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1. ( 

The Executive Directors considered a staff paper on the Fund's 
liquidity and financing needs (EBS/92/128, 8/7/92). 

Mr. Clark said that the staff's upward revision of the Fund's liquid- 
ity position projected for end-1992 was cold comfort, because the decline in 
the liquidity ratio to 50 percent largely reflected delays in the conclusion 
and timing of arrangements and the subsequent shifting of demand for Fund 
resources to.1993. The inference was that the Fund's liquidity position 
would deteriorate by more than was notionally projected for 1993, even with- 
out an increase in demand for Fund resources by the former Soviet republics. 
Moreover, the staff's projection made no allowance for the possible accumu- 
lation of further arrears. Therefore, despite the upward revision to the 
Fund's liquidity position, its projected deteriorating trend was still of 
great concern, and the increase under the Ninth General Review of Quotas 
needed to be implemented urgently. In that connection, recent developments 
were encouraging. He urged the countries that had not yet approved the 
quota increase to complete their task as quickly as possible. In addition 
to alleviating Directors' concerns about the Fund's ability to carry out its 
mandate fully, approval of the Ninth General Review of Quotas would ensure 
that Directors would soon be able to review the existing policy on access. 

Mr. Dawson noted that the staff paper highlighted the adequacy of the 
Fund's liquidity for the remainder of the year. The demand for Fund re- 
sources had been moderate in 1992, particularly in net terms. The staff's 
point that that moderation in demand did not reflect a long-term downward 
shift in the, demand for resources, but was largely due to a deferral of 
previously anticipated resource claims, was well taken. He agreed that 

(prompt implementation of the quota increases under the Ninth General Review 
was needed to secure the Fund's ability to meet resource needs over the 
medium term. His authorities were making every effort to achieve prompt 
passage of the necessary legislation, which was expected after Congress 
returned from vacation on September 9, 1992. 

He did not agree that urgent consideration of alternative financing 
actions was needed, Mr. Dawson remarked. The 83 percent liquidity ratio was 
comfortable. The projected decline to 50 percent by year-end rested on the 
assumption of a sharp increase in demand over the remainder of 1992, far 
exceeding that of the first seven months of the year, and reflected the 
conservative methodology used by the Treasurer's Department in estimating 
the liquidity ratio. In short, the Fund's liquidity was adequate for the 
period immediately ahead, and implementation of the quota increase would 
enable it to mest the challenges of the 1990s. 

Mr. Ismael made the following statement: 

I broadly agree with the staff's concluding observations 
on the Fund's liquidity position and financing needs. It is a 
serious cause for concern that, in the absence of the quota 
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increase under the Ninth General Review, the liquidity ratio is 
projected to fall to a historically low level of about 50 per- 
cent by ena-1992, compared with the long-run norm of 70 percent, 
particularly in view of the need to maintain the liquidity of 
members' claims on the Fund at all times. In this respect, it 
would have been useful for today's discussion if the staff had 
provided us with alternative projections that take into account 
the positive effects of the quota increase. 

I am pleased to note the encouraging trend of a positive ' 
net transfer of Fund resources to developing countries in recent 
years, which will contribute to the reinforcement o,f the central 
role of the Fund in the international financ.ial system. I wel- 
come the progressive substitution of ordinary resources for bor- 
rowed resources, which strengthens the principle that the Fund 
should rely on its own resources. It will also provide more 
flexibility which, among other advantages, will also strengthen 
the confidence of potential creditors. With respect to our 
strategy for containing and clearing arrears, I would like to 
emphasize that prompter support is needed to reduce the future 
impact on the F'und's liquidity position caused by overdue 
financial obligations. 

As to the inclusion of currencies in the operational 
budget. I would like to reiterate our view that consideration 
should be given not only to the international reserves position, 
but also to the external current account position of member 
countries. Notwithstanding their strong reserves position, some 
countries may wish to drop out of the operational budget, in 
view of their weakened current account position, as indicated in 
the staff paper. In this connection, I am pleased to note that 
the staff has promised to review the appropriate size of the 
adjustment coefficient for ;he total usable currencies in the 

, next liquidity review, as it would become highly controversial 
once the quota increase comes into effect. 

Although the coming into effect of the quota increase 
should keep the Fund's liquidity in a relatively comfortable 
position, at least in the medium term, we can expect the poten- 

. tial need for Fund resources to become quite substantial, in 
view of the prospective demands as well a.s the Fossible requests 
for Fund resources from new members of Eastern Europe and the 
former Soviet Union. 

Mr. Al-Jasser made the following statement: 

The staff paper illustrates the downward trend in the 
Fund's liquidity ratio. However,, I share the staff's view that 
the expected sharp decline in the liquidity ratio does not call 
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for any immediate change in the Fund's policies, given the 
imminent increase in quotas under the Ninth General Review. 
Needless to say, it is hoped that the quota increase will come 
into effect shortly. 

Nevertheless, the staff paper does provide some reassuring 
indications. Indeed, despite a dramatic expansion in the provi- 
sion of Fund.resources to Eastern Europe and the former Soviet 
Union, the liquidity ratio remains high at 83 percent, virtually 
the same level as at the end of April 1991. Moreover, the li- . 
quidity ratio is projected to decline to only 50 percent by 
end-1992, which is far higher than the May projection of 38 per- 
cent. As the staff paper indicates, this upward revision is 
primarily due to a downward adjustment in the projected demand 
for Fund credit. Here, I note that staff estimates of the 
demand for Fund credit have traditionally been biased upward. 
That bias is not necessarily in an imprudent direction. 

As to the supply of the Fund's usable resources, the 
imminent inclusion of the Swiss franc into the stock of usable 
currencies should help bolster the liquidity ratio. Moreover, I 
note from the staff paper that there has been a marked weakening 
in the balance of payments position of a number of members whose 
currencies are included in the operational budget, including 
those of some large industrial countries, thereby increasing the 
uncertainty about their usability. As I have stated on previous 
occasions, this weakening highlights the importance of avoiding 
the use of quotas as a criterion for the determination of the 
operational budget, because such an approach would increase this 
uncertainty and could have severe implications on the Fund's 
liquidity position. 

The staff continues to adopt an ad hoc adjustment factor 
to the Fund's uncommitted usable resources. I have continually 
called for a reassessment of this ad hoc adjustment factor, and 
I look forward to its review in the next, liquidity paper. In 
this context, the maintenance of working balances equivalent to 
10 percent of quota should be re-evaluated in light of the 
coming into effect of the quota increase. It should be noted 
that the ad hoc adjustment in the stock of usable currencies 
exaggerates the fall in the liquidity ratio when liquidity is on 
a declining trend. 

In conclusion, the Fund's liquidity remains sufficient for 
the immediate future, and there is no need, at this stage, for 
any new initiatives. Naturally, the staff is expected to keep 
the Board abreast of any new developments. 
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Mr. Wright made the following statement: 

The current review provides some reassurantie on the 
liquidity position in the medium term. The liquidity ratio has 
remained over 80 percent, which compares well with the long-run 

~ average and which is little changed from a year ago. Although 
the ratio is expected to fall to 50 .percent by the end of this 
year, this ;osition is considerably better than the 38 percent 
projected by the staff a few months ago. Moreover, this figure 
of 50 percent takes no account of the addition to Fund liquidity 
when Switzerland pays its subscription; this payment will in- 
crease the liquidity ratio by about 3 percent. The F'und's li- 
quidity position, in sum, should give little cause for concern 
in the longer term-- but only provided that the increases under 
the Ninth General Review of Quotas come into,effect reasonably 

.soon. , 

, 
There has been a particularly noticeable decline in the 

level of commitments that the'staff expects this year. This 
decline partly reflects the uncertainty about the timing of 
arrangements with several large members. It also reflects the 
slower than expected use of SAF and ESAF resources. This chair 
has expressed skepticism on several occasions about the staff's 
projections of SAF/ESAF use, and I am bound to say that even the 
latest projections still look high. I would be delighted, but 
surprised,. if so many members would be ready to embark on SAF 
and ESAF programs before the, end of this year. 

I was disappointed that the staff chose once again not to 
provide a projection of the Fund's liquidity beyond the end of 
this year-,-particularly because much of the reduction in com- 
mitments expected in 1992 reflects a deferral to next year. We 
would normally have expected to see such a longer-term projec- 
tion six months ago. It would be hard to think of another 
financial institution that did not produce liquidity forecasts 
for six months ahead. I well understand the uncertainties 
surrounding any projections made at the present time. But it 
would surely have been a relatively simple task to provide 
alternative projections for 1993 on different assumptions about 
such issues as the timing of the coming into effect of the Ninth 
General Review of Quotas and related matters such as the cur- 
rencies used for payment and drawings of new reserve tranche 

\ positions. This absence of forward projections is regrettable, 
and it makes it virtually impossible for this Board to judge 
the consequences of a further delay in the effectiveness of the / 
Ninth General Review of Quotas fully. 

The staff paper states that more than 65 members are 
likely to have arrangements in place at the end‘of this year-- 
an extraordinarily high figure. I wonder whether this is the 
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staff's central estimate, or does it include those members whose 
probability of an arrangement is low. Second, the staff paper 
also states that the projected commitments this year include' 
potential demand for compensatory financing for countries 
affected by the drought in southern Africa. I find it hard to 
think of many countries in the region that would wish to use the ;, 
CCFF. So far, the effects of the,drought in program countries 
have been met--correctly, in my view--by augmenting ESAF access 
or reducing reserve targets. 

Like Mr. Al-Jasser, I welcome the staff's undertaking to 
review the appropriateness of the adjustment factor. I hope 
that this review will take the form 0f.a fundamental look at the 
concept of the adjustment factor and its determinants, rather 
than Directors merely being presented with the result of n black 
box calculation or adjustment. The Deputy Managing Director 
originally promised such a review two years ago. I hope that we , 
will not have to wait another PO years to see the outcome of 
this review. 

Once the increase under the Ninth General Review of Quotas 
has become effective, it might be an appropriate time to review 
the staff's extremely cautious method of forecasting the Fund's 
liquidity. Past projections, as others have noted, have been 
consistently too pessimistic. While this chair would be the 
first to share the, staff's.desire to exercise prudence in this 
area, it is the task of the Board to make judgments about the 
appropriate level of the Fund's liquidity. A systematic bias in 
the staff's liquidity projections is an inadequate substitute 
for the articulation of a rigorous and transparent framework to 
provide the Board with an adequate basis for making judgments. 

Mr. Solheim stated that, like Mr. Wright, he was concerned that the 
current staff estimate of the Fund's liquidity position covered forecasts 
for the immediate future only. It was hoped that those projections would be 
revised upward shortly, owing to the coming into effect of the Ninth General 
Review of Quotas, and would cover a longer period. He welcomed Mr. Dawson's 
report that in the U.S. Congress no major obstacles to consent to the in- 
crease remained, and he hoped that Mr. Filosa could also give assurances 
about the likelihood of Italian consent. The coming into effect of the 
increase under the Ninth General Revbew of Quotas appeared imminent. 

However, should the quota increase not be concluded rapidly, he con- 
curred entirely with the staff's suggestion that the situation would call 
for urgent consideration of alternative financing to prevent the expected 
steep downward trend in the Fund's liquidity ratio from leading to an un- 
tenable position, Mr. Solheim remarked. However, on the basis of the most 
recent projections, the Fund's liquidity ratio of 83 percent at end-July 
1992 was virtually the same as it had been at end-April 1991; the ratio was 
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estimated to fall to 50 percent by end-1992-- less than the previous estimate 
of 38 percent. The reasons for the improvement were many and gave no room 
for complacency. 

Even if the quota increase was concluded without further delay, a 
heavy demand for Fund resources was expected in the medium term, Mr. Solheim 
observed. In that event, the liquidity position could easily come under 
severe pressure; therefore, Directors should monitor the situation care- 
fully. If the liquidity position showed signs of deterioration, the Board 
should hold a thorough discussion of the Fund's financial situation. He 
attached great importance to securing the Fund's ability to function when 
many member countries were faced with unprecedented economid changes. 

Mr. Vegh said that he agreed that the relative improvement in the 
Fund's liquidity position since the previous review in April 1992, as mea- 
sured by the stock of adjusted and uncommitted usable resources, did not 
imply reduced demand for Fund financial support in the near future. More- 
over, such elements as the projected decline in the Fund's liquidity ratio 
to 50 percent at end-1992 being greater than that which preceded the effec- 
tiveness of earlier replenishments, the exhaustion of borrowing agreements 
under the enlarged access policy and the continued substitution of borrowed 
resources made the completion of the increase in quotas under the Ninth 
General Review more pressing. In those circumstances, the cautious method- 
ology for estimating the Fund's liquidity position--including the correction 
factor of 20 percent to account for possible future weaknesses in the ex- 
ternal position of countries with strong currencies--was an appropriate 
safeguard and should be maintained, ‘1 

He welcomed the information paper on the rate of charge for the 
quarter ended July 31, 1992, Mr. Vegh remarked. He noted with some concern 
that the adjusted rate of 7.29 percent in SDRs left no margin to accommodate 
asmetrically the expensing of future increases in administrative or capi- 
tal budget items. He wondered whether the staff could clarify whether the 
shortfall in the funding of the SGA-2, owing to the floor on the rate of 
remuneratfon of SDR 121.9 million on a cumulative basis as of end July 1992, 
was subject to a ceiling and what time frame was envisaged for its full 
normalization. 

Mr. Orleans-Lindsay noted that, on the basis of current quotas and 
existing policies on access to the Fund's resources, the Fund's liqufdity 
position appeared broadly satisfactory through the end of 1992. However, 
the staff assessment indicated that the apparently satisfactory liquidity 
position, whfch was largely a reflection of the postponement of certain 
projected commitments to the early part of 1993, might come under severe 
strain in the near future. Indeed, given the projected sharp decline in 
the Fund's liquidity ratio to 50 percent by the end of 1992, the potential 
strong demand for use of Fund resources in 1993, and the uncertainties sur- 
rounding the balance of payments situation of some member countries whose 
currencies were included in the operatfonal budget, the Fund's liquidity 
position needed to be monitored closely. In view of the fncreasing number 
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of new member countries, the staff proposal to review the adjustment factnr 
for the list of currencies included in the operational budget for the next 
liquidity review was welcome. 

The uncertainties surrounding the liquidity projections were consider- 
able and needed to be clarified before alternative courses of action were 
considered, Mr. Orleans-Lindsay commented. As the staff had indicated, the 
surest way to replenish the Fund's resources was for the increase under the 
Ninth General Review of Quotas to come into effect. However, the linking of 
the quota increase with the proposed Third Amendment was delaying matters. 
The 70 percent threshold had already been reached for the quota increase, 
but not for the Third Amendment. He asked the staff to comment on how,the 
Fund could end the deadlock. The Managing Director's statement of December 
4, 1991 (BUFF/91/216) on the subject of the increase under the Ninth General 
Review of Quotas and the proposed Third Amendment had included various 
options that could be examined to resolve the impasse. Under current cir- 
cumstances, he strongly recommended further consideration of lifting the 
link to the Third Amendment on a specified date, in which case new quotas 
would become effective with the 70 percent requirement on or after that 
date, even without the, entry into force of the Third Amendment. 

Mr. Bonzom stated that he agreed with the staff's assessment of the 
Fund's liquidity and financing needs. The staff paper pointed to a 40 per- 
cent increase in the demand for Fund credit in 1992, which was less than the 
preceding forecast. Nonetheless, it was a substantial increase, which was 
fully justified in light of the challenges the Fund had been asked to meet 
in developing countries and former centrally planned economies. Although he 
understood the staff's arguments for not including any projections for 1993, 
he would have appreciated the inclusion of a tentative scenario, presented 
with all due caution, on the evolution of the liquidity ratio for 1993. The 
increased demand for Fund credit helped explain the projected liquidity 
ratio of 50 percent for end-1992 and pointed to the urgent necessity, espe- 
cially inthe context of the current international economy, to provide the 
Fund with the means that it needed to fulfil1 its mandate and, therefore, to 
ensure the quick entry into effect of the.quota increase. 

Mr. Esdar remarked that he agreed with the staff analysis of the 
Fund's liquidity situation. The short-term prospects appeared slightly bet- 
ter than previously forecast. However, the liquidity ratio was projected to 
fall to 50 percent at end-1992, and most certainly would be below the long- 
term norm of 70 percent. The lower liquidity ratio, along with the sharp 
downward trend in the Fund's liquidity posftion, underlined the urgent need 
for implementation of the increase under the Ninth General Review of Quotas. 
He hoped that the positive indications of the imminence of the consent to 
the quota increase would materialize. 

The fncrease in the number of Fund arrangements for 1992 was impres- 
sive; Mr. Esdar commented. It was also welcome, because it largely re- 
flected the developments in Eastern Europe- Strong efforts by member 
countries to overcome balance of payments problems based on the support of 
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the Fund were always welcome. On the other hand, the Fund had to be careful 
that it did not become a permanent source of financing for any member. A 
balanced picture should consist of new members in need of assistance and 
countries no longer requiring the financial support of the Fund, because 
they had succeeded in the establishment of a viable external position. The 
world economic outlook had noted that 35 developing countries--a great num- 
ber of them former debtor countries--were now classified as successful 
adjusting countries. Such experiences should be reflected in Fund statis- 
tics in the future. 

Mr. Evans commented that the Fund's liquidity position remained sat- 
isfactory only because of continuing difficulties in arranging programs and, 
hence, drawings, but eventually a satisfactory liquidity position would 
depend on completion of the Ninth General Review of Quotas. Like the 
staff's estimates of the Fund's liquidity, Mr. Dawqon's assessment of the 
likely timing of the coming into effect of the Ninth General Review of 
Quotas did not differ much from the assessment he had given one year ear- 
lier. Moreover, the coming into effect of the quota increase, because it 
depended on the acceptance of the Third Amendment, no longer depended solely 
on the United States. 

In those circumstances, it would be imprudent not to plan for contin- 
gencies, Mr. Evans noted. The Fund should not be put in a position in which 
it was unable to meet its obligations to members purely because of short- 
term liquidity considerations; therefojce, Directors should plan now to en- 

' sure that the Fund did not reach that position. Hence, he would welcome a 
staff paper that the Board might consider shortly after the Annual Meetings 
to look at the options for assisting the Fund's liquidity positionK either 
through traditional borrowing or other borrowing options. 

Mr. Prader made the following statement: 

The Fund liquidity ratio of 50 percent currently projected 
for the end of 1992 is higher than the 38 percent projected in 
May 1992, but there is little comfort in the change: this 
upward correction reflects not an increase in the supply of 
resources available to the Fund, but only a temporary decrease 
in the demand for use of Fund resources. In other words, the 
potential mismatch between the demand for and the supply of Fund 
resources has not been averted, but only postponed. 

The worsening of the Fund's liquidity.position in recent 
years has two general causes: first, the number of Fund members 
has significantly increased; and second, Fund members, espe- 
cially the newcomers, are showing more willingness to accept 
adjustment programs suitable for the financial support by the 
Fund. It is debatable how much of the increase in the Fund's 
financial involvement in recent years is due to an actuai in- 
crease in the number of balance of payments disequilibria in the 
world economy, how much to greater adjustment efforts by member 
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countries, and how much to the extension of the Fund',s activi- 
ties into the new domainof structural reform; but in no case 
can it be desirable to adjust the Fund's involvement, either 
qualitatively or quantitatively, to accommodate the liquidity 
situation of the moment. When for any reason the demand for 
Fund resources changes, the only correct response is to adjust 
the adequacy of the supply. We certainly all agree that a 
market solution to the problem of excess demand, by increasing 
the price, is not feasible, because it would ultimately amount 
to penalizing countries for their greater willingness to adjust. 

The first prerequisite for stabilizing the Fund's liquid- 
ity position thus turns out to be the entry into effectiveness 
of the increase in quotas under the Ninth General Review. But 
once this increase has become effective, I wonder what the 
Fund's projected liquidity will be if 7und arrangements are 
approved for most new members, if a large number of countries 
with current stand-by arrangements decide to continue with 
extended Fund facility arrclgements, or if countries to which 
resources are committed, but not yet disbursed, manage to 
improve'their policies sufficiently to obtain the pending 
disbursements? All these possibilities are by no means theo- 
retical, [and -their practical implications will become more 
relevant as the Tenth General Review of Quotas approaches: 

While a review of the Fund's liquidity situation like 
today's cannot be considered a proper forum for a general dis- 
cussion of the Fund's future activities, such reviews can quite 
properly include a comprehensive description extending the pres- 
ent situation over the next 6 to 18 months and pointing out the 
financial limits of the Fund's activity. It is regrettable that 
the staff paper omits any quantitative preview of the calendar 
year 1993 and, therefore, lacks an important element of trans- 
parency. One could question the wisdom of abandoning the 
practice of previewing the next calendar year at a moment of 
great changes when that practice would have been useful in 
orienting Directors' thinking. 

Estimates of the demand for Fund credit are made inde- 
pendently of the level of available resources. As to acce-s 
limits, one can make a number of assumptions without prejudging 
the issues. In this spirit, the quantitative estimates of the 
demand for Fund resources could be compared with the Fund re- 
sources available before and after effectiveness of the Ninth 
General Review of Quotas. For instance, on the basis of Fund 
resources before the ninth review, one could calculate the 
quantity of resources that will be available if a liquidity 
ratio of 50 percent, for example, has to be maintained. 
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I support Mr. Evans's proposal for a staff paper outlining 
different options for the Fund in the event of difficulties with 
the entry into force of the Ninth General‘Rewiew of Quotas. 

Mr. Posthumus noted th<lt, although some Directors hadcexpressed con- 
fidence in the liquidity level of the Fund, he agreed with other Directors 
who were not satisfied with that short-term view. Not only had the mem- 
bership expanded, but also the number of programs with both,old and new 
members had increased. The Fund should follow its advice to members: it 
should look at issues on a longer-term, more structural basis, taking into 
consideration, for example, the Ninth General Review of Quotas. Future 
liquidity problems should be acted on now, instead of draining liquidity to 
the point that future expenditures or access had to be adjusted. The phy- 
ment of Switzerland's quota was not the solution to the Fund's liquidity 
concerns. 

The access limits of the enlarged access policy should, therefore, 
be reconsidered--at the latest, when the increase under the Ninth General 
Review of Quotas took effect, Mr. Posthumus continued. In establishing a 
new cumulative access level, the Board should take into account the fact 
that the self-financing ratio, which represented the average access that 
could be financed and was determined solely from potential quota resources, 
had lately increased considerably as a result of the entry of new debtors. 
In addition, the Board should consider starting work on the Tenth General 
Review of Quotas soon after consent was obtained to the increase under the 
Ninth General Review. 

The Chairman said that he agreed with Mr. Posthumus that the quota 
paid by Switzerland would not suffide to finance the programs of other new 
members. 

Mr. Nakagawa said that he agreed with Mr. Clark on the urgency of the 
coming into effect of the increase under the Ninth General Review of Quotas. 
Although the projected liquidity ratio for end-1992 had been revised upward 
to 50 percent from the previous projection, its longer-term declining trend 
underlined the importance of the consent to the quota increase. In that 
connection, he welcomed Mr. Dawson's view that the increase under the Ninth 
General Review of Quotas would become effective in the near future. Like 
Mr. Solheim and Mr. Evans, he wanted to stress the importance of early con- 
sideration of alternative financing approaches. 

He also agreed with Mr. Wright's advice to thti staff to make the 
process of projecting the liquidity ratio more transparent, Mr. Nakagawa 
remarked. He won&red how the staff had incorporated in the current pro- 
jections the prospect of possible new second phase commitments to the ' 
Russian Federation. 

Mr. Fernando stated that on the general question of liquidity--with 
due recognition of the staff's conservative approach to the projections-- 



EBM/92/105 - 8/26/92 

there was no imminent threat of a sharp downward fall in the liquidity 
ratio. The projected ratio was typical of the period immediately before 
the coming into effect of a quota increase. In that connection, he hoped 
that the increase under the Ninth General Review of Quotas would come into 
effect soon. Certainly, there was a strong underlying demand for Fund re- 
sources, and he looked forward to a longer-term projection of demand and 
supply at the next liquidity review. 

As to the adjustment factor in the stock of usable currencies, he 
agreed with other Directors that the matter should be addressed at an early 
date, Mr. Fernando said. He wondered whether the decision on the substitu- 
tion of ordinary for borrowed resources, which was valid for arrangements 
made prior to September 30', 1992--or the date of the effectiveness of the 
increase under the Ninth General Review of Quotas, if earlier, which was 
doubtful--would be reviewed before end-September 1992. That decision was 
closely linked to access limits. 

Mr. Mwananshiku said that the financing needs of the developing 
countries, especially the heavily indebted ones in sub-Saharan Africa, had 
not abated. Moreover, exogenous shocks, such as the current drought in 
southern Africa, had continued to play havoc in those fragile economies and 
had aggravated external imbalances in many of them. At the same time, 
attewts to meet the needs of countries in central and Eastern Europe and 
the former Soviet republics undergoing economic transformation to market 
systems had begun to exert pressure on Fund resources. The resulting high 
demand for Fund arrangements had weakened the Fund's liquidity position, as 
further demonstrated by current projections. 

The projections of the Fund's liquidity were still characterized 
by a high level of uncertainty, reflecting their sensitivity to the evolu- 
tion of economic and financial situations in different member countries, 
Mr. Mwananshiku commented. The wide variation between the estimated liquid- 
ity ratios in the most recent three reviews--including the c*:.rrent one-- 
demonstrated the difficulty of making such projections and served as a 
reminder of the problem of predicting the real world situation. 

The staff had concluded that the current set of estimates showed some 
improvement over the May 1992 position, Mr.- Mwananshiku remarked. That 
improvement was mainly attributable to the downward adjustment in the demand 
for Fund resources by about 12 percent. Nevertheless, the demand for Fund 
support remained high, and many arrangements were expected to be concluded 

, before the end of 1992. 

The change in the liquidity ratio between the end of 1991 and the 
estimate for end-1992 showed a precipitous decline driven mainly by the high 
demand for Fund resources to support structural adjustment and economic 
transformation in many member nations, Mr. Mwananshiku observed. As empha- 
sized by the staff and many earlier speakers, that decline underscored the 
need for a speedy conclusion of the Ninth General Review of Quotas. Despite 
the difficulties experienced by many member countries in accepting the Third 
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Amendment, almost all the members of his constituency had now completed the 
necessary procedures for the consent to the quota increase and the accep- 
tance of the Third Amendment. I'he favorable action by his respective au- 
thorities reflected the importance that they attached to strengthening the 
Fund's position to provide support to members' adjustment programs. 

Mr. Jaramillo remarked that the staff projection of an expected 
decrease in the Fund's liquidity ratio to 50 percent by end-December 1992 
was an improvement over the May 1992 estimate of 38 percent. Nevertheless, 
the 50 percent level would be low enough to cause some concern, were it not 
for the increase in quotas expected in the near future. It was thus impor- 
tant to ensure that the increase in quotas would come into effect soon. 

If the United States were to accept the quota increase and the Third 
Amendment within the near future as Mr. Dawson expected, votes representing 
only a little over 1 percent of quotas would still be needed in favor of the 
Third Amendment in order for the quota increase to come into effect before 
the end of the year, Mr. Jaramillo said. In that event, the liquidity ratio 
would again rise far above the 100 percent level. He would stand ready to 
encourage his authorities to accelerate, to the extent possible, the deci- 
sion processes for acceptance of the Third Amendment. 

Mr. Deng remarked that he agreed with the staff analysis and assess- 
ment of the Fund's liquidity position, including the continued high demand 
for the Fund's resources through 1992. It was, however, reasonable to 
believe ths'c the demand for Fund's resources would be even higher subse- 
quently, given that the expanding Fund membership woula likely lead to 
larger financing requirements. In that connection, the downward trend in 
the Fund's liquidity ratio as projected in the staff paper was of concern. 
He therefore agreed with othe?: speakers and the staff on the urgency of 
replenishing the Fund's resources through the increase in quotas under the 
Ninth General Review of Quotas. He looked forward,to the staff's updated 
projections of the Fund's liquidity position once the increase in quotas had 
come into effect. 

Mr. Filosa said that during the Board recess he had discussed the 
quota increase and Third Amendment with his authorities in Rome. The 
approval of the quota increase-- not the Third Amendment--was included in a 
package of measures that needed to be ratified by Parliament. He did not 
expect major problems with its passage. He was less optimistic, however, on 
the question of the Third Amendment, which required parliamentary approval 
and a more complex procedure that involved the Ministry of Foreign Affairs. 

He doubted that it would be possible to obtain Italy's approval of the 
Third Amendment by the end of September 1992, Mr. Filosa indicated. He had 
stressed to his Italian authorities the importance of not being an impedi- 
ment to the approval of the quota for the entire membership because of the 
likely delay in securing approval of the Third Amendment. In any event, as 
he had stressed during previous Board meetings, the delay was for merely 
procedural reasons. He hoped that in the rrzar future Italy would approve 
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the Third Amendment, but that approval would likely come after the end of 
September. +, 

The Treasurer said that the staff had not made projections of the 
Fund's liquidity into 1993, because assumptions used in the' current liquid- 
ity review and the previous two reviews had been bssed on current quotas and 
current access limits, which were not expected to iast into 1993. Also, it 
would be somewhat pre-emptive of the decision that the Board had taken to 
review the Fund's financial position, including liquidity, access limits, 
and alternative actions that could be taken if the quota increases had not 
come into effect by September 11, 1992. The staff could have said that if 
the current access limits and quotas remained.in effect into 1993, there 
would be zero liquidity, but requiring the Board to review such a position 
considerably in advance would not be helpful. However, unless the Board 
considered that the current review of the liquidity position azonstituted a 
review of the status of the coming into effect of the quota increase and 
acceptance of the Third Amendment, it would need to review the situation 
again by September 11, 1992 to decide what steps should be presented to the 
Interim Committee for consideration. 

The question had been raised as to whether the emphasis in the opera- 
tional budget --now before the Board on a lapse of time basis--should be on 
a member's reserves or the current account/balance of payments position 
in deciding whether it should be included in the operational budget, the 
Treasurer recalled. The Fund was obliged under its Articles to analyze the 
reserves and the balance of payments position as one element. In the event 
that a member country had fairly high reserves, even though there might be 
a moderate balance of payments deficit in the current account, the normal 
guidelines of the Board would require that the country be considered for 
inclusion in the operational budget. 

The liquidity ratio had been revised upward not only because demand 
had been postponed, but also because one country's large program had gone 
irretrievably off track, the Treasurer explained. That member country had 
been withdrawn from the operational budget, and its program would be re- 
placed with a smaller stand-by arrangement. Had that country been included 
in the liquidity ratio, the ratio would have been 3 percent lower. There 
was one other country that could not yet be taken out of the operational 
budget, but likely would be later in 1992. 

Switzerland had not been included in the calculation of the liquidity 
ratio because it had not yet made its reserve asset payments; more impor- 
tant, it was not yet part of the operational budget, the Treasurer noted. 
The liquidity ratio was calculated using the list of countries and curren- 
cies usable in a liquidity review that were in the operational budget. 
Switzerland was probably strong enough to go into the operational budget-- 
the Board would first have to approve a decision to include it--and, as 

-Mr. Wright had said, its participation would probably increase the liquidity 
ratio by about 2.7 percent. 
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The figure of 65 countries with programs under the General Resources 

Account or under the RSAF and SAF was a straight calculation of the number 
of countries expected to have programs under way or be entering into 
programs by the end of 1992, the Treasurer stated. Commitments of 
SDR 11.5 billion were expected under the General Resources Account and 
SDR 1.9 billion under the SAF and ESAF. 

The request that Mr. Wright and Mr. Nakagawa had made on a number of 
occasions for greater transparency in the estimates essentially entailed the 
inclusion of the country-by-country accounting used to put the liquidity 
review together, the Treasurer commented. At the review of the methodology 
used to assess the Fund's liquidity 18 months ago (EBM/91/45, 3/29/91), the 
Board had concluded that it would not be particularly.useful to have an 
,individual country-by-country presentation in the liquidity review. No 1 
southern African countries had been included on the CUFF list for purposes 
lof the current review, given that they were expected to come under ESAF 
,programs. If the Board was presented with a detailed countryiby-country 
.estimate of which members the staff expected to enter into programs in the 
'current year, what the probability of their entrance was, and what amounts 
itheir programs would entail, the Board would have some considerable diffi- 
:culties in handling a liquidity review--a view that had been expressed when 
!the topic had been discussed previously. 
I 

The shortfall in the SCA-2 was due to the fact that the floor--in 
terms of how low the rate of remuneration could be reduced because of the 
obligation to maintain the rate of remuneration and the SDR rate within a 
!20 percent Lend--had recently been reached, the Treasurer explained. The 
lshortfall in the XX-2 by creditor countries would have to be made up over 
time. In that connection, the Fund was currently in a fairly tight squeeze, 
'as the SDR interest rate was falling quite sharply--it was now down to 
16.14 percent, compared with over 9 percent two and a half years ago. In 
.that sense, the scope for taking from the creditor positions remuneration to 
lmaintain the 3-l contribution in the SCA-2 account was inherently limited 
'and had also been deferred. It had not been eliminated. 

I The Executive Board, the Treasurer noted, was required.to review the 
lstatus of consents to the increase in quotas under the Ninth General Review , 
'of Quotas and acceptances of the Third Amendment and decide what steps 
'should be taken before September 11. The Board could consider the current 
'discussion a substitute for that review and come to the conclusion that the 
,current liquidity basis was manageable until the end of September when the 
/Board would, in any event, need to look at the decisions on the extension 
Iof the period for consent and on the substitution of ordinary for borrow 

I resources, before September 30. 1992. The latter approach would answer 
:&. Evans's question about the need to examine alternative financing options 
lafter the Annual Meetings, and would be necessary if the quota increase was 
'delayed for some time longer than had been intimated during the current 
/discussion. 
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As to whether Russia was inclrdad in the liquidit/ ratio estimates, 
he would prefer to maintain the normal neutrality by not specifying what 
countries were part of the calculations, the Treasurer said. There were a 
number of large countries whose quotas were included in the estimates for 
the balance of 1992. 

Mr. Wright remarked that he had not intended that there be any sug- 
gestion underlying his statement that he wanted to see projections for 
individual countries. Such an approach would be both inappropriate and 
unworkable, On the specific issue that he had raised about the CCFF, he had 
been concerned that a certain category of countries had been affected by a 
particular phenomenon, namely, the drought, which might have had a bearing 
on the liquidity projection. The staff report had mentioned the potential 
demand for compensatory'financing for export shortfalls, and the inclusion 
of countries adversely affected by the drought in the total demand for com- 
pensatory financing. That statement was not consistent with the Treasurer's 
assertion that no southern African countries'had been included on the CCFF 
list used to calculate the liquidity ratio, because those countries were 

,expected to come under ESAF programs. 

There could be a great deal more transparency and rigor in the calcu- 
lation of the liquidity ratio without going so far as providing individual 
country estimates and individual probabilities, Mr. Wright commented. A 
more transparent framework would enable the Board to make an independent 
judgment on the validity of the projection and on the important related 
issue of the appropriate level of reserves. The liquidity ratio as it was 
currently forecast had a systematic bias, which made it difficult for the 
Board to assess its appropriateness. ,' 

Mr. Evans said that he wondered whether the Treasurer could clarify 
his response to his suggestion of a staff paper to examine the options for 
dealing with the liquidity situation. The Treasurer had referred to the 
need to take decisions on the Fund's liquidity and reserves position by the 
end of September. He wondered whether a staff papar could be prepared in 
that short a time. Because the Board was not scheduled to meet between 
September 15, 1992 and October 4, 1992, discussing those matters after the 
Annual Meetings but before the end of September was problematical. Assess- 
ing the options for dealing with the liquidity situation in the event of a 
short-term delay in the coming into effect of the quota increase would 
require careful consideration, not least because of the increase in the 
membership. 

The Treasurer responded that Directors first needed to determine 
whether the Fund's liquidity position was sufficient for September 1992, 
without having to meet for further consideration before September 11, 1992. 
When the decision to extend the period for consent to increase quotas and 
the substitution of ordinary for borrcwed resources was taken--whether at 
the end of September OK soon afterward--a number of factors would need to be 
considered in examining alternative financing options, namely, the demand 
for Fund resources, current access limits, the liquidity position, and the 
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expected length of the delay in the coming into effect of the quota 
increase. 

Any systematic upward bias in the presentation of liquidity ratio- 
estimates was probably due to the calculation of the probabilities for a 
particular arrangement--a calculation that a number of departments, par- 

ticularly the area departments and the TKeaSUKeK’S Department, were anxious 
to do as accurately as possible, the Treasurer commented. Often the prob- 
abilities tended to be high. There was no bias in the programs expected to 
~08% into effect during a particular period. 

Mr. Wright KaSpOnded that he appreciated the TKeaSUKeK’S comments; 
it was a comfort to DiKeCtOKS as prudent people to know that there was a 
systematic bias. Hovever, the staff could be more precise by providing a 
more transparent fKSSteWOKk that vould not require DiKeCtOKS to depend on the 
output of a black box with a margin added for safety. 

l4r. Al-JaSSeK indicated that he agreed with Mr. Wright, es~rcially on 
the consistently upward bias in the estimation of the liquidity ratio. A 
more transparent way of presenting that information would be more appro- 
priate. Once the new quotas came into effect, such a framework would 
probably be easier to construct, because at least the pressures of a low 
liquidity ratio would be eliminated at the outset. More consistent If- ' 
quidity estimates would benefit the work of both the Board and the staff. 
Perhaps the Board should follow the example of the world economic outlook 
and analyze the variances between the projected and actual liquidity ratios 
to see how consistent the bias was in one direction or another. 

The Chairman responded that the improvement in the mmd's liquidity 
position after the quota increase was not likely to last long. A degree of 
conservatism in calculating the liquidity ratio was quite in OKdeK, because 
the risk of a liquidity shortfall was more serious than the risk of appear- 

. ing to be overly conservative from time to time. 

Mr. Al-Jasser commented that the staff could have provided two scenar- 
ios in estimating a 1993 liquidity ratio, one.with the quota increase and ~ 
one without, so that Directors could better consider the year ahead. If the 
quota increase did not come into effect, the TKeaSUKeK had said that the 
liquidity ratio might well be zero. Dramatic statistics might well be worth 
looking at. Once the quota increase came into effect, the decline in the 
liquidity ratio would be more gradual than it would currently appear. 

The Chairman noted that the Board of GOVeKIIOKS would take exception to 
the Fund‘s consideration of a hypothesis of zero liquidity, given the Fund's 
position in the world monetary or&r. 

Mr. Al-Jasser remarked that the issue at hand was not so much a pru- 
dent upward bias in the liquidity ratio calculation, but a dramatization of 
the Fund's liquidity. In 1990, when the Board had been discussing the quota 
increase, the liquidity ratio estimated fOK end-1991 had been 38 percent. 
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There had been a consistent overestimation of demand. He had said in his 
statement at the time that prudence was important, but it should not be 
overdone. Just as underestimating liquidity was KfSky. consistent over- 
estimation of the demand to give a pessimistic view might build up the 
impression that demand would always be overestimated and the Fund's liquid- 
ity ratio would always appear too low, even though it was not. Biases in 
either direction ought not to be condoned. 

Hr. Nakagawa said that unless the Board reviewed the details of the 
demand projections, it could not properly assess how realistic the staff's 
projections were. Otherwise the Board could only take the staff's figures 
on faith and say that any liquidity ratio below 70 percent--the historical 
average--was a cause for concern and any figure above 70 percent vas com- 

fortable. But that was not the purpose of the exercise. 

He agreed that the staff should not disclose country-by-country 
specifics, UK. Nakagawa continued. .However, on previous occasions, the 
staff paper had included projections of demand with the resources available 
by geographical area. and he would appreciate more detailed information on 
that OKdeK. 

Hr. Dawson stated that, given more area departments, the Board could 
pick apart any geographic numbers that were presented, an action which might 
COntKadiCt the effort to validate the liquidity ratio estimate. His chair 
had long mada the point that Mr. Wright and Hr. Al-Jasser, in particular, 
had made about the accuracy of projections, which had led to skepticism 
about out-year projections in any event. Therefore, nothing had been lost 
for purposes of the current debate by not having the 1993 numbers. 

He agreed with the airman that, at that point in time, there was a. 
certain element of futility about that debate, Hr. Dawson continued. The 
Board needed to address the issues that a number of chairs had tKaditionally 
raised. The Board was close to having that opportunity--he hoped it would 
not be in the context that Hr. RvanS had suggested--with the presumption and 
hope that when the quota increase came into effect, the Board would have a 
natural opportunity to look at all those issues. 
those forecasts was an element of false precision. 

Unfortunately, inherent in 

Frankly, his chair had never taken out-year liquidity numbers par- 
ticularly seriously, KK. Dawson commented. He had.understood from his 
predecessor that strong skepticism about the numbers had been an element in 
the &lay in the Board's conclusion of the Ninth General Review of Quotas. 
In part, that skepticism had been justified over time. DiKeCtOKS’ positions 
on liquidity vere well known. With the Annual Meetings approaching, it 
would be better to postpone discussion of the liquidity ratio and associated 
issues until the new quotas came into effect. 

AS to financing alternatives in case the quota increase did not come 
into effect, the General Arrangements to BOKKOV were a temporary arrangement 
that existed, in part, for that reason, nK. Dawson said. lie hoped that the 
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coming into effect of the quota increase would be resolved by September 30, 
1992. With respect to the September 11 deadline, there was a requirement in 
terms of the substitution arrangement of ordinary for borrowed KesouKceS. 

The Board's interest in the matter was an updated assessment, not neces- 

sarily so that the Board would take any action, but so that the Board and 
the Mnaging DiKeCtOK would discuss the issue and be able to inform the 
Chairman and other members of the Interim'Committee of the situation as it 
existed as close as possible PK~OK to the Interim Committee meeting. The 
quota legislation, if consented to, had always been expected to come into 
effect after September 11, 1992. He hoped that the U.S. Congress would give 
its consent by the time of the Annual Meetings OK September 30, 1992. 

!fK. Posthumus commented that making a realistic estimate was. by defi- 
nition, impossible. In the past few years, the number and size of pKOgK&USS 

had increased significantly and resulted in estimates thatwere too opti- 
mistic. If the methodology used in estimating liquidity was changed, there 
would be a danger that in two OK three years, when the demand for programs 
was closer to normal, demand would be underestimated substantially. The 
Pund would not be the first institution to have done that. The Board, 
therefore, should be extremely cautious in changing the system fOK 
estimating the liquidity ratio. 

The Chairman made the following con+ding remarks: 

The present review has been useful as an interim review, 
pending the coming into effect of the increase in quotas under 
the Ninth General Review. The projected decline in the end-1992 
liquidity ratio has to be considered in that context, ard the 
staff's projections of demand for Pund resources reach only to 
the end of the year for that very reason. I would, however, 
StKeSS that the projected Strong demand for the Pund's KesouKces 

over the balance of 1992. on the basis of present quotas, is un- 
sustainable, except in the expectation that the increase in , 
quotas will come into effect soon. 

I appreciate the fact that considerable and welcome 
prograss has been made with respect to consents to the quota 
increase and acceptances of the Third Amendment. At present, 
acceptances stand at 62.80 of total voting power, and we have 
heard Hr. Dawson's expectation of prompt action on the U.S. side 
following Congress’s return from vacation after Labor Day. I 
echo all speakers this morning in urging each member that has 
not yet consented to its quota increase or accepted the Third 
Amendment to do so as soon ad possible--hopefully, before the 
Annual Meetings. . 

We recall that decisions on the extension of the period 
for consent and on the substitution of ordinary fOK bOKKOWed 
resources are effective only to the end of September. The 
decision calls for a review of the status of.consents and 
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acceptances not later than September 11, 1992, in order to have 
the most accurate possible &ta to give to Fund Governors and to 
examine the steps that could be submitted for consideration by 
the Interim Committee in the event that the procedures on con- 
sents and acceptances have not been completed. I very much hope 
that the quota increase and Third Amendment will be in effect 
by that time. If not. we will need to come back to the issue 
before September 11. We recall the comments made by Mr. Evans 
that, shortly after the Annual Meetings, the Board should 
Consider alternative financing to meet the Fund's liquidity 
requirements. 

Finally, I have heard--and agree with--the calls made by a 
number of speakers for longer forward-looking analysis of the 
Fund's liquidity position. 

2. 

The Chairman informed Executive DiKeCtOKS of a recent unauthorised 
disclosure of information. In the current issue of the sPress, 
sources from the Executive Board were quoted as saying that the delay in the 
Board's discussion of the European Monetary Union issue was at the request 
of at least one European Executive Director and was linkad to the French 
vote on the Haastricht Treaty on September 20, 1992. Such a linkage was 
nonsansical. He asked Executive Directors to remind their offices that 
discretion about the work of the Board was essential. Likevise. the staff 
should be discreet, and he himself and the Secretary had worked to that end. 

3. ALBANIA- 1992 ARTICLE IV CONSULTATION; AND RBQUEST'FOR 

The Executive Directors considered the staff report for the 1992 Arti- 
cle IV consultation with Albania and its request for a 12-month stand-by 
arrangement in an amount equivalent to SDR 20 million (BBS/92/121. S/3/92; 
and Cor. 1, 8/20/92). They also had before them a background paper on 
recent economic developmants in Albania (H/92/165, 8/17/92). 

i 
The staff representative from the European I Department made the 

following statement: 

A staff team that visited Tirana during August 19-22, 1992 
received the following additional information on recent devel- 
opments and policies. All prior actions have been implemented, 
as &scribed in the staff report. with a few minor differences. 
Retail prices of kerosene and medicines have been raised by 
300 percent and 150 percent, respectively--somewhat less than 
originally planned--and price increases for schoolbooks have 
been postponed until September 15. 1992, pending an inventory of 
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libraries and bookstores. Also. the new draft customs law. u 
although approved by the Council of Ninisters, was not enacted 
by Parliament before the August recess: it is expected to be 
approved in early September 1992. The impact of these devel- 
opments on the budget for the second half of 1992 is marginal 
and could be offset by receipts from a newly levied hotel tax. 

Cutput continues to suffer from the extremely difficult 
starting conditiors. with close to one third of industrial 
enterprises completely shut down and most others severely dis- 
rupted. With budgetary subsidies stopped and access to bank 
credit much reduced, there appears to have been a marked in- 
crease in interenterprise arrears already. These arrears 
underscore the urgency of proceeding quickly with enterprise 
restructuring and closures to safeguard the financial parameters 
of the program. Agriculture'is starting to suffer from drought, 
exacerbated by the breakdown of much of the country's irrigation 
facilities. Nonthly inflation in July 1992--prior to the recent 
decisive phase of price reform --continued at around 6ti percent. 
dampened by the seasonal availability of certain food items-- 
mainly fruits and vegetables. 

Following the floating of the exchange rate on July 1. 
1992. banks and other dealers have started to operate in the 
unified and free exchange market. with the lek appreciating 
gradually from the parallel market rate in late June--around lak 
130 $er U.S. dollar--to below lek 100 per U.S. dollar in the 
third week of August. This appreciation has occurred notwfth- 
standing small net purchases from the market by the banking 
system, including the gank of Albania. a/ 

While the initial impact of price reform has been absorbed 
relatively well, inadequate supplies in urban centers of certain 
basic comdities vitb libaralized prtces t/ have resulted in 
an overshooting of prices in those casas. The authorities ara 
considering temporary price monitoring mechanisms to prevent 
such monopoly-based overshooting. The petroleum price structure 
is also undar review to remove certain unintended anomalies in 
the pricing of some by-products, without affecting total budget 
rwenues . / 

U The lav vould reduce the nuder of tariff rates to three (5, 15, and 
30 percent) while raising the average tariff from about 10 to 15 percent. 

y Cumulative net purchases of about $1.5 million. 
2/ Including milk, meat. eggs, rice, and sugar. The authorities 

attributed these shortages .to delays in food aid &liveries as well as the 
breakdown of domestic distribution systems. 
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With respect to interest rate policy, following the intro- 
duction in July of a new schedule of maximum lending rates for 
banks, the Bank of Albania in mid-August replaced those ceilings 
with indicative "guiding rates" to give further flexibility to 
banks with different cost and demand conditions. 

Gn external.financing, the outlook remains essentially as 
described in the staff report, with some further progress in 
meeting Albania's emergency food import needs in 1992/93. 

Hr. Filosa ma& the folloving statement: 

The Executive Board discussion that will conclude the 
first Article IV consultation with Albania and consider the 
Albanian Government's request for a stand-by arrangem5nt will 
officially mark the beginning of a new era in Albania--an era 
that uill relegate to the past Albania's drive to autsrky and 
economic centralization and brirlg to an end the isolation from 
the rest of the vorld forced on the country by four decades of 
rigidly applied orthodox socialism. 

Indeed, autarky and total centralfzation of economic 
activity long represented the cornerstones of Albania's way 
to sociaIism. Both had been carried out to an extent that was 
unprecedented in the socialist world and that distinguished 
Albania as a unique model in the socialist experiment. In the 
end, such an experiment turned out be extremely costly. It pro- 
duced a system where the pursuit of economic incentives, the 
search for comparative advantages, and the respect of financial 
constraints were deemed irrelevant, if not unlawful. thereby 
depriving the economy of the signals necessary to achieve a 
minimum of rationality in the allocation of resources. 

As a result, the country is, today, by far the poorest 
natfon in Europe. and, folloving the breakdown of the old re- 
gime, the economy has collapsed under the weight of an enormous 
foreign dabt. severe price distortions, and an archaic produc- 
tive structure. Korewer. the fiscal position of the country 
has become critical, and the credit and monetary aggregates have 
gone out of control. chronic shortages and social tensions have 
resulted, and most government functions have been hampered. 

But the break vith the past is now a matter of fact, 
Albania is, today, a full-fledged member of the international 
community, and the newly elected democratic Government is 
strongly datermined to reform the country to enable it to ax- 
ploit the opportunities for sustainable growth and development 
essociated with open trade and free markets. 
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The tense social situation that followed the collapse of 
the previous regime required the restoration of public order and 
essential government functions before any program of economic 
reconstruction could be undertaken. In this respect, signifi- 
cant progress has been accomplished. In Barth 1992. a new Gov- 
ernment was democratically elected, and.local elections were 
held thereafter. Since then, the authorities have worked hard 
to redefine the responsibilities and functions of public admin- 
istration in the spirit of democratic principles and market- 
oriented norms. 

In the near future, Albauia will have to undergo a long 
process of forceful financial adjustment and deep economic. 
reforms; As the staff admits, "the task...is monumental," and 
no such effort will be possible without the active involvement 
of the international P ommunity at large, most notably, the 
Bretton Woods institutions. Hence the authorities attach much 
importance to their request for the proposed stand-by 
arrangement. 

With social stability broadly regained and a basic insti- 
tutional setting in place, the authorities have resolved to 
embark on a three-pronged economic strategy,. Underlying that - 
strategy was their decision to adopt a strong shock therapy 
approach to economic recovery, as they recognixed that the 
existing productive and administrative structures would not 
have responded to a gradual approach. Uore important, with this 
decision the authorities intended to signal--both to the country 
and the international cormsunity--the irreversible nature of the 
transition process. Albania's irreversible jump to democracy 
had to be matched by an equally irreversible jump to the market. 

The first step of the strategy required the authorities to 
take a number of important prior actions--in consultation with 
the staff--that would create the economic conditions required in 
or&r for a strong economic adjustment program to be successful. 
The second step is undertaking, with the support of a stand-by 
arrangement. an economic program that would not only consolidate 
the initial adjustment, but would also lay the ground for 
medium-term, vi&-ranging structural reforms. The third step, 
following the successful conclusion of the stand-by arrangement, 
should allov for the authorities' continuation of their program 
of structural reforms under an ESAF arrangement. 

Theaccelerated sequence of prior actions taken by the 
Government covered three major policy areas: price liberaliza- 
tion; trade and exchange reform: and financial reform, including 
interest rates corrections. In the price area, effective August ' 
1, 1992,'all remaining price controls in Albania have been elim- 
inated, except for a few products that are still administered. 

c 
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For those administered products, however, prices have been 
subject to major adjustments. Important measures that attest 
to the seriousness of the authorities' policy commitment include 
the fivefold adjustment of the price of bread and the fourfold 
increase in the price for wheat. The authorities agree to re- 
vise these prices periodically, as needed, over the next few 
years. Such price revisions will have a large beneficial impact 
on public revenues and will allow the Government to reduce dras- 
tically the related budgetary subsidy components. Ihe author- 
ities expect that the price liberalization will stimulate a 
significant output response, especially in the agricultural 
sector, where privatization is already at an advanced stage. 

In parallel to the price reform, radical steps were taken 
' by the authorities to reform the exchange and trade system aimed 

at ultimately achieving external current account convertibility 
of the lek. As a first step, the Government, effective July 1, 
1992. adopted a floating exchange rate. Given the central 
bank's lack of international reserves and the. difficulty--under ' 
present economic circumstances-- of pegging the exchange rate at 
any given level, such a choice was the only reasonable one. The 
Government also issued new regulations for the operation of a 
free foreign exchange market and lifted most restrictions on 
current account transactions. The remaining restrictions cover 
a fev import items for safety and environmental reasons and the 
export of certain food and food-related items. These export 
controls are, in fact, justified, as they purport to avert diver- 
sion of foreign aid and subsidised products. Furthermore, the 
authorities have abolished all state trading monopolies and 
simplified the recently introduced customs tariff structure. 

The third area where relevant prior action vas taken is 
financial policy. In pursuing the objective of creating the 
foundations for an efficient two-tier financial system, the 
authorities enacted legislation providing for the establishment 
of an fndependont central bank, with adequate regulatory powers, 
and a legal framework for the development of a local commercial 
banking sector. Furthermore, as a way to help restore macroeco- 
nomic balance, the authorities raised the interest rates sharply 
on bank deposits and loans and introduced a new reserve require- 
ment system for all banks and deposits, including penalties for 
lack of compliance. The difficult political and economic cir- 
cumstances under which the authorities took these measures 
should leave no doubt as to their determination to do whatever 
it takes to accomplish the transition process successfully. 

As par-: of the three-pronged strategy, the authorities now 
intend to undertake the strong, Fund-supported economic program 
described in the Government's letter of intent. The program 
encompasses a tight adjustment component and the inception of 
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far-reaching structural reforms. Its essential elements include 
the reassertion of full government control over fiscal policy, 
the imposition of strict limits on credit and money growth, and 
the adoption of a tight incomes policy. The program is also 
designed to provide the authorities with the necessary technical 
and financial support for consolidating the structural reforms 
already initiated and for intensifying the reform of the agri- 
cultural sector and the process of privatizing state enter- 
prises. 

On the macroeconomic side, the bulk of the adjustment 
maneuver rests on fiscal policy. For the second half of 1992, 
the program targets a reduction in the overall fiscal deficit on 
a cash basis to 19.1 percent of GDP, from the 50.2 percent level 
recorded over the January-June 1992 period. At the same time, 
the authorities intend to reduce the monetary financing of the 
deficit from over 50 percent of GDP to around 16 percent by the 
end of 1992, and to 10 percent in 1993. Such targets represent 
major corrective steps from past trends, especially considering 
the formidable difficulties and uncertainties that presently 
face fiscal policy. 

In light of the erosion of the country's tax base, the 
achievement of the 1992 fiscal targets entails a substantial 
restructuring and reduction in government outlays. Compared 
with the first six months of the year, current expenditure will 
be cut almost by half during the remaining part of 1992. Sav- 
ings will be attained from limiting the wage bill; from cutting 
military, internal security, and administrative spending; from 
terminating the current system of 80 percent wage payments to 
idle workers; and from substituting it with temporary, and 
progressively diminishing, unemployment benefits. Considerable 
progress, however, will come from subsidy reductions: subsidies 
to enterprises and for price support in proportion to GDP will 
decline from 18.7 percent in the first half of 1992 to 2.6 per- 
cent in the second half, and to 1.1 percent in 1993.-levels con- 
siderably lower than in other Eastern European countries. In 
addition, investment'spending will necessarily be curtailed over 
the remaining part of 1992 to help the rapid reabsorption of the 
deficit. 

On the revenue side, the closure of many state enter- 
prises, the lack of tax discipline in the country, and the 
weakness of the tax administration caused public revenues to 
shrink dramatically. Major efforts are now being pursued to 
restore the tax base, but, notwithstanding the measures already 
in place, the revenue expected for the second half of 1992 will 
not be sufficient to cover even the most essential budgetary 
expenditures. 'IO regain the ground lost, the authorities are 
implementing a comprehensive reform of the tax structure aimed 
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at establishing a broad-based system capable of taxing the 
future private sector. They recognize, however, that such 
reform cannot be effected successfully without first rebuilding 
the country's fiscal administration. They have thus instituted 
expenditure control procedures and passed a new budget law to 
reorganize and strengthen fiscal management operations. 

Ihe Government is also considering the fiscal framework 
for 1993. Owing to the uncertainties and risks surrounding the 
adjustment that is under way, it id still too early to formulate 
specific targets for the future. Yet, there can be no doubt 
that the direction of such actions will have to point toward 
bringing the tax reform to a successful completion and fur- 
thering the reduction in the deficit through the rationalization 
and monitoring of expenditures; especially in the military and 
social security sectors. Extreme care is being exerted by the 
authorities in revising the unusually generous social security 
and assistance system inherited from the past regime. 

My Albanian authorities are fully convinced that the tran- 
sition to a stable market economy requires reorienting credit 
and monetary policies to the objective of price stability and, 
ultimately, delinking monetary policy from budget financing. 
Accordingly, the program's monetary and credit aggregates are 
targeted toward bringing inflation rapidly under control. Ihe 
reform of the financial sector now under way will eventually 
allow the monetary authorities to rely on market instruments of 
monetary control; however, until they gain sufficient experience 
in the use of such instruments and until the domestic financial 
system becomes capable of correctly and swiftly transmitting to 
the economy the monetary policy signals, credit ceilings on 
individual banks will remain the principal instrument of control 
at the authorities' disposal. 

Interest rates will increasingly play an allocative role 
in the Albanian economy, but, until competition emerges in the 
financial market, they will continue to be set administratively. 
Ihe authorities intend to review periodically the interest rates 
on bank deposits and loans, with the expectation of introducing 
positive real levels by the end of the program period. 

The task of monetary and'credit policy is considerably 
complicated by the legacy of nonperforming loans in the banking 
system. The authorities are planning to absorb these loans into 
the budget gradually. Depositors will share part of the burden 
as inflation erodes the economy's monetary overhang, and sanc- 
tions will be imposed on those enterprises whose loans will have 
to be taken over by the Government. 
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Key to the priority of breaking the escalating wage-price 
spiral is incomes policy. During the second half of the current 
year, nominal targets will be set for average civil service 
salaries, and limits will be imposed on wage increases in state 
enterprises and public administration, with a view to reducing 
real wages and bringing them in line with the large drop in 
domestic output since 1989. Specific provisions will govern 
wage adjustments. In particular, an equal lump-sum compensation 
has been extended to civilian central government employees to 
protect their salaries exclusively against the direct effect of 
the recent increases in administered prices. On September 1, 
1992. a restructuring of the central government employees' wage 
scale for civilians will take effect in order to introduce an 
incentive element in the salary structure and curb the current 
exodus from public administration. To ensure the effectiveness 
of the incomes policy, the authorities have passed laws that 
enforce tax-based sanctions for those violating the limits. 

With respect to structural policies, the authorities will 
pursue under the program the reforms already initiated. In the 
exchange and trade sector, they are planning to remove the re- 
maining restrictions on current account transactions gradually. 
Although the average tariff rate has been increased for revenue 
purposes, it will be adjusted to comparable international levels 
as soon as the improved budget conditions permit. 

As to the privatization and restructuring of state enter- 
prises, the authorities fully share the view that, to be able to 
remove the long-standing impediments to growth, they need to 
establish an economic system based on private property and free 
individual initiative. They are therefore seeking to establish 
the legal framework and the commercial codes necessary to pro- 
tect private property rights and to encourage private invest- 
ment . Considerable progress has already been achieved in 
privatizing small units in the services sector with the law 
passed in August 1991; however, the authorities are planning to 
amend it in two major respects to cover important sectors that 
are presently excluded and to allow foreign investment and par- 
ticipation in the privatization process. For the enterprises 
remaining in the public sphere, a law was approved in July 1991 
to restore corporate governance and to perform the necessary 
reorganisation. The authorities aim to make these enterprises 
independent decision units that are free to use resources on the 
basis of liberalixed input and output prices, subject to hard 
budget constraints, and free to hire and fire workers and orga- 
nize trade based on individual contracts. 

In light of the importance of the agricultural sector in 
the national economy, absolute priority is. given by the author- 
ities to the implementation of agrarian reform. Indeed, the 
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process of land distribution in Albania is proceeding at a 
considerably faster pace than in other Eastern European coun- 
tries, as already 80 percent of the land of cooperatives has 
beea distributed to private farmers. The program includes two 
elements that will play a crucial role in the success of the 
reform. The first--which was discussed earlier--is the price 
liberalization component of food and food-related items. 

The second is the authorities' plan to amend the Land Law 
before the planting season, with a view to fostering the emer- 

.gence of a free market for land. To this end, new land titles 
will protect land ownership and former owners' claims will be 
acknowledged, though compensation will be financial, with no 
provision for physical restitution. All these elements combined 
should grant domestic farmers strong incentives to increase in- 
vestment and production. The privatization of the large state 
farms has not yet started, but the authorities are working, in 
close collaboration with the European Commission and the World 
Bank, on a plan to convert some such farms into stock companies, 
while in other cases joint ventures with foreign investors have 
been established. 

The staff report indicates the exceptionally critical 
balance of payments and financing constraints facing Albania in 
the near and medium term. No matter how tight domestic policies 
and how large the savings attainable, Albania will need signifi- 
cant foreign cooperation for a protracted period of time. 

Hy Albanian authorities are grateful to official donors 
for their generous humanitarian and concessional assistance, 
which has helped the country survive a difficult phase. They 
are reassured by the fact that the international community, 
despite the large financing requirements, is providing Albania 
with additional assistance to close the estimated gap for the 
period ending in December 1992. They are also confident that by 
the time of the first program review, the European Commission 
and G-24 donors will be able to support Albania's effort to 
regain external viability gradually. 

r 
However,, the authorities also wish to convey to the 

Executive Board their concern about the recent emergence of 
basic commodity shortages, owing to delivery delays. Such 
shortages can be severely detrimental, especially at a time when 
Albania is embarking on so radical an economic reform process. 
In the view of the authorities, the sustainability of the pro- 
gram itself is crucially linked to the adequate provision of 
such commodities. 

With respect to Albania's commercial indebtedness, the 
authorities intend to cooperate fully in identifying a solution. 
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To this effect, they have recognised the sovereign nature of the 
debt and wish to start negotiations with the banks soon. For 
the near term, however, there is no alternative to the deferment 
of payments to commercial creditors. 

Undoubtedly, the Albanian authorities face a difficult 
situation. The'program that they are prepared to undertake-- 
which, however important, represents only a first step in the 
reconstruction of the country--contains substantial risks. The 
wide-ranging nature of the policies envisaged, the particularly 
difficult economic conditions, and especially the country's 
limited institutional capacity and lack of familiarity with 
market-type rules and laws all raise the level of such risks. 

However, there does not.appear to be any real alter-dative 
for 4lbania at this stage. The authorities can only assume such 
risks with conviction and determination, which they have coura- 
geously resolved to do; they so far have tried their best. They 
have made a tough choice, and they see no chance of withdrawing 
from it. Moreover, I can assure the Board that the commitment 
to the transition process has been soundly reaffirmed at all 
levels of the Albanian Government. 

I wish to conclude my.remarks by extending to the Fund's 
management and staff my Albanian authorities' gratefulness for 
the assistance they have received in this difficult initial 
phase of the transition, and by expressing their hope that the 
international community will do its part by joining commensu- 
rately in the effort. 

Mr. Al-Jasser made the following statement: 

Albania faces exceptionally difficult circumstances. As 
described in Mr. Filosa's statement, the authorities have re- 
sponded courageously to this situation by setting forth on an 
ambitious and indispensable program to stabilise, transform, and 
revitalize the economy. Saddled with a long legacy of autarkic 
isolation, the authorities have launched a drastic program to 
arrest the steep downward slide of the economy and prevent the 
emergence of hyperinflation. At the same time, the structural 
transformation of the economy has been set in motion. The 
authorities' firm sense of purpose is demonstrated by the firm 
actions already taken: the comprehensive liberalization of 
prices; the removal of virtually all exchange and trade re- 
strictions; the reform of the tax system and the financial 
sector; and the passage of a revised enterprise reform law. The 
authorities recognize that, for the time being, their implemen- 
tation capacity is limited and, therefore, are focusing their 
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efforts on a short list of priorities. Such an approach is 
sensible and commendable. 

I support the proposed stand-by arrangement with Albania. 
However, the stand-by arrangement is only a first "kick-start" 
toward the creation of a market-based economy in Albania and a 
return to external viability. Beyond this first bold step lies 
a longer-term task. Therefore, I welcome the authorities' in- 
tention to move on to an ESAF program, which would provide an 
appropriate framework to advance and deepen the process of 
structural adjustment and reform. 

I 

The financial policy objectives of the program are smbi- 
rious, and rightly so. But a number of risks come with such 
ambition, and the authorities will need to be vigilant and re- 
sponsive to developments as they unfold. Fiscal policy is the 
key nominal anchor of the program, and the programmed sharp 
reduction in the domestic bank financing of the budget is 
essential to the authorities' effort to reassert control over 
monetary and credit aggregates. In the short.-, the greater- 
burden of fiscal adjustment has, by necessity, fallen on ex- 
penditures. Accordingly, the authorities should make every 
effort to exercise effective budgetary control, especially in 
the area of enterprise subsidies, to achieve the sizable spend- 
ing cuts. They must also resist pressures to ease spending. 
Against this austere backdrop, I welcome the retargeting of the 
social safety net to the most needy. 

Beyond the short run, a sustainable budget position, which 
would be less reliant on external financing, requires a fun&- 
mental restructuring of expenditures and a reform of the tax 
system. These changes are essential, if fiscal consolidation 
is to be achieved, while new additional budgetary burdens asso- 
ciated with financial and agricultural sector reforms are accom- 
modated. The authorities are to be commended for making tax 
reform an early priority, which should reap some benefits in 
1992, but more so in 1993. 

The task of monetary and credit policy has been severely 
complicated by the disruption experienced in the monetary and 
institutional fabric of the economy. Nevertheless, it is clear 
that the objective should be a firm reversal of the trend toward 
hyperinflation. As to the conduct of policy, in view of the 
uncertainty about the demand for money, the exchange rate could 
prove a useful indicator of the stance,of policies, despite the 
small size of the foreign exchange market. I would welcome the 
staff's views. 

To control the growth of credit and monetary aggregates, 
the authorities will need to rely on simple direct controls 
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because of the weak state of the banking system. Moreover. 
ensuring that interest rates are positive in real terrs will be 
important. However, where possible, every effort should be made 
to miric market forces and encourage the introduction of a com- 
mercitl and competitive.banking system. In this respect, I 
welcome the fact that bank-specific credit ceilings are tradable 
and the introduction of indicative "guiding rates." 1,would 
appreciate an explanation of how these "guiding rates" will 
operate. However, to avoid the emergence of wide interest rate 
spreads and encourage competition, en expansion of the deposit 
base to all banks will be important. Also, the authorities 
should monitor closely financial relations among the banks and 
enterprises to avoid the circumvention of financial policies by 
arrears and unwarranted new credits. 

On price reform, I was dismayed to discover in the staff 
report that the tax inclusive wholesale price of light fuel 
oil--an important intermediate input--had been increased by 
400 percent to a level approximately double that of world 
prices. This increase could only be a recipe for disaster, 
which would throw cold water on any supply response striving to 
emerge in an environment of severe contraction of domestic 
demand. In fact, I understand that this increase has indeed 
created difficulties for producers, although, to.some extent, it 
has been mitigated through fuel purchases outside official mar- 
kets. However, I am glad to observe from the staff's opening 
statement that this episode will end on a positive note, and the 
staff has not stood in the way of a downward correction in the 
prices to more reasonable levels. 

On a related point, I welcome the fact that in Table 4 of 
the staff report, the benchmark for making comparisons of energy 
product prices includes not only Europe--an exceptionally high 
petroleum tax region--but also the Unitad States. Nevertheless, 
in &scribing energy pricing policy, it would be instructive if 
the staff would show price levels and ratios, including and 
excluding taxes. 

The authorities have sensibly focused their structural 
reform efforts on a few critical areas. The privatisation of 
agriculture should yield a significant positive output rela- 
tively quickly, which will help alleviate domestic food short- 
ages and contribute positively to the current account position. 
Of particular note in this area is the separation of ownership 
and compensation issues, which should add productive certainty 
to farmers' planning horizons. 

As regards the privatisation of state enterprises, the 
authorities have sensibly established some sectoral priorities, 
while creating the legislative base for an inevitably more 
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gradual, broader restructuring effort. Here, I welcome the 
close collaboration between the authorities and the World Bank, 
and the progress already made in the retail distribution sector. 
However, while a revised enterprise reform law was approved in 
July 1952. I note that the introduction of a bankruptcy law is 
still pending. I encourage the authorities to approve this law 
as soon as possible, for without a clear bankruptcy framework, 
creditors and debtors will be hesitant to initiate proceedings, 
thereby stalling the restructuring process. 

In view of the exceptionally difficult point from which 
the authorities' reform efforts are starting, it is not sur- 
prising that the external outlook presents a commensurately 
difficult challenge. In the case of Albania, it is clear 
that, while the patient must undoubtedly undergo some self- 
administered surgery, it is also in need of some externally 
provided madicine and support--both technical and financial. 
Indeed, to attain not only their own domestic reform objectives, 
but also to attract critical and much-needed external support, 
the authorities will need to demonstrate for many years to come 
a firm commitment to their goal of stabilizing and transforming 
the economy. In particular, I encourage the authorities to 
reach a speedy resolution to their financial relations with 
commercial bank creditors. Repeated debt rollovers accompanied 
by the accrual of unpaid interest will only exacerbate an 
already difficult situation. 

The Albanian authorities have embraced a daunting chal- 
lenge with a sense of purpose and a prudent realisation of 
their own capacity to act. This determination has led them to 
a radical and pragmatic course of action, which deserves our 
support. There are risks and uncertainties in the tasks that 
lie ahead, and the authorities ~111 have to follow their bold 
start with perseverance. 

Mrs. Szombati made the following statement: 

Albania's situation is the most difficult among the 
Eastern European countries in transition. The launching of the 
social and economic transformation of this isolated, strongly 
regulated, and poor country has been attended by social unrest, 
public disorder, and complete economic collapse. Albania's 
already deep poverty is worsening, its external debt burden is 
becoming unsustainable for lack of external resources, the 
collapse of agriculture requires emergency food aid, and short- 
ages of spare parts and primary inputs are decreasing capacity 
utilization and closing state enterprises. 
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The new Government is faced with two enormous tasks at 
once. It,must quickly restore public order and government 
functions, while simultaneously launching a market-oriented re- 
StNCtUrhg and stabilizing of the economy. It is clear, how- 
ever, that re-establishing the political and economic stability, 
reforming the economic environmant, and correcting the weak- 
nesses caused by past mismanage!nent of the economy will take 
many years. Both a strong commitment to structural and stabili- 
zation policies and continued financial assistance from abroad 
will be needed. 

We fully support the Governmant's immediate strategy aimed 
at halting the economy's slide, avoiding hyperinflation, and 
c-ncing to liberalira prices and the exchange and trade 
system. We command the impressive prior actions that demon- 
strate the authorities' commitment to the planned economic 
program and can agree with the staff’s view that its policies 
represent the best effort possible under present circumstances. 
Nonetheless, we are extramely concerned about the exceptional 
risks and uncertainties facing the program from the unstable, 
social and economic situation and the lack of market insti- 
tutions and expertise. Our approval of the present stand-by 
agreament is thus based in large part on our confidence in the 
Governwnt's co~itmant. 

As to the details of the program, we generally agree with 
the Government's priorities and its planned policies. I will 
commant briefly on financial stabilization. structural reforms, 
and the external sector. Fiscal policy will be the key to tha 
Government's stabilisation efforts. The planned large reduction 
in the daficit faces exceptional uncertainties, because the 
disappearance of the traditional tax base forces it to rely 
heavily on expenditure cuts at a time of severe social tensions. 
Shortfalls in grant receipts would also create serious problems. 
The staff notes that the fiscal progrm calls for a large ad- 
justment with steep reductions in real expenditures over the 
naxt12 months. Tha significant cuts in subsidies and military 
spending are especially welcome. Income restraint in the state 
sector and the streamlining of the social security system will 
also be crucial for achieving the fiscal target. Fiscel con- 
solidation over the medium tens will require additional strong 
maasures. including restructuring the public finances, modern- 
ising the tax system, and completely overhauling the structure 
of expenditures. The first stops toward these goals have 
already been taken with the recent adoption of tax and other 
revenue measures. 

Stabilisation will requira speedy restoration of control 
ovar enterprise behavior and assistance to viable enterprises. 
Fundamental restructuring and improved financial performance are 
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essential if subsidies are to be replaced with the production 
of taxable income as soon as possible. These actions can be 
echieved by hardening enterprises' budget constraints and re- 
straining their wages. In the monetary area, policy implemen- 
tation must be strict--e difficult task, given the undeveloped 
state of the financial system and the lack of efficient monetary 
instruments. Especially useful is the recent strengthening of 
the central bank and its instruments, but there is still a need 
for credit ceilings and control over interest rates until the 
financial system reforms are in place. A two-tier banking 
system is urgently needed to allow for an independent monetary 
policy. Its establishment should include the adoption of new 
banking laws and prudential regulations to provide clear, well- 
defined rules of play for new commercial banks. 

The structural reforms are clearly urgent, as shown by the 
serious distortions revealed by the collapse of the central 
planning system's coordination mechanism. As Hr. Filosa points 
out in his opening statement, the authorities decided to adopt,a 
strong shock therapy approach to economic recovery, raccgniring 
that the existing productive and administrative structures would 
not have responded to a gradual approach. The basic first steps 
have already been taken toward establishing market mechanisms by 
the prompt liberalization of the exchange and trade system end 
price and trade reform. To obtain the expected supply results 
of comprehensive price and trade liberalization, the authorities 
should also accelerate steps to put basic institutional elements 
of market-based resource allocation in place. Urgent structural 
reforms should include enterprise restructuring and, especially, 
the closing of unviable units. Special efforts must be made to 
foster private initiative. The development of the antrepre- 
neurial spirit can best be pursued by beginning with the pri- 
vatization of smell-scale enterprises to replace the collapsed 
official distribution network. 

The agricultural sector should be encouraged to reverse 
the rapid decline in output. Here the supply reaction will 
require not only price liberalization. but also legislation to 
permit private ownership of land and to settle former owners' 
claims. The authorities should give high priority to the cre- 
ation of a basic legal and institutional framework for private 
-rship that will facilitate the participation of the private 
sector, both foreign and domestic, in the reconstruction of the 
economy. Because structural changes and systemic reforms cannot 
be accomplished overnight throughout the economy, we endorse the 
Government's intention to develop a medium-term program of 
structural reforms to be supported by further Fund assistance. 
And generally, given the exceptional problems of Albania's 
rigidly planned economy in making the transition. to a market 
system, WB feel this program should give more emphasis to 
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structural performance criteria, even though restructuring is 
not the purpose of a stand-by arrangement. 

Albania has serious balance of payments problems re- 
flecting the collapsed state of the economy and the severe 
financing constraints. It is especially unfortunate that large 
trade imbalances have stretched into the medium term owing to 
the very slow recovery. The staff notes that Albania could 
achieve viability by boosting its traditional exports with the 
help of foreign investments. Given the relatively skilled and 
lov-cost labor force, developing manufacturing capacity and 
diversifying exports seems equally as important in offering 
better long-term prospects. I would like to know more about 
the authorities' long-term development plans. 

It is clear that Albania will need substantial amounts of 
exceptional financing during the next several years to support 
recovery and maintain external viabili+y. The staff notes cor- 
rectly that the only way of filling the gaps projected over the 
medium term is by grants and highly concessional assistance from 
the international connnunity. Albania's exceptionally weak ex- 
ternal payments position makes it essential to attract nondebt- 
creating investments. Nonualization of relations with creditors 
is an important precondition for both attracting investment 
flows end smoothing access to supplier credits. and the author- 
ities should speed their efforts to find an appropriate resolu- 
tion of their huge external indebtedness. In this connection, I 
would be interested to know the most recent davelopments in 
negotiations vith the commercial banks and the staff's assess- 
ment of the chances of achieving the necessary agreement. With 
these remarks, I support the proposed decision. 

Iis. Creane made the following statement: 

Reading through the documents supporting Albania's request 
for a stand-by arrangement brought to mind the first staff 
reports from the initial Pund membership missions in early 1991. 
The descriptions we heard then of tbe primitive economic situa- 
tion and stark social conditions encountered were astonishing. 
As the closest example in memory of,complete autarky, it was, by 
negative example, a potent reminder to all of us of the benefits 
of a market trading and economic system. And yet, since that 
time, Albania has suffered further massive economic deteriora- 
tion, with GDP dropping steeply and inflation accelerating. 

As a result, Albania's starting point as it embarks on a 
program of economic adjustment, is exceptionally low, as illus- 
trated quite ggraphically' in Chart 1. That the weak starting 
point is due to the convergence of unusual conditions does not 
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allow for easy consideration of experience elsewhere to assist 
in guiding decisions on policies, priorities, and sequencing. 
Yet. the proposed stand-by prograx, notuithscanding some 
substantial risks, reveals the political decision and vi11 to 
move ahead forcefully to stabilize and reform the economy in 
Albania. In our view, the proposed stand-by program should be 
successful in reaching the first plateau in achieving those 
goals, and it deserves broad Board support. 

We are ixpressed with the first round of policy actions 
completed this month. The freeing and upward adjustment of 
prices will give greater latitude to the vorkings of the market 
mechanlsn. reduce fiscal subsidies, and assist in demand xan- 
ageaent . The tough incomes policy under way, which vi11 result 
in a sharp decrease in real wages, has a similar importance in 
the overall program. In the next months. pressure is likely 
to rise for a reversal of these and other actions. uhich we 
strongly encourage the authorities to resist. The steps taken 
to libaralize the exchange and trade regixe are also important 
and of a caliber yet to be followed by many another Puxd member. 
We look forward to a schedule detailing the phasing out of the 
remshing price'and trade restrictions as soon as feasible. 

The fiscal deficit plannsd for the second half of 1992-- 
19 percent of GDP--is still rather high. But the deficit and 
the domestic bank financing component are substantially smaller 
than in 1991 or in the first half of 1992. Purther, the poten- 
tial for achieving this goal is relatively strong, given that 
the budget has already been passed by the Albanian Parliament. 
The fiscal targets for 1933 are also still large, and we are 
particularly concerned about the deficit financing projections 
that include a 10 percent of GDP xonetization target. 

While the halving in real terms of expenditures this year 
is significant, there should be room. albeit painful to imple- 
ment, for additiorrPZ expenditure cuts beyond those projected 
next year. Excepttonally critical to the overall fiscal effort 
is the maintenance of the end to state enterprise subsidies and 
payxents to idle laborers. Any backtracking on these measures 
would unravel the ongoing fiscal efforts. The revenue projec- 
tions for 1993 seam rather pessimistic, given the new tax xea- ' 
sums under way and the stabflizetfon of output that is pro- 
jected. We would strongly encourage the Albanian authorities to 
give priorfty to dramatically improving tax administration as 
the key to further whittling avay the continuing large fiscal 
deficits. 

The monetary policy optfons available to the Albanian 
authorfries are rudfaentary at this stage, given the existing 
nascent status of the financial sector. Ve were encouraged with 
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the initiel measures elready taken, including changes in the 
interest rate structure and introduction of a reseme require- 
ment . With time, these steps, along with completing the 
establishment of a competitive commarciel banking sector, will 
assist in moving awsy from credit controls to indirect policy 
instruments. However, interest rates are still deeply negative 
in real terms, and. although the staff notes that they are 
already having an allocative effect, we would encourage more 
rapid movement than currently planned to positive real rstes. 
including the central bank refinance rate. In the meantime, 
the authorities are encouraged to be highly flexible in interest 
rste smnzagement. 

Recapturing control of the state enterprise industrial 
sector stands out as an immediate problem for the edjustment 
program. Nassive restructuring and privatisation of that sector 
would be a close second priority. Uost state-owned enterprises 
created by 40 years of sutsrkic central planning sre not eco- 
nomically visble. Therefore, we would suggest that Albania 
concentrste on removing impediments to the creation of small 
businesses and resist pressure to prop up essentially defunct 
state enterprises. It is essential. therefore, to put in place 
quickly the legal and institutional framework that underpins any 
private sector. Although it is not likely to be achievable in 
the near term, a thriving private sector will eventually help to 
absorb the expected increases in unemployment. We fully support 
the authorities' plans for short-term handling of the public .j 
enterprise problem 8s described in Appendix IV, including the 
cutoff of easy credit, the cessation of subsidies, the provision 
of technical assfstsnce, chsnges in management practices. and 
the implementation of measures to address the emarging 
interenterprise arresrs and the existing large level of bank 
debt. 

De velcome the frequent program reviews proposed by the 
staff as critical for monitoring and assisting in program imple- 
mentation in Albania. For this reason, we sre pleased that a 
resident representative is finally in Tirsna. The staff report 
uses the word 'radical" to describe the systemic reforms neces- 
sary for long-term viability in Albania. We absolutely agree 
that a dramatic transformation is in or&r. The steps taken to 
date are a strong start by the Albanian authorities, and we look 
forward to.considering expanded efforts for 1993 at the time of 
the first review. 

, 

Rr. Dognin made the follovfng statement: 

Ve are considering this request under special circum- 
stsnces. First, the Board is &sling with Albania's economy for 
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the first time, and I warmly welcome this initial opportunity. 
Second, the prompt shift from a wholly centralized and autarkic 
economy to a market-based one is rather "exceptional"--as the 
staff puts it--and thi: shift renders the task of arresting the 
rapid and profound deterioration of the economic situation even 
more difficult. 

'Despite the measures recently'taken by the authorities, 
the GDP will fall further in 1992. Prices are expected to rise 
at an average of 280 percent, and the current account deficit 
will probably double, reaching nearly $500 million. In the con- 
text of such financial imbalsnces and such a challenging move 
toward'an open and market-based economy, Albania's efforts wsr- 
rsnt the support of the vhole international financial community, 
particularly the international financial institutions. Although 
it can only be the first step toward macroeconomic stabiliza- 
tion. I fully share the staff's view that this one-year program 
and the impressive set of prior actions adopted by the Govern- 
ment provide the appropriate framework for such inteniationsl 
support. 

Turning notr to the program itself, I have little to add to 
the comprehensive staff report. Messures needed to attain the 
early stabilization of the economy are, indeed, or will shortly 
be, in place. Medium-term economic consolidation will neverthe- 
less require the adoption of additional difficult policies and 
further support from the international community. 

First, one cannot overemphasise the dramatic changes 
recently implemented by the authorities. The substantial price 
adjustment and deregulation that have taken place should con- 
tribute to stimulating the supply response. Exchange and trade 
liberalization has been swiftly implemented and is the basis for 
an early recovery, especially in the agricultural sector. If 
implemented as targeted, the budget for the second half of 1992 
provides for a sharp cutback in expenditures in real terms, 
namely, in wages and subsidies, which will affect prices and 
enterprises. Especially crucial will be the imposition of hard 
budget constraints on public enterprises. 

These strong demand-tightening measures, which certainly 
constitute, 6s stressed by the staff. only the first step is.6 
long process, will have to be accompanied by close monitoring, 
especially of monetary developments. In this respect, I can 
concur with the staff, first, that flexibility will be needed in 
the conduct of monetary policy and second, that credit ceilings 
will play an important role in controlling monetary aggregates, 
given the limited effectiveness of the interest rate policy in 
the first place. 
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There are considerable risks snd uncertainties in this 
strategy, stemming especially from the limited experience of the 
public administration in market-based mechanisms. I do agree, 
however, with the staff that, for the time being, the author- 
icies could hardly advance the reform process any further than 
they have without placing too much hardship on the population 
and jeopardizing the political consensus toward reform. 

In this respect, I particularly welcome the support that 
the World Bank will provide in designing a social safety net 
better targeted to the most vulnerable part of the population. 
In addition, such an overhaul of the social security scheme and 
unemployment benefits is indispensable in reducing the overall 
budgetary costs of the safety net which--at 16 percent of GDP 
for the second part of 1992--is clearly too high to make room 
for other priority expenditures, such as much needed infrastruc- 
ture investments and state enterprise reform. 

Among the many urgent structural reforms thet are to be 
addressed by the authorities, agriculture deserves special 
emphasis, given its potential for a,quick recovery and the fact 
that almost 50 percent of the population derives its livelihood 
from this sector. Henceforth, the privstization of land now 
part of cooperatives must be completed, the restructuring of 
state farms undertaken, and amendments to the land Law passed as 
soon as possible, so that the legal framework for the activities 
of economic agents is firmly established. Furthermore, exten- 
sion services to the rural sector and institutional capacity 
building are, in my view, two important areas where Albania 
could greatly benefit from the experience of international 
institutions like the World Bank. 

As to the external sector and financing assursnces, 
Albaniawill clearly require over the medium term substantial 
concessional external financing for food and for budgetary and 
technical assistance. In my authorities' view, such a high 
level of financing requirements calls for a more equitable 
burden sharing among G-24 countries. Moreover, the debt to 
export ratio--amounting to 840 percent in 1992--points to the 
severe indebtedness of the country and the need for Albania to 
seek an agreement with its commercial creditors. 

Concerning Fund support, this program, if faithfully 
implemented, will lay the groundwork for a medium-term program 
that could be supported by an ESAF arrangement. I am pleased to 
note that work has begun on a medium-term policy framework. A 
close monitoring of the policies and reform process being also 
critical to the success of the program, I welcome the sppoint- 
ment by the Fund of a resident representative in Tirsna. 
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To conclude, I would like to commend the Albanian authori- 
ties for the comprehensive and challenging reform process upon 
which they have embarked, and I encourage them to implement in a 
timely manner the measures set forth in the program. This is a 
prerequisite to arrest the ongoing deterioration of the economy 
and thus gain the international financial support that they need 
and to enable the Albanian economy to build upon the current 
consensus for reform and use its potential resources fully. I 
approve the proposed decision. 

Mr. Finaish made the following statement: 

The staff has produced a candid and forthright report on 
the 'exceptional economic difficulties facing the Albanian su- 
thorities. As 8 starting point for reform, Albania's situation 
could hardly be worse. Against a background of severe economic, 
social, and administrative disarray and an economy in's virtual 
free-fall, the task of stabilizing the situation and building 
the foundations of a market-based system is truly daunting. 
Notwithstanding these circumstances, the authorities decision 
to undertake a dramatic domestic policy effort involving strong 
prior actions is a highly commendable one. 

To be sure, the.program faces--in the staff's words-- 
"exceptional‘risks and uncertainties," and, even in the best of 
circumstances, one could expect only a gradual return to mscro- 
economic stability. Output could well fall further before sta- 
billzing, and real wages could be expected to continue their 
inexorable decline--thereby heightening the growing sense of 
deprivation--while unemployment in the industrial sector could 
reach a staggering 50 percent of the lsbor force. However, in 
the case of Albania, perhaps the strongest element of the pro- 
gram is that it is being launched in the context of fsvorsble 
domestic political conditions and a strong consensus for change. 
By the same token, it is important that this opportunity for 
comprehensive change not be lost. 

In general, one can agree with the key policy issues 
raised in the staff appraisal and, in particular, with how 
c~cial concessional external support and a satisfactory reso- 
lution of the commercial debt problem will be to the success of 
the suthorities' own efforts. I would like to make a few com- 
ments on selected aspects of the program. First, in the ares of 
fiscal policy, it is clear that fiscal consolidation will play a 
central role in the stabilization and restructuring effort. 
,Given the revenue constraints, most of the adjustment will have 
to come from a sharp cutback in expenditures. However, I was 
somewhat disconcerted by the sharp cutback in investment expen- 
ditures being contemplated and the likelihood that this decline 
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would continue for several years. I am not sure whether it is 
possible to reconcile this drastic compression in investment 
with the need to nurture and sustain a vigorous supply response, 
especially in the agriculture, mining, and mineral sectors. 
Comments by the staff on this issue would be appreciated. 

On the outlook for the external account, it appears that 
the speed at which the trade deficit can be brought down is a 
function of the response of the agricultural sector, and in 
particular, the recovery of domestic food production. Assuming 
that such a response is forthcoming, the decline in food aid may 
not yield the counterpart funds to support essential government 
expenditure. What assurance is there that the tax administra- 
tion will be able to raise revenues to compensate for the fall 

k in counterpart funds over the 1992-96 period? The staff's 
comments would be welcome. 

A word about exchange rate policy, the centerpiece of a 
comprehensive exchange system reform: one can agree that the 
strategy being followed risks volatility, but there is, perhaps, 
little alternative to it, given the difficulties associated with 
targeting an appropriate exchange rate and the absence of offi- 
cial foreign exchange reserves. It appears that immediately 
after the floating of the rate, the lek was trading in the range 
of 115~125 per US dollar. Perhaps the staff can update the 
Board on recent movements in the exchsnge.rate. It would 
provide a good early indication of the effectiveness of the 
authorities‘ financial and incomes policies. 

In the area of price liberalixation, the authorities say 
that being concerned about social tensions, they have deferred 
full liberalization of key food prices, even though the new 
controlled prices have been raised substantially. I wonder 
whether consideration was given to adopting a "dual system," 
whereby all prices would have been liberalised fully, but 
concurrent with providing a target group with a minimum sub- 
sistence basket of goods at fixed prices. Such a system would 
eliminate the need for price controls and reduce the possibili- 
ties of abuse of the system. 

The authorities expect to take steps to encourage the 
creation of new private firms. Many private businesses, 

\ particularly in the retail trade, have been formed during the 
past six months. But the authorities will need to adopt 
measures to promote private sector investment throughout the 
economy, including the encouragement of foreign private invest- 
ment . The success of the authorities in attracting long-term 
investments in the private sector--an essential ingredient of 
the transition to a market-based economy--could be adversely 
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affected by the possible spillover effectssof the continued 
political turmoil on Albania's borders. .' ' 

-Finally, it is my hope'that the successful completion of : 'f 
the present stand-by arrangement will pave.the way for a sue- 
cessor arrangement under the ESAF, so that Albania's transition 
to a market economy, can be placed,in'an appropriate medium-term 
setting. .,. 

'. /' 
..' ~ ./ 

Mr. Ismael made the folloiving statement: 
: i .: 

Albania's -moves to pursue poliCies of macroeconomic ‘- ; 
"stability and systemic reforms, such as those outlined in the, 
Memorandum of Economic Policies, are.'commmndable. Indeed, the : *. 
Albanian economy, with its highly unstable domestic demand and 
precarious external payment situation, requires a new direction 
in domestic policy in the real sector as:well as.the financial' ', 
sector and substantial foreign financial and technical assis- 

Domestic policy efforts should be geared toward the " tance. ., 
'stabilization of output, a drastic reduction in inflation, and 

the protection of low-income groups through the expansion of the *' .: 
social safety net. I, therefore, .concur with the authorities' 
intention to emphasize an early revival of the agricultural .- 
sector. I hope that this move will give a quick supply response 

" that could prevent the danger of a food shortage, reduce unem- 
ployment; and ease the necessary outlays of the social'safety 
net program. . . 

In view of the depleted capital stock 'in virtually all. 
sectors of.the.economy, I would suggest 'that replacement of 

-capital stock inthe agricultural sector, such as the con- 
struction or restoration of dams and the irrigation system, be 
given first priority. At the same time, .the implementation of .. ' 
the privatization program for the agricultural sector, which ~ , 
includes privatization of large state farms, should be ex- 
peditad:. The Land Law-also needs to be amended, so that new 
owners can sell their land or use it as collateral when they 
need bank credits to increase production. -Similar refo,rm ' 
programs could also be'carried outin other.sectors of the, ;_'. 
economy at a later stage to,facilitate the distribution . 
mechanism and further enhance the level'of competition.. . . 

.' 
The implementation of these important structural reforms : 

is crucial not,only to the ,imolinent task of stabilization, but 
also.to the medium-term economic recovery. It will also pave 
the way for medium-term export ricovery,,support a floating 
exchange rate regime, and foster,prudent management of the 

: 

financial sector: It is, therefore, desirable that a start be 
? 

made in drafting a plan to privatize.larger enterprises, which 

-, 

r . 
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would include a financing plan that would open up the possi- 
bility of foreign investment to ease the financing needed for 
privatization and promote entrepreneurship among local indus- 
trialists. 

: For the accommodation of shortfalls in programmed external 
financing and in view of the huge financing gaps predicted over 
the medium term, a stringent fiscal and income policy stance is 
necessary. It is, indeed, unfortunate that, during this transi- 
tion, the central government budget deficit for the second half 
of 1992 is still so large. At the time when social safety net 
needs are the greatest and economic activity and the yield from 
new tax measures are still weak, the sharp declining trend in 
the revenue to GDP ratio--caused, in part, by the disappearance 
of the traditional tax base, oculng to the closure of many state 
enterprises and the breakdown of tax discipline in the state 
enterprises still in operation--is a cause of concern. 

In the meantime, the planned revenue enhancement measures, 
amidst the gloomy outlook for economic activities, will not 
produce a large revenue increase quickly. Drastic measures to 
reduce budgetary outlays through, for example, termination of 
salaries to idle workers, deep cuts in military expenditures, 
strict control of wage increases, and a hiring freeze are com- 
mendable. In this respect, I welcome the authorities' plan to 
limit the use of domestic bank financing and, instead, use the 
counterpart funds associated with external grant assistance. 
These heroic reform efforts by the Albanian authorities deserve 
the full support of the international financial community. With 
these observations, I support the proposed decisions. 

Hr. Clark made .the following statement: 

Other speakers have already emphasised the Aibanian 
authorities' daunting task--the stabilization and reform of an 
economy that has virtually none of the institutional infrastruc- 
ture that is necessary for a market economy. As such, our task 
of assessing the adequacy of the program before us today is 
difficult. As highlighted in Mr. Filosa's opening statement, 
the authorities are to be commended for having implemented sig- 
nificant first-step measures required to begin the process of 
releasing the economy from its autocratic roots. In a second- 
best world, the program envisaged by the,authorities is probably 
the most one could expect under the current circumstances. Be- 
cause the program is ambitious and is being implemented without 
an adequate institutional framework and with limited knowledge 
of the key economic relationships, one can only be concerned 
about the exceptional and enormous risksthat surround the 
program. 

\ 
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In these circumstances, even if the authorities pursue 
reform relentlessly, it may be difficult to achieve even the 
first set of performance criteria. Although a stand-by arrange- 
ment appears somewhat inconsistent with the staff recommendation 
that lending to Albania be on highly concessional terms, it will 
provide a framework to monitor and consult frequently with the' 
authorities. This provision should expedite the process of 
developing a medium-term program to be supported by an ESAF 
arrangement. 

As most of our specific reservations of the stand-by 
arrangement for Albania have been addressed by the previous 
speakers, I'will confine my remarks to,two key concerns, which, 
while relevant to today's discussions, also pertain to future 
requests for programs by members confronted with.similar 
economic and institutional situations. 

The first concerns the authorities' ability to monitor and 
control policies. The Board has highlighted, in its previous 
discussions, the symbiotic relationship between macroeconomic 
stabilization efforts and the implementation of structural re- 
forms for countries in transition to market economies. Funda- 
mental to this principle.is that to successfully stabilize an 
economy, the authorities must have a sufficient degree of social 
consensus backing their efforts and, equally important, the 
administrative capability to implement and monitor their poli- 
ties. While the Albanian authorities are supported by an 
impressive electoral mandate, given the initial starting con- 
ditions, their ability to effect their policy objectives is 
severely impaired by the lack of a fiscal administrative struc- 
ture and a solid financial system in which to implement and to 
monitor their policies. As a result, we can only be skeptical 
that the objectives for fiscal and monetary policies are, in 
fact, achievable. ' 

On the fiscal side, the projected 30 percentage point 
improvement in the deficit for the second half of 1992 is 
admittedly impressive: still, at 19 percent of GDP, the budget 
deficit remains excessively large. We would argue that such a 
large reduction'in the deficit may prove to be overly optimis- 
tic. For example, the projected reversing in the trend for 
government revenues is at particular risk. 

The scope for raising tax revenues may be even more 
limited than envisaged, as customs duties and excise taxes can 
be difficult to collect without a comprehensive system to en- 
force compliance. In addition, we would question as a reliable 
revenue source the 6 percent levy on enterprises to partially 
finance spending on the social safety net. 
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The authorities have therefore--rightly, in our view-- 
focused their attention on reducing expenditures. However, 
the system with which to monitor expenditures is, as the staff' 
notes, "seriouslySdeficient in the absence of treasury functions 
at the Ministry of Finance;" It was, therefore, somewhat reas- 
suring to see that the authorities have allocated roughly 3 per- 
cent of GDP in a contingency reserve'to cushion against‘any 
slippages. 

There are also clear and sizable risks associated with the 
monetary policy aspects of the program.. The staff points to the 
Bank of Albania's role in providing a key nominal anchor for the 
authorities' program, yet it also notes the uncertainties of the 
underlying assumptions and the untested nature of the banking 
system. While we agree with the staff that the central bank 
will need to exercise flexibility in implementing monetary 
policy and would encourage.the authorities in that respect, we 
may be asking more from the monetary authority than it can 
realistically deliver. 

The second issue of concern we would like to address is. 
the financing gaps projected for 1992 and 1993, which, perhaps 
more than other speakers, we find particularly disturbing. It 
was our understanding from the briefing note to the G-24 pro- 
vided by,the staff that "for the IMF to be able to support the 
authorities' program with its own resource, it is necessary that 
the requested additional food aid and the balance of payment 
support for the second half of 1992 be fully approved." From, 
Table 9 of the staff report, this prerequisite appears not to 
have been attained. Although the report indicates that the 
authorities are reasonably confidant of obtaining the necessary 
financing assurances, the staff' comments on what contingency 
measures would be taken, should this gap not be filled, would be 
welcome. 

In 1993, the size of the financing'gap projected is also 
unsettling. Although the staff has assumed that Albania will 
come to an agreement with its commercial creditors and receive 
substantial debt relief, it notes that, given the large size of 
the external debt relative to the country's ability to pay, 
resolution is likely to be protracted. This expected delay 
would imply that the financing gap outturn may be even larger 
than projected, and it highlights the 'risk to Albania's medium- 
term viability and, therefore, its capacity to repay the Fund. 

We cansupport the request for the stand-by arrangement, 
because, as Mr. Filosa says "there does not appear to be any 
real alternative," but asthe tone of my statement has under- 
scored, given the enormous risks involved, we have serious 
concerns that, come November, the program will not have gotten 

;. 
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on track. Nevertheless, the:authorities have conveyed their 
commitment to reform and their determination to implement a 
tough adjustment program. It is true that at the present time 
the authorities enjoy broad social and pditicai support for the 
reform. I hope that this needed support proves durable inthe 
difficult period ahead. 

To sum up,.the staff has once again been faced vith having 
to design a program that attempts to balance economic adjustment 
and available external assistance, while at the same time hoping 
to maintain some degree of social and political support. In 
Albania's case, the emphasis placed on economic adjustment is 
necessarily substantial and the associated risks are large, as 
external financing :cemains uncertain and there exists virtually 
no institutional foundation on which to.begin a process of re- 
form. The implications for maintaining the needed social and 
political support should be obvious to everyone. As we all 
know, we will be confronted in the near term with requests 
similar to that of Albania. The challenge for the authorities, 
the staff, and this Board is to find that delicate balance of 
adjustment and external assistance that will maintain the social 
and political support for reform over a long and dtifficult 
period. 

Mr. Nakagawa made the following statement: 

Like other speakers, I welcome this'oppdrtunity to discuss. 
the first request by the Albanian authorities for a stand-by 
arrangement. Given the difficult economic situation that the 
country faces, the steps and measures already taken.by the 
authorities are remarkable. In particular, decisive actions to 
liberalize prices and adjust remainingcontrolled prices are 
highly commendable. I was encouraged by the authorities' bold 
attempts to liberalize most of the trade and exchange restric- 
tions at such an early stage in the transformation of the 
economy. 

.As the staff notes, however;,the task for the authorities 
is monumental. And Hr. Filosa is right in saying in his opening 
statement that the achievement of such a task will not be,pos- 

.- sible without support from the international community, espe- 
cially the Bretton Woods institutions. It is in this spirit 
that this chair supports Albania's request for a stand-by 
arrangement and encourages the authorities to'continua the . . 

efforts to stabilize, transform, and revive their economy. 
', 

The most urgent task for the:authorities.in stabilizfng 
the economy is to reduce the fiscal deficit. Strict implemen- 
tation of the measures envisaged in the program'to cut fiscal . 

: 



RBR/92/105 - 8/26/92 - 48 - 

outlays is by far the most important in the immediate future. 
'Key in this respect is the effectiveness of the incomes policy. 

Because the incomes policy is virtually the only anchor in the 
program for the stabilization of the economy, the authorities 
wcild need to persevere firmly with the objectives of the in- 
comes policy. In this connection, it is encouraging to note in 
Mr. Filosa's opening statement that the authorities have intro- 
duced tax-baaed sanctions for the violation of wage increase 
limits to ensure the effectiveness of the incomes policy. 

On the revenue side, givan the collapsed real sector of 
the economy, there is currently not much room left to squeeze 

, more tax revenues. Nevertheless, I would like to stress that it 
is important to start now to explore the,possibility of a future 
comprehensive tax reform that would lead to the establishment of 
a broad-based tax system. The necessary steps are'already being 
taken,by the authorities. 

Recovery of the real sector of Albania's economy is also 
urgent if the fiscal balance is to improve. Recovery of the 
supply side is, indeed, needed. I highly commend the authori- 
ties' strategy to make the agricultural sector the core for the 
reCovery of output, putting priority on agrarian reforms, in- 
cluding land reforms. I vender whether the World Bank has any 
plan to provide agricultural sector reform loans to Albania; 
sectoral reform loans from the World Bank group are the kind of 
financial support that Albania most needs at this stage. I 
would appreciate the staff's comments. It is encouraging to 
know that the reforms in this sector are rather advanced when 
compared with other Eastern European countries, particularly 
those for distributing land to individual farmers. 

'To make the agricultural sector a driving force in the 
economic recovery, hovever. it is absolutely necessary to give 
more incentives to individual farmers by granting comprehensive 
land rights. This means land owners must be able to sell, buy, 
or lease the land. They also must be able to use the land as 
collateral. Without these reforms, land cannot be a source of 
capital for farmers in its true sense. I urge the authorities 
to proceed expeditiously with amendments to the Land Law. 

Frankly speaking, the staff#s'medium-term projection seems 
to be on the optimistic side. hren if the agrarian reforms are 
successfully implemented, it would seem difficult for Albania to 
achieve 3-4 percent real output growth. together with an annual 
15 percent growth in the value of exports in the foreseeable 
future. I recall that even other Eastern European economies, 
vhich had better initial economic conditions, were not able to 
achieve a similar export growth rate. 

,. 

c 
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In addition, I was rather surprised by the staff's frank- 
ness when they say in the staff report with respect to the 
country's capacity to repay the Fund, "on the vhole...there are 
clear risks for the Fund." I sm also concerned about the fact 
that the program is yet to be fully financed--that is. there is 
not full financing assurance. It is regrettable that we have to 
treat this program in an exceptionally flexible way in terms of 
financing assurance and in the assessment of Albania's ability 
to repay the Fund. t 

Given these shortcomings and Albania's limited institu- 
tional capacity, Albania's most pressing &ed at this stage is 
the provision of intensive technical assistance by the Bretton 
Woods institutions and project-based financing provided by the 
World Bank group. In view of its concessionalfty and medium- 
term fr-ark. an arrangement under the ESAF would be more 
advantageous than a stand-by arrangement at this stage. There- 
fore, I would like to urge the authorities and the staff to 
eqedite the steps needed for the formulation of an arrangement 
under the ESAF for the medium term. With these comments, I 
support the proposed decision. 

The staff representative from the European I Department said that the 
' exchange rate had been a useful summary indicator of the tightness of finan- 

cial policies in other Eastern European countries with floating exchange 
rates. The recent appreciation of the lek from 130 to 100 to the U.S. 
dollar could, thus, be an indicator of the initial tightness of policies. 
However, it took time to build a broad and representative interbank market, 
and the market in Albania was currently extremely thin. In time, it would 
become an important indicator. 

For the first half of the program period, with a financing gap of 
about $65 million, the staff had provisioned about $15 million as a possible 
initial payment to commercial banks, should the authorities reach an agree- 
ment with them, the staff representative explained. However, in the event 
that such an agreement did not materialize in the first half of the program 
period, that $15 million payment vould not be made. Therefore, the financ- 
ing need in the first half of the program year would be correspondingly 
less. 

For 1993. the European Commission was prepared to consider's second 
tranche of about the same amount that it had recently approved‘for the first 
half of the program year--ECU 35 million, or $44 million, the staff repre- 
sentative continued. Nevertheless, a large financing gap would remain. It 
was hoped that the G-24 would make commitments toward covering it. The 
floating exchange rate was one automatic adjuster. Reserves were another. 
Hovever. the program specified a minimum level to which gross reserves must 
be raised; therefore, only a limited marginwas available from that source. 
In view of the program's high riska. any shortfalls in financing would 
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seriously jeopardise the achievement of the program's objectives, atthough 
there was a contingency in the government budget, and the staff and the 
authorities coulu again review the components of the 1993 budget. 

As to the medium-term projections for export and GDP growth, the 
volume of exports was now much lower than in the recent past, the staff 
representative remake+. Therefore, the projections assumed a return to 
export levels of only a few years ago. Until recently, Albania had been a 
net food exporter, although the prospects for agricultural exports would 
depend on the extent of their access to the European Community. Albania had 
considerable natural rasourcas. It was still the third largest producer of 
world chromium: it also mined nickel and other metals. Tourism was an 
untapped potential. Therefore. there were some elements of strength in , 

Albania's long-run growth prospects. However, the program was only just 
beginning. and the medium-term projections would be reviewed when the 
medium-tens program was being formulated., 

There was no early prospect of a breakthrough with commercial banks on 
a resolution of Albania's external debt, the staff representative indicated. 
Both the short-tens nature of the indebtedness and its size,‘coupled with 
the banks' reluctance to make a concerted effort to meet to discuss it, made 
it problematical. The authorities were trying to arrange a maeting between 
their new negotiator and the banks. Because of the debt problem, Albania 
faced a financial isolation that could cripple its recovery. liven the pas- 
sage of regular funds through banks was already proving to be a problem. 

Public investment had fallen to a very low levei, partly because the 
Government had simply stopped providing transfers for fixed investments by 
enterprises, the staff representative said. Nevertheless, the program 
provided for a small increase in the public investment ratio next year. 
However, it would take a long time for Albania to rebuild institutions and 
its capacity to implement investment programs. The authorities were working 
with the World ISank in that connection. 

Itegarding the medium-term outlook for the public finances, tax admin- 
istration and tax policy would have to compensate for the potential loss of 
food counterpart receipts, the staff representative stated. A large tech- 
nical assistance program, in which the Fund played a leading role, was being 
launched. That program had led to Parliament's passage of important amend- 
ments to existing laws and of new legislation affecting a wide range of 
domestic taxes, including excise, turnover, profit, and income taxes. A new 
law on tax administration had also been passed. A customs law was expected 
to be approved in a few weeks. The program provided for an initial‘incresse 
in the tax ratio equivalent to 3 percent of GDP. It would take several 
years to improve the revanue side of the budget: In the meantime, expendi- 
ture control would have to be a kay instrument. 

A stand-by arrangement had been unavoidable, owing to the shorter time 
interval it took to institute, but it was a costly instrument for Albania, 
the staff representative from.the European I Department remarked. The staff 

, 
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and the authorities ware working toward a medium-term program under the ESAP 
to be ready, if possible, for spring 1993. in ESAF arrangement would be 
much bettar suited to Albania's circumstances. 

The Chairman said that he agreed with the speakers urging acceleration 
of the PSAP arrangement negotiations to limit, if not to eliminate, the ex- 
pense to Albania of financing by means of a stand-by arrangement. 

Another staff representative from the European I Department explained 
that the guiding rates for interest rates were lending rates set by the 
central bank for the key maturities on commercial bank loans, in the range 
of 25-39 percent for instruments from 3 to 12 months. Those rates were 
guideposts used in the regular consultations between the central bank and 
the commercial banks. In fact, only last week the central bank had, for the 
first time, held a meeting of a newly established interbank committee. which 
could focus on such issues. The consultations would be based mostly on the 
spreads that individual banks wanted to charge on their loans, taking into 
account the different cost structures and customer bases of each bank. 

As to the possibility of installing a dual system of prices for cer- 
tain products, there was in fact a dual pricing system for certain food aid 
items, the staff representative from,the European I Department remarked. 
Those items--if received from foreign donors --were being sold at controlled 
prices, but--if coming from other sources-- they could also be sold in prf- 
vate markets at market-determined prices. However, on some core essentials 
that the Government considered of critical importance for the subsistence of 
the poorer segmants of the population, prices were fully controlled, because 
experience had shm, especially in Albania, that where a dual price system 
had existed prior to recent decisive reform, the controlled segment of the 
market had dried up completely. Although the controlled segment had been 
targeted to the most vulnerable. it was simply not available to them because 
of leakages to the free market. 

The staff representative from the Policy Development and Review 
Department stated that a G-24 financing network had been formed and was 
expected to meet in early September. There were indications that some bal- 
ance of payments support would be forthcoming. Under the assumption that 
the debt problem with commercial banks could be resolved, the financing gap 
would be small and any modest support would be helpful in closing that gap 
for the second half of 1992. Likewise, the gap for the first half of 1993 
would depend on how fast the problem of commercial bank debt could be 
resolved. 

'Ihe stand-by program included quarterly financial reviews, and prog- 
ress would be reported to Directors, the staff representative said. Satis- 
factory progress in making adequate funds available to Albania to close the 
financing gap would be needed to complete the first program review. 

Ihe buildup of reserves in 1992 was rather ambitious, given Albania's 
starting position, and a further buildup in the first half of 1993 would 
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provide some cushion, the staff representative from the Policy Development 
: and Review Department commented. 'Ihe 1993 target for buildup of reserves 

was even more ambitious than the 1992 one. 

The staff representative from the European I Department said that the 
World Sank was already working on a medium-term strategy for agriculture, 
which would include the privatization of state farms. 

Hr. Solheim made the following statement: 

Decades of strict central control, improper priorities in 
the conduct of economic policy, and general neglect have brought 
the Albanian economy to a state of desolation that is quite 
unique by European standards. Moreover. the pace at which the 
economy has unravelled after the breakdown of central control 
haa been unprecedented, evan compared witn other formerly cen- 
trally planned economies. The program presented has to be 
assessed against this background. In addition, the lack of an 
adequate statistical base makes policy formulation as well as 
monitoring of the program partic~arlydifficult. 

Positive supply responses of a magnitude suffi&ent to 
redress the recent rapid contraction of the economy can be 
expected only over the medium term. Initially, domestic demand 
will have to be curtailed through substantial reductions in real 
wages and tight fiscal,and monetary policy. 

A near total loss of expenditure control, coupled with a 
fast erosion of the tax base and a strongly contracting economy, 
has resulted in an appalling budget deficit, equivalent to 
almost 50 percent of GDP. Reduction of the deficit to 20 per- 
cent of GDP, as envisaged in the program, should be considered 
an absolute minimum. Current expenditures must initially bear 
the brunt of the adjustment, but, at the same time, rebuilding 
the tax base is an area that should be given the highest prior- 
ity, as it is crucial to attain the further necessary fiscal 
correction. 

Reforms encouraging positive suppljr responses to the price 
lfberalization should be implemented as quickly as possible. 
The agricultural sector would seem to warrant special attention 
in this respect. Purthermore, creation of a viable banking 
sector will require that the large stock of nonperforming loans 
be removed from the banks' balance sheets. 

The external financing requirement remains uncomfortably 
large over the medium term. Considerable donor support will be 
required for some time. to come, and the likelihood far prolonged 
Pund involvement is obvious. At the same ,fime, it is clear 
that, although the envisaged adjustment is considerable, it 
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falls far short of what will be needed to correct the prevailing 
imbalances in the economy. Nonetheless, we are prepared to sup- 
port the proposed program, accepting the view that at present it 
represents the maximum obtainable under existing circumstances. 
We urge the Albanian authorities to adhere strictly to the ob- 
jectives of the program in order to establish a track record, 
which eventually could lead to the adoption of an ESAF program. 

Mr. Wright made the following statement: 

There is no doubt that Albania requires international 
assistance urgently. I find it hard to recall another country 
that has come so close to economic collapse. But the Fund, as 
others have pointed out. faces enormous risks in lending to 
Albania at this stage. There must be serious doubts about 
whether this program is strong enough to avert the risk of 
hyperinflation and whether the authorities have the capacity 
to implement it. 

In these circumstances, a case might have been made for 
the Fund to concentrate on providing primarily technical assis- 
tance to strengthen Albania's institutional capacity before 
committing Fund resources. Other agencies are better suited to 
providing Albania with the immediate concessional financial help 
that it requires. 

However, like other speakers, I recognixe that the author- 
ities have shown evidence of their commitment to reforming the 
economy. The list of prior actions already implemented is 
impressive, and there has already been commendable progress in 
privatizing small enterprises and agricultural land. It is far 
from clear that even these impressive efforts match the scale of 
the problem, but it would be difficult and wrong for the Fund to 
stand aside and withhold support for Albania's efforts in these 
circumstances. I agree with Mr. Clark's comments on the risks 
of the program and the reasons to support it. 

The authorities should be under no illusion about the 
adequacy of the program. A fiscal deficit of 19 percent of GDP 
financed almost entirely through the banking system, together 
with negative real interest rates, would he a dangerous com- 
bination in any circumstances. At a time when prices and the 
exchange rate are being liberalized, it is potentially 
explosive. 

In view of these risks, I would strongly encourage the 
authorities to treat the program's objectives for the second 
half of 1992 as the absolute minimum that is required. If it 
can be managed, an even more ambitious pace of macroeconomic 
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stabiliration would pay dividends in the longer run. I agree 
with the comments of earlier speakers concerning areas where 
strengthening might take place and I will not repeat them. 

The World Bank has moved with unprecedented speed to start 
lending to Albania. For the first time in Eastern Europe, the 
Bank has actually moved ahead of the Fund. While the Bank's 
critical imports loan will provide much needed temporary relief, 
it is essential that the authorities reach early agreement with 
the Bank on operations to restructure the enterprise and finan- 
cial sectors. Experience elsewhere in Eastern Europe suggests 
that, without rapid progress in these sectors, macroeconomic 
stabilization will prove even more costly in terms of output 
loss than is necessary, 

I em sure that the authorities are right to make reviving 
the agricultural sector a top priority. This sector can respond 
rapidly to proper price incentives, and this response makes it 
all the more important to liber8lixe the prices of essential 
foodstuffs and elimin8te subsidies. It will also be important 
to ensure that Albania's agriculturai output is given adequate 
access to Western markets. I would be interested to know from 
the staff co what extent the,agricultural sector is integrated 
into the tax system. 

The staff report refers sever81 times to "spontaneous 
privatization" and suggests that such actions have contributed 
to the collapse of output. I would be interested to know 
exactly what this process involves and whether it could be 
encouraged without these adverse effects on output. I would be 
interested to know a little bit more about the prospects of 
reviving chromium production. Albania used to be the world's 

t third largest producer. I was encouraged, but slightly sur- 
prised, that it remains the third largest producer. This sector 
could offer a unique opportunity for attracting inward invest- 
ment and earning foreign exchange. 

Finally, I am glad to hear that 'it was possible to make 
Albania ESAF-eligible earlier this year. I hope that Albania 
will be able to teke advantage of an arrangement under the ESAF 
or 8,successor facility. But it could, in my view, be counter- 
productive to rush into discussions on a three-year program 
until the authorities are quite sure that they can meet, the more 
demanding conditionality involved. The staff's approach in this 
case has been the right one. 
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Mr. Esdar made the following.st8tement:.. '1. 

There is no doubt that Albania, after so many years of 
almost complete isolation and after the collapse of the old 
economic system, faces 8n extremely difficultsituation that is 
even more severe'than that faced by other countries in trans- 
formation. Therefore, there is no question that Albania needs 
the support of tl.e intern8tional community to overcome its 
pressing problems. Given the insufficient institutional frame- 
work, the limited administrative capacity, and the many uncer- 
tainties, the program will encounter severe risks, and it may 
be difficult to bring this program into line with the general 
standards and condition8lity requirements for Fund programs. 
However, I agree with Mr. Clark that the program is the best 
that can be expected under the given circumstances. 

>. 

While the envisaged reduction in the budget deficit by 
more than half for the second part of 1992 is commen&able, it 
will still remain at an unsustainable level of 20 percent of 
GDP. The public deficit cut depends to a large,extent on an 
extraordinary decrease in public spending, including the wage 
bill. In the past, the Government has experienced severe 
difficulties controlling public expenditures. To quote the 
background paper, "Other ministries at present operate-virtually 
out of reach of the Ministry of Finance.".., 

As far as the'wage bill is concerned, the wage structure' 
in the public sector needs a complete reform, but, given the 
difficult social situ&ion, I wonder whether it.would be pas,- 
sible or realistic to expect that wage demands can be resisted 
at a time when prices will be increasing substantially. There- 
fore, I appreciate the incomes policy as envisaged, 8nd I hope 
it can be implemented.successfully. __.. 

' 
The prospects for strengthening the revenue base are also 

uncertain., Tradition81 revenue sources have dried up. Given : 
the virtual collapse of industrial production and the obsoles- 
cence in state enterprise operations, revenue production now 
&pen&, to a large extent, on new sources such as customs 
&ties and excise taxes--areas where 8dministr8tive capacity 
did not previously exist and has to be built up from nothing. 
In this context, I noted that the ,agricultural sector will be 
more or less excluded from taxation and assigned the highest 
priority for promotion. I won&r whether this decision can lead 
to a lasting solution in the'medium term. 

Considerable progress has been made in price liberalixa- 
tion, with items covering only about 25 percent of the household 
consumption basket still under control. However, I wonder how 
the fact that some vholesale prices for agricultural products. 

:’ 
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remain substantially under world market .levels can be reconciled 
with the importance that.is currently given to the rehabilita- 
tion of the agricultural sector. In addition, I agree that the 
establishment of private ownership of land should be given 
highest priority. 

The staff does not conceal the severe risk involved.~in the 
program. These risks are aggravated even more by the fact that 
the financing of the progrsm is not assured. The financing gap 
for 1992 could not be closed yet, and in 1993, there remain 
severe gaps. I heard the comments by the staff. However, I 
cannot fail to note that, while European Community members 
within the G-24 have agreed to contribute to closing the gap, 
the response from some non-European Community members of the 
G-24 Is disappointing.. 

There remain some questions about the magnitude of the 
Fund's financial involvement in Albania, especially given that 
ordinary resources are involved. Perhaps the staff could ex- 
plain in more detail why.an access of 80 percent was proposed. 
The Fund could--and should--play a major role in providing tech-. 
nical assistance and helping the authorities develop a macroeco- 
nomic framework. An ESAF arrangement based on an appropriate 
framework would be certainly.helpful;- and I encourage the staff 
to begin negotiations in this direction. However, Albania's 
financing needs are of a structural nature and would be best 
covered by those institutions with the mandate to provide 
long-term financial assistance on a concessional basis. I, 
therefore, note with some concernthe finding in the staff 
report that Fund involvement in Albania is expected to be 
prolonged. I 

In conclusion,'the program presented to&y involves con- 
siderable risks and uncertainties. However, if the majority of 
the Board supports this request, I certainly can also support 
the proposed decision, especially taking into account the dif- 
ficult situation in Albania and the determination with which the 
authorities are pursuing their reform efforts, which is made 
clear by the implementation of the prior actions. 

l&.'Posthumus made the following statement: 

I strongly,support this program. Indeed, it is the best 
that can be expected, as Mr. Clark has said. The Fund side of 
the program is in experienced hands. Albania, with this pro- 
gram. like all the other previously'centrally planned economies, 
is not talking about liberalising or improving a badly working 
economic system. It is building a completely new system, which 
includes completely new uncertainties for the Fund as well. 
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For most formerly centrally planned economies, one of 
those uncertainties has been grovth estimates. In the Albanian 
case, I do not know whether staff is allowed to make growth 
estimates of minus 10 percent, but it seems much more realistic 
than minus 3 percent in the second half of 1992, and 0 percent 
to minus 2 percent in 1993, because the country is at the early 
stage of the reform process. 

The interenterprise arrears mentioned by the staff were 
a phenomenon in which all the shortcomings of the centrally 
planned system and all the dangers inherent in the reforms to 
bring about a new system come together. I would appreciate the 
staff's comments on these arrears, particularly on why they have 
become so substantial in most other countries in the area, while' 
they have developed much less strongly in Bulgaria. 

Price liberalisation obviously is an important element of 
the program. For it to work, a fiscal and an organizational 
infrastructure is needed. I have noted, like Mr. Wright, that 
the World Bank, having started its programs, is, in this case, 
ahead of the Fund. I would have expected the Bank programs to 
be on a much larger scale in the infrastructural field--both 
fiscal and organisational--because only then can price liberal- 
ization be implemented effectively. However, the situation now 
existing was one in which the Fund and the Bank could work 
together. 

I have a question for Mr. Filosa about his remark on 
page 2 of his opening statement that the authorities have 
decided to adopt a strong shock therapy for economic recovery. 
We read sometimes in academic papers that a choice must be made 
between shock therapy and a gradual approach. For Albania, 
there was no choice. The shock had already occurred with the 
collapse of the system. The therapy cannot add any additional 
shock. The staff's advice and the Government's policies were 
not a shock therapy, but trying to do everything simultaneously 
and as fast as possible. I hope that these efforts were some- 
what systematic. I wonder whether it is even wise to term the 
Albania program a shock therapy, because such terminology can 
cause unfavorable political reactions, not by those favoring a 
gradual strategy, but from circles who want to turn history 
around, so to say. Perhaps Mr. Filosa could comment. 

Mr. Filosa said that the authorities had no alternative to the deficit 
reduction and wage policies that had been agreed. However, the authorities 
could not go any further in lowering real wages or applying additional shock 
therapy measures if they were to maintain a political consensus. He ex- 
pected that Mr. Posthumus's experience with current and prospective members 
of his constituency would have shown that authorities accepted a certain 
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amounf of shock as necessary. A gradual approach to price liberalisation 
had been considered, but had been rejected because it would not work. 

As to military expenditures, the Managing Director had stated explic- 
itly that the Fund's intention was to urge a change in the composition of 
military expenditures, Mr. Filosa recalled. Directors had commended him for 
that approach. 

He still wondered about the prudence of instituting the rigorous 
targets contained in the stand-by program, Mr. Filosa remarked. He agreed 
with Mr. Esdar's and Mr. Clark's concerns about whether the program could be 
implemented. Albania had not yet experienced the full impact of the adjust- 
ment in terms of real wages, interest rate changes, and budget cuts. The 
extent of the shock to Albania's economy--including a reduction in the defi- 
cit from 49 percent of GDP to 19 percent--exceeded that in any other pro- 
gram. Therefore, he did not understand why some speakers were questioning 
the conditionality standards of the stand-by arrangement. As to the like- 
lihood of achieving program targets, it was useful to bear in mind that the 
deficit had been cut from 70 percent of GDP two months earlier to 49 percent 
currently. The staff representative from the European I Department had 
noted that the program would be reviewed when a medium-term facility was 
being considered. 

The Executive Directors agreed to continue their discussion in the 
afternoon. 

DECISIONS TAKEN SINCE PBBVIOUS BOAED MEETING 

The following decisions were adopted by the Executive Board without 
meeting in the period between EBM/92/104 (S/7/92) and EBM/92/105 (S/26/92). 

4. JORDAN - STAND-BY ABEANGFMENT - REVIEW OF EETFBNAL FINANCING 

The F’und decides that the second review on the financing 
of the program contemplated in paragraph 4(e) of the stand-by 
arrangement is completed. (EBS/92/130, S/14/92) 

Decision No. 10113-(92/105), adopted 
August 21, 1992 

5. LIBERIA - OVERDUE FINANCIAL OBLIGATIONS - EEVIFW FOLUlWING 
DECLAEATION OF INELIGIBILITY - POSTPONEMENT 

The review of Liberia's overdue financial obligations to 
the Fund provided for under paragraph 5 of Decision No. 9396- 
wv50). adopted March 39, 1990, as amended, is postponed to a 
date to be determined by the Managing Director, when, in his 
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6. 

7. 

judgment, there is once again a basis for evaluating Liberia's 
economic and financial situation, the stance of economic ' 
policies, and its cooperation with the Fund, and in any event 
not later than February 27, 1993. (EBS/92/134, S/18/92) 8 

Decision No. 10114-(92/105), adopted 
August 21, 1992 

SPAIN - 1992 INTERIM ARTICLE IV CONSULTATIOlJ 

The Fund notes the staff report for the 1992 interim 
Article IV consultation with Spain (SM/92/145) and declares the 
consultation completed. 

Decision No. 10115-(92/105), adopted 
August 7, 1992 

ANNUAL REPORT. 1992 - TRANSMITTAL TO BOARD OF GOVERNORS 

The Executive Board approves the transmittal of the 1992 
Annual Report to the Board of Governors under cover of the 
letter set forth in EBD/92/36, Supplement 1 (S/5/92). 

Adopted August 7, 1992 

8. WORLD BANK - RELEASE OF INFORMATION ' 

The Executive Board approves the transmittal of Fund 
papers entitled "Review of Experience with Programs in Eastern 
Europe" (SM/92/132) and "Reform Strategy in the Former U.S.S.R." 
(SM/92/146) to the Executive Directors of the World Bank, as set 
forth in EBD/92/178 (S/10/92). 

Adopted August 17, 1992 

9. BAIANCE OF PAYMENTS EXPERTS' MEETING - RELEASE OF REPORT 

The Executive Board approves the proposal to release the 
report on the meeting of balance of payments experts to the 
Fund's balance of payments correspondents, as set forth in 
SM/92/152 (S/5/92). 

Adopted August 13, 1992 
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10. 

11. 

12. 

13. 

1992 ANNUAL MEETING - EXECUTIVE BOARD - REPRESENTATION RXPENSES 

The Executive Board approves the recommendation of the 
Committee on Executive Administrative Matters concerning 
representation expenses at the time of the 1992 Annual Meeting 
as set forth in EBAM/92/64 (S/14/92). 

Adopted August 21, 1992 

\ 
,4DV OS EXE : 

The Executive Board approves the recommendation to 
increase the remuneration of Advisors to Executive Directors as 
set forth in EBAM/92/63 (S/14/92). 

Adopted August 21, 1992 

A m 

The minutes of Executive Board Meetings 92/10 through 
92/17 are approved. 

BXECDTIVE BOARD TRAVEL 

Travel by Executive Directors as set forth in EBAM/92/52, 
Supplement 1 (S/21/92), EBAl4/92/57, Supplement 1 (S/7/92). 
EBAl4/92/58 (S/6/92), EBAM/92/60 (S/7/92), EBAM/92/61 (S/11/92), 
EBAM/92/65 (S/19/92), and EBAM/92/68 (S/21/92), by Advisors to 
Executive Directors as set forth in EBAM/92/58 (S/6/92) and 
EBAM/92/60 (S/7/92), and by Assistants to Executive Directors as 
set forth in EBAM/92/62 (S/12/92) and EBAM/92/66 (S/19/92) is 
approved. 

APPROVED: March 24, 1993 

LEO VAN HODTVEN 
Secretary 


