 
course at present was to pour investment into the agriculture sector, in the 
hopes of stimulating agricultural production and growth in the rest of the 
economy as well. 

If Sudan's exports --and thus its foreign receipts--increased, and if 
some external assistance were forthcoming, then the authorities would be 
committed to increasing their payments to the Fund,.the Ambassador stated. 
The likelihood of that occurring should be known later in the year. The 
authorities were willing to repay the Fund, but they depended upon the 
ingenuity and imagination of the ,,Fund's staff, working together with them, 
to help them resolve the serious problems that confronted the country. In 
that connection, he wished to thank the staff for its diligent and outstand- 
ing efforts on Sudan's behalf. The ruthorities would work closely and coop- 
eratively with the staff with a view CO meeting the targets agreed under the 
monitored arrangement. 

The authorities would take the critical comments that Directors had 
made very seriously, and they realized that those comments were meant to be 
constructive, the Ambassador concluded. He would like to urge the Fund to 
share its findings on the economic progress and prospects for Sudanwith its 
sister organizations in the international financial community and with pro- 
spective donors, and in that connection, he would welcome any public dis- 
closure or endorsement. The fact that Sudan had not been cooperating with 
the Cund in the past had been communicated to the Governors and to the 
international community at that time; now that Sudan had reoriented its 
policies and was taking steps to cooperate with the Fund, he hoped that 
those facts would likewise be communicated to the international community. 
Moreover, such a public endorsement would help those in the Government who 
were leading the drastic and unprecedented actions that were the first steps 
in a process of effecting a positive reorientation of the economy and the 
re-establishment of fruitful and mutually beneficial relations with the 
international financial community. 

Mr. Monyake stated that he wished t? thank speakers fo; recognizing the 
many positive achievements of the Sudanese authorities, and for having pro- 
vided encouragement to them to persevere on the long and arduous road of 
economic reorientationd In a case like that of Sudan, taking into account 
the earlier bleak economic prospects and the long hiatus in performance and 
economic management, there was a great benefit--especially from the psy- 
chological point of.view-- in stressing the positive aspects of what had been 
achieved, even though it was clear that much more remained to be done. The 
Sudan had made commendable progress even in the absence of outside assis- 
tance. .. 

He hoped that management and staff would work toward finding a solution 
to the problems of Sudan's arrears, given the reasons the Ambassador had 
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outlined so eloquently as to why Sudanhad not found itself in a position to 
pay, Mr. Monyake observed. Perhaps special donsideration could be given to 
a program or mechanism under which Sudan might be able to make substantive 
payments to the Fund in the near future,. including,. inter alia, through 
meaningful external financial'flows to .Sudan. 

He would suggest that paragraph 2 of the draft decision on overdue 
financial obligations be amended so as to omit the words "...and prompt...," 
as it was clear from the staff's analysis that prompt payment, albeit desir- 
able, was impossible in Sudan's circumstances, Mr. Monyake concluded. He 
would also go along with Mr. Finaish's proposed amendment. Finally, he 
hoped that the Fund would not move in the direction of becoming the debt 
collector for the debts of other institutions. If the World Bank were to be 
asked to collect debt due to the Fund, the next step would be for the World 
Bank to ask the Fund to collect debt, due to the World Bank; he believed that 
there was a danger in such reciprocity. 

Mr. Knight stated that his understanding was that the agreement on 
Bank/Fund collaboration provided'for the collection of debts owed one orga- 
nization by the other organization-- in fact, reciprocal debt collection. 

The Acting Chairman made the following summing up: 

Executive Directors welcomed the wide range of economic and 
financial measures adopted by the Sudanese authorities since the 
last consultation. It was noted that the emphasis of the recent 
reforms was on liberalizing the economy and enhancing the role of 
the private sector, and thus marked a much-needed reorientation of 
policies. Notwithstanding the positive character of-the recent 
measures, Directors believed that those actions had to be viewed 
in the context of the enormous. adjustment challenges confronting 
the authorities. From that perspective, it was stressed that firm 
and sustained implementation of the recent reforms, combined with 
a broadening and strengthening of the adjustment strategy over a 
number of years, would be essential for restoring confidence, 
redressing the very large domestic and external imbalances, and 
building a basis for an eventual normalization of Sudan's rela- 
tions with the Fund. At the same time, Directors expressed dis- 
appointment with Sudan's poor record of payments to the Fund. 

For the immediate future, Directors saw a compelling need for 
strong and supportive financial policies as a means of under- 
pinning the recent introduction of economy-wide market pricing, 
the liberalization of the exchange and trade regime, and the 
movement toward a more market-determined and realistic exchange 
rate. In that regard, Directors recognized that the budget had 
become more transparent and that a significant improvement in the 
underlying fiscal position had been achieved. Nevertheless, in- 
flation was likely to remain high. Hence, Directors urged Sudan 
to take additional measures to strengthen fiscal revenues. and 
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contain expenditures--including, in the view of some speakers, 
cuts in the unsustainably high level of military outlays--and 
to tighten control over other current expenditures. Directors 
stressed the importance of reducing the Government's prospective 
borrowing requirement in order to achieve a more rapid improvement 
in price performance. 

Directors also.emphasized the importance of the authorities' 
plans to introduce government securities carrying realistic rates 
of return as a supplementary means financing the budget deficit 
and to signal the Government's commitment to increased rates of 
return and charge. More realistic'rates of return and charge to 
reflect the underlying inflation rates were seen as taking on 
greater urgency in view of the lifting of controls and restrict 
tions on most current and capital transactions, and given the need 
for Sudan to attract and retain capital. 

There was a broad consensus among speakers that the'recent 
encouraging policy reorientation should be broadened and strength- 
ened to become a comprehensive and mutually reinforcing set of 
policies developed in a medium-term context and implemented in a 
sustained.manner. This would involve, inter alia, the abolition 
of.remaining internal controls and features of a command economy.' 
Fiscal policy would need to play a key role in reducing inflation- 
ary pressures and easing the external constraints, and would need 
to involve a significant cutback in the role of the government 
sector. The financial sector was in urgent need of reform to 
facilitate efficient financial intermediation and to make it 

,possible for the authorities to conduct an effective monetary 
policy. 

Directors considered'that Sudan's payments performance con- 
tinued to be poor. Moreover, present prospects regarding payments 
to the Fund over the coming 12 months implied that payments would 
continue to fall well short of obligations falling due. Accord- 
insly, most speakers urged Sudan to increase its proposed payments 
to the Fund to a level sufficient to prevent overdue obligations 
from increasing further; it was stressed that the latter would 
constitute an essential element of a possible rights accumulation 
program. 

Directors'welcomed the intention of the staff to move expe- 
ditiously to set up, in consultation with the Sudanese author- 
ities, a framework for monitoring informally Sudan's macroeconomic 
policies and payments performance vis-a-vis the Fund in the first 
half of Sudan's current fiscal year (July-December 1992). Such an 
arrangement was seen as offering Sudan the opportunity to begin 
establishing a track record of policy implementation and payments 
performance, while allowing the time necessary to put in place the 
structural and enstitutional reforms needed to form part of a 
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comprehensive medium-term-oriented progrkm that could pave the way 
to a possible rights accumulation program, as well as to the re- 
sumption of external assistance at higher levels. Directors con- 
sidered that the provision of technical assistance by the Fund to 
Sudan in support of the authorities' adjustment efforts would be 
both appropriate and supportive of an eventual regularization of 
Sudan's relations with the Fund. It was expected that the next 
Article IV consultation with Sudan would be held on the standard 
12-month cycle. 

The Executive Directors,,took the following decision: 

1. The Fund takes this decision relating to Sudan's 
exchange measures subject to Article VIII, Sections 2(a) and 3, 
and in concluding the 1992 Article XIV consultation with Sudan, in, 
the light of the 1992 Article IV consultation with Sudan conducted 
under Decision No. 5392-(77/63), adopted April 29, 1977, as 
amended (Surveillance over Exchange Rate Policies). 

2. Sudan maintains a restriction on payments and transfers 
for current international transactions as described in SM/92/130, 
in accordance with Article XIV, Section 2. In addition, Sudan 
retains restrictions on payments and transfers for current inter- 
national transactions, including those evidenced by external pay- 
ments arrears and bilateral payments agreements, that are subject 
to Fund approval under Article VIII, Section 2(a), as well as 
multiple currency practices subject to approval under Arti- 
cle VIII, Section 3. 

3. The Fund welcomes the unification of Sudan's official 
and commercial bank exchange markets. The Fund urges the au- 
thoriti.es to eliminate the above-stated restrictions and multiple 
currency practices and to terminate the bilateral payments agree- 
ment with a Fund member, as soon as possible. 

Decision No. 10104-(92/100), adopted 
August 3, 1992 

The Executive Directors then considered the proposed decision on the 
overdue financial obligations. \ 

Mr. Goos stated that, with respect to the suggestion from Mr. Monyake 
to remove the reference in the second paragraph of the proposed decision to 
the prompt payment of arrears to the Fund by Sudan, he would hesjtate to 
weaken the message regarding repaying the Fund, even though--in Sudan's 
case--such prompt repayment was unlikely. 

Mrs. Krosby said that she agreed with Mr. Goos. Moreover, in order to 
highlight the positive, it was some&es necessary to mention the negative-- 
which was what the formulation of that paragraph as proposed by the staff 
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had done, in her view. The reference to the need to repay the Fund promptly 
should therefore be retained. 

Mr. Wright and Mr. Vegh said that they agreed with Mrs. Krosby and 
Mr. Goos. 

Mr. Vegh said that, on a related issue, he believed that the Fund 
should not provide any public indication of its support for the authorities' 
measures and policies, without at the same time remarking on the insuffi- 
ciency of Sudan's payments performance and the question of the Fund's 
preferred creditor status. Therefore, he would support instead making 
public the Acting Chairman's summing up and the texts of the Board 
decisions. 

Mr. Mirakhor, supporting the proposal put forward by Mr. Finaish to 
amend the third paragraph of the decision to note that the implementation 
of further adjustment measures could foti the basis for a rights accumula- 
tion program, stated that that idea was already incorporated in the Acting 
Chairman's summing up, and that it was indeed the consensus of the Board. 
It constituted one of the most important elements of the staff's recommen- 
dations, and it would sene as an encouragement to the policymakers in 
Sudan to follow up with their plans to strengthen their strategy and policy 
stance. 

Hr. Wright commented that accepting Mr. Finaish's proposed amendment 
might run the risk of raising unjustifiably the authorities' expectations. 
However, he could support Mr. Finaish's suggestion if the sentence were to 
read instead: "[t]he Fund also welcomes the authorities' intention to 
implement, in consultation with the staff, further adjustment measures in 
the near future with a view to the adoption of a comprehensive adjustment 
program which, if strictly adhered to, and with greatly improved payments 
performance, could form the basis for a rights accumulation program." 

Hr. Prader said that he could support Hr. Wright's compromise proposal, 
provided that the sentence referred to the necessary improvement in the 
payments record. 

Mr. Mirakhor said that it appeared to him that qualifying the sentence 
in the way that Mr. Wright had proposed was redundant. The sentence already 
laid particular stress on the fact that the adoption of a comprehensive 
adjustment program would need to be implemented in close consultation with 
the staff. 

lfr. Wright observed that the prerequisite for a rights accumulation 
program clearly went beyond the adoption of a comprehensive adjustment 
program; rather, it included improved payments ,performance, which should 
therefore be reflected in the wording of the decision. 

Mrs. Krosby said that she agreed wSth Mr. Wright. 
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Mr. Finaish remarked that he would prefer that his proposal stand as it 
was, mainly for the reasons stated by Mr. Mirakhor. Moreover, it might be 
noted that his formulation stated that a comprehensive adjustment program 
could--could, not would--form the basis for a rights accumulation program. 
He believed that that would take care of Mr. Wright's concerns. In his 
view, the formulation was appropriately cautious already. 

Mr. Goos suggested that Mr. Wright shorten his amendment, so as to 
refer only to the need for strict adherence to the program, which could then 
form the basis for a rights accumulation program. It was clear from the 
preceding paragraph of the decision that the authorities should increase 
their payments to the Fund in order to qualify for a rights accumulation 
program. 

Mr. Fridriksson, Mrs. Krosby, and Mr. Wright said that they could sup- 
port Mr. Goes's proposal. 

The Executive Directors then approved the following decision: 

1. The Fund has reviewed further the matter of Sudan's 
overdue financial obligations to the Fund in the light of the 
facts and developments descrtbed in EBS/92/120 (7/27/92). 

2. The Fund notes the recent payments to the Fund by Sudan 
and regrets that these payments remain small in relation to obli- 
gations falling due and that the amount of Sudan's overdue finan- 
cial obligations to the Fund has therefore continued to increase. 
The continuing nonobservance by Sudan of its financial obligations 
to the Rand places a financial burden upon other members and re- 
duces the financial resources needed to help others. The Fund 
urges Sudan to make full and prompt settlement of the overdue fi- 
nancial obligations to the Fund. The Fund stresses that settle- 
ment of the overdue financial obligations to the Eund should be 
given the highest priority. The Fund notes the commitment of the 
Sudanese authorities to increase their payments to the Fund. In 
this context, the Fund emphasizes that payments to the Fund in 
amounts that would be sufficient to prevent the overdue obliga- 
tions of Sudan from increasing further would be an essential 
element of a rights accumulation program for Sudan. 

3. The Fund welcomes the recent reorientation of economic 
policies in Sudan, including the economic measures adopted by the 
Sudanese authorities since the last review. The Fund also wel- 
comes the authorities' intention to implement, in consultation 
with the staff, further adjustment measures in the near future 
with a view to the adoption of a comprehensive adjustment program, 
which, if strictly adhered to, could form the basis for a rights 
accumulation program. The Fund is prepared to assist the author- 
ities in this endeavor, and considers the provision of technical 
assistance to Sudan in support of efforts to formulate and 
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implement a comprehensive adjustment program to be appropriate. 
The bd staff will molaitor informally the authorities' program 
for the period July-December 1992. 

4. The Fund will review the matter of Sudan's overdue fi- 
nancial obligations to the Fund again not later than four months 
from the date of this decision, in the light of actions taken by 
Sudan in the meantime in settling its arrears to the Fund and in 
adopting and implementing a comprehensive adjustment program. 

Decision No. lOlOS-(92/100), adopted 
August 3, 1992 

The Acting Chairman said that Executive Directors neede.d to consider 
whether or not to recommend that the Managing Director send a letter to 
Governors and other institutions outlining the state of the relationship 
between Sudan and the Fund, indicating that the Board welcomed the recent 
policy measures, encouraging the authorities to continue with their policy 
reforms, and informing the authorities that the Board supported Fund tech- 
nical assistance for Sudan and the development of a program for the informal 
monitoring of Sudan's performance during the rest of the year. The text of 
his summing up of the discussion could be sent as well, to provide back- 
ground. 

hr. Shin&u stated that the Board's sense of disappointment regarding 
the level of Sudan's payments to the Fund needed to be incorporated in any 
such letter as well. 

The Acting Chairman said that the fact that Sudan's payments remained 
inadequate would have to be included. 

hr. Filosa said that sending such a letter would be consistent with the 
practice that had been followed of warning the Governors when the policy 
implementation and payments performance of a member had been unsatisfactory. 
It was important that Governors be kept informed of recent progress. He 
could not support the making of a public statement by the Fund on that 
matter, however. He recalled that, at the time of the discussion of the 
wording for declarations of noncooperation, the Fund's General Counsel had 
stressed that the Fund could not make public statements about the quality of 
a country's policies; indeed, there was no such wording in any declaration 
of noncooperation. Therefore, a public statement to the effect that a mem- 
ber's policies had improved was plainly inappropriate as well. Moreover, 
the public might well wonder why the Fund was making such a public statement 
without simultaneously withdrawing the declaration of noncooperation. 

Hr. Wright stated that he agreed with Mr. Filosa. A public statement 
would have an inherent risk of raising expectations that were unwarranted, 
especially given the nuances and technicalities that--while possible to 
include in a letter to Governors --would necessarily be lost in a public 
communication. Moreover, the Fund's intention was to send an encouraging 
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signal to the authorities, and there was not much additional value to be 
gained from a more public pronouncement, in his view. 

Hr. Hirakhor said that, as the Ambassador had noted, a public statement 
from the Rmd endorsing the economic policy stance of the Government would 
encourage the catalyzing of political support inside the country for addi- 
tional measures. He recalled that, in the cases of other countries, the- 
Fund had endorsed the policy stance of the Government, but had noted that 
further measures would need to be taken, in a standard press release. He 
therefore did not believe that the Board would be contravening its usual 
procedures if it were to handle the case of Sudan in the same way. 

Mr. Filosa said that he was unaware of any public statements by the 
Fund on the conclusion of Article IV consultations. Such a statement at the 
current juncture would be difficult to interpret. The important issue was 
whether or not, by way of a letter from the Fund to Governors and interna- 
tional financial institutions, the authorities would receive encouragement 
from their major creditors. A dangerous course would be set were the Fund 
to begin to make public statements with the object of encouraging political 
support in its member countries. 

Hr. Wright commented that he recognized and understood the importance 
of mobilizing support within Sudan for the necessary economic measures. 
Were the Fund's letter to the authorities and to Governors to be made public 
within Sudan by the authorities, that objective might be achieved without 
requiring the Fund itself to take a public stance. 

The Acting chairman said there did not appear to be a consensus in 
favor of a formal public statement from the Fund. On an informal basis, 
however, the Fund's External Relations Department might, in response to 
questions raised by the press, note that the Board would review again the 
matter of Sudan's arrears to the Fund, and that the Fund had observed pos- 
itive davelopments in policy implementation in Sudan in the recent past. 
That would not constitute a formal public statement, but it might provide 

, important background information. 

The Executive Directors concluded their discussion on Sudan. 

2. ORT BY MANAGING DIW 

The Hanaging Director stated that, over the preceding two weeks, he had 
visited a number of countries, and he wished to inform Directors of the dis- 
cussions he had had with the authorities. 

In Fez, Morocco. he had participated, along with the President of the 
World Bank, in the Tidewater Meeting, an informal meeting of heads of inter- 
natIona agencies on development issues organized by the Development Aid 
Committee of the OECD, the Managing Director said. The key topic of 
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discussion had been how to be effective in maintaining international assis- 
tance while making a major effort in the Eastern European countries and the 
republics of the former Soviet Union. He and the President of the World 
Bank had informed the other agencies about the work being done in both 
regions by the Fund and the Bank. 

He had been received by His Majesty King Hassan, the Managing Director 
continued. The King had reiterated his determination, and that of his Gov- 
ernment, to keep the Fund-supported program on track. He had reaffirmed his 
comnaitment to the convertibility of the dirham and the full libera~ization 
of the economy by the end of 1992. 

He had then traveled to Nouakchott, Mauritania, on July 14, 1992, 
shortly after the first democratic elections in the country, the Managing 
Director said. The President had restated his commitment to sound economic 
policies and his determination to embark on a program of economic adjustment 
with the Rand's support. The President had hoped that the negotiations with 
the Fund on a program could be completed as soon as possible, and not later 
than September 1992. As only an agreement on the exchange rate had remained 
to be achieved, it had appeared that the negotiations could be completed 
fairly quickly. However, statistical information requested by the staff to 
monitor the situation following the discussions in mid-April 1992 was as yet 
unavailable, and it was therefore difficult to assess the program, which had 
been affected by recent developments. He had confirmed to the President 
that a Fund technical team would arrive in Nouakchott in July or August 1992 
to help assemble and reconcile the necessary statistical data, thus paving 
the way for an early resumption of negotiations, which he hoped could be 
completed during the 1992 Annual Meeting. After meeting the President and 
the Prime Hinister, he had met with the leaders of the opposition, with whom 
he had had a constructive dialogue. 

He had accepted the invitations of several of the heads of state of 
countries in the franc zone to visit their countries, the Managing Director 
went on. He had taken that occasion to share with them the particular con- 
cerns he had had about the prospects of their economies and adverse develop- 
ments affecting Fund-supported programs in a number of those countries, in 
spite of the authorities' meritorious adjustment efforts. Among those ad- 
verse developments were the dramatic decline in the prices of, and uncertain 
prospects for, agricultural primary commodities, the severe deterioration in 
the terms of trade, and the significant appreciation of the French franc 
against the U.S. dollar--the currency in which those countries' commodity 
exports were frequently denominated. He had taken the opportunity to remind 
his hosts of the views of the Executive Board regarding the economic strat- 
egy for their countries, as reflected in the Board review of CFA franc 
arrangements at Seminar 90/6 (11/S/90) and in Board discussions of individ- 
ual country reports. He had drawn their attention to the consequences for 
the economic stability and prospects of their countries of the recent ad- 
verse developments, and he had stressed that those developments called for 
strengthening the adjustment effort in terms of, inter alfa, pubZtc wages, 
the size of government, and farm prices. 
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He had recommended that a pragmatic approach to the maintenance of com- 
petitiveness be taken, as the existence of the franc zone was not tied to 
the fixity of the exchange rate, and the zone's reinforcement could require 
external monetary adjustment at a given moment, the Managing Director went 
on. The key features of an alternative strategy--implying a change of the 
exchange rate --would not imply that adjustment efforts should be lessened, 
but rather that those efforts might be more gradual, more effective, and 
more convincing for markets and foreign investors. Some common adjustment 
instruments could be implemented, as needed, without disrupting the basic 
standing principles of moxletary integration that were common to all members 
of the zone. He had emphasized that the credibility of the adjustment ef- 
forts was the Fund's chief concern, and that those efforts must lead td 
sustained growth and external viability in the medium term. 

His discussions with the heads of state had been particularly timely, 
as they had preceded the meeting of the leaders of the West African Monetary 
Union (WNU) together with representatives of the BEAC, on July 29, 1992, to 
consider, inter alla, a report on competitiveness and the respective merits 
of internal and external adjustment, the Managing Director recalled. In 
that context, he had had informal discussions on July 15 with the President 
of Senegal, on July 16-17 with the President of Cote d'fvoire, on July 17 
with the President of Burkina Faso--currently the Chairman of the Council of 
Heads of State of the'WAMU--on July 24 with the President of Cameroon, and 
on July 27 with the Presidents of Gabon and the Central African Republic-- 
the latter of whom chaired the Central African Monetary Union. 

The WARU meeting in July had taken place in the context of intense 
speculation on the content of the agenda and on a possible devaluation of 
the CFA franc, the Managing Director concluded. The French authorities had 
been informed, at the highest level, oftthe conclusions of the meeting on 
July 31, 1992. The participants had decided to maintain the existing parity 
of the CFA franc relative to the French franc; they had indicated their 
willingness to reinforce their structural adjustment policies with the sup- 
port of the Fund and the World Bank, and to deepen their regional integra- 
tion through several specific measures. The Fund management took note of 
the communiqu6 and the recent developments, and welcomed the determination 
to strengthen adjustment policies and to move forward on the road to region- 
al integration. The Fund would stand ready to start immediate discussions 
with the countries concerned as soon as they were made known to the Fund. 
The early announcement of strong adjustment measures, approved by the Fund, 
could be particularly desirable in calming speculation and reversing capital 
outflows. In such a context, immediate and strong monetary measures would 
be indispensable as an unquestionable first signal of determination%o 
implement fully what had been decided. 

The Executive Directors took note of the Managing Director's report. 
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WON T'IOUS BOARD m 

The following decision was adopted by the Executive Board without 
meeting in the period between W/92/99 (7/31/92) and BBM/92/100 (8/3/92). 

3. - PRESWTATIVE RATE POR gSTONI.&J KROON 

The Fund finds, after consultation with the authorities of 
Estonia, that the representative exchange rate for the kroon 
against the U.S. dollar, under Rule O-P(b)(M), is the rate 
obtained on the basis of the fixed relationship of the kro(on to 
the deutsche mark and the representative exchange rate for the 
deutsche mark. (RBD/92/166, t/28/92) 

Decision No. 10106-(92/100) G/S, adopted 
July 31, 1992, 

APPROVRD: Uarch 23, 1993 

LEO VAN HOUTVEN 
Secretary 


