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FURTHER CONSIDERATION

Executive Directors, meeting as a Committee of the Whole, continued
from their discussion at Committee of the Whole on Review of Quotas
Meeting 89/15 (12/20/89) their consideration of the Managing Director’s

statement on the Ninth Cener

> Review of Ouontas (Committee of the Whole
Sctaliemenct © V1iew L wneé

a1
the N1ntn weneérai neé O1L QUoLas (Lommitiee O wio.ie n

Review of Quotas Meeting 89/14, 12/8/89). They also had before them a staff
paper on illustrative quota calculations for individual members

(EB/CQuota/89/11, 12/6/89; and Sup. 1, 12/13/89).

Following an exchange of views by Executive Directors on the schedules
................. g forthcoming weeks, the Chairman noted that the
consensus of the Board was to schedule a contingency Interim Committee meet-
ing on January 25 and January 26, 1990, should such a meeting prove neces-
sary to resolve the main outstanding issues related to the Ninth General
Review of Quotas. Nevertheless, it was the strong desire of Directors as
well as management to reach a consensus on those issues in the Executive
Board in time to meet the agreed deadline for the conclusion of the Ninth
Review, of March 31, 1990. Every effort would be made toward that end
during the first week of January 1990, but if sufficient agreement was not
reached by the end of that week, a decision would be taken on whether or
not it would be necessary to convene a contingency meeting of the Interim
Committee.
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Mr. Yamazaki said that, since his authorities considered that further
efforts toward reaching a consensus in the Board should be made prior to
any discussion of a possible Interim Committee meeting, they objected to
the proposed dates for such a meeting. In addition, his authorities felt
strongly that the press should not be informed of either the contingency
meeting or the dates that had been set for it.

Mr. Cassell made the following statement:

The range of likely outcomes for the size of the overall
increase in quotas under the Ninth Review is becoming clearer.
My authorities continue to hold to the views that have been
expressed on previous occasions with respect to the adequacy
of Fund resources for meeting the challenges of the early 1990s.
Nevertheless, they are prepared to move from their earlier
position in order to facilitate the achievement of consensus in
the Board.

Assuming that a consensus is forming on the overall size of
the quota increase, 1t is possible to start discussions on how
that increase should be distributed. As Directors have noted on
many previous occasions, the choice of distribution method is
complicated by the divergent interests and preferences of
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different members. In particular, the following objectives or
constraints need to be taken into account: the preference for
uniform distribution methods, as recently endorsed by the Interim
Committee; the view that all members should enjoy a meaningful
increase in quotas; the desire to maintain a broad balance between
different groups of countries; and the concern of several coun-
tries, including a number of major industrial countries, that
their ranking in the Fund should be improved or maintained.

On previous occasions, I have expressed my authorities’ clear
preference for the use of uniform distribution formulas to promote
a gradual and nondiscriminatory convergence of members’ actual
quota shares toward their calculated quota shares. In addition,
as I indicated during Committee of the Whole on Review of Quotas
Meeting 89/11 (11/2/89), my authorities are prepared to support
a small number of ad hoc increases for those members whose current
quota shares are substantially below their calculated quota
shares. Several Directors, while agreeing in principle to this
two-tiered approach, have suggested that it might have the effect
of reducing--to an unacceptable extent--the combined quota share
of the developing countries. This concern has given rise to the
suggestion that any ad hoc increase for Japan should be "paid for"
not by the membership as a whole--according to uniform methods--
but by a subset of members, such as the group of industrial
countries.

Thus, if a consensus is to be achieved on how the agreed
quota increase is to be distributed, two central issues must be
addressed: the general distribution method that would best meet
the diverse aspirations of the membership as a whole, and the
method that should be used to accommodate the ad hoc increases
agreed for particular members, bearing in mind the desirability
of avoiding any significant disruption to the broad quota dis-
tribution established under the agreed general method of
distribution.

As far as the first of these issues is concerned, the
Managing Director noted in his statement on December 4, 1989 that
in recent discussions a consensus had begun to emerge on the broad
parameters of the appropriate general distribution method. Speci-
fically, there is broad agreement among Directors that to safe-
guard the position of the developing countries, the distribution
method should include a substantial equiproportional element.
Moreover, there is broad agreement that the remainder of the quota
increase should be distributed largely according to Method A, with
perhaps a relatively small element being distributed according to
Method B to effect some additional adjustment of the quotas of the
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39 members with calculated quota shares in excess of their current
shares. My authorities strongly support a general distribution
method along these lines.

With respect to the second issue, as this chair has stressed
during previous discussions, my authorities strongly prefer the
use of uniform techniques. 1In the context of ad hoc increases,
this would imply that such increases would be paid for by the
membership as a whole in proportion to their existing or new quota
shares. However, my authorities also recognize that unless the
current divergence of views on distribution methods can be nar-
rowed, the conclusion of the Ninth Review may again be delayed,
which should be avoided.

Therefore, my authorities would be willing, on this occasion
and without prejudice to the future, to bear the full cost of the
developing countries’ share in accommodating an ad hoc increase
sufficient to take Japan to second place in the Fund. Thus, the
United Kingdom is prepared to compensate the extent to which a
substantial ad hoc quota increase for Japan--within the agreed

.............. TNt A e a Tl a3 e o m ot b ae S o

11 P R s P [P TSt
Uvelall lLilLlease--wluUlUu Louule ucveloplily Louuliirlies LlU.Utdb vy

"giving up" an equivalent amount of its own quota increase.

In practical terms, the effect of this proposal would be to
ensure that no developing country would face a lower quota, or
quota share, as a result of an ad hoc increase for Japan. In
other words, the United Kingdom would pay for roughly half of
Japan's ad hoc increase, with the remainder being accommodated by
the other industrial countries in proportion to their shares in
quotas.

The preliminary calculations of this chair suggest that

if this proposal were combined with a general uniform technique
broadly in line with that suggested by the Managing Director, the
result would be as follows: Japan would move to second place in
the Fund; Germany would remain in third place; the United Kingdom
would fall to fourth position, with a reduction in quota share of
roughly 0.75 percent; and the combined share of the developing
countries would fall by less than 1 percentage point, and less
still if ad hoc increases were given to one or more developing
countries.

My authorities hope that this proposal will prove acceptable
to the membership as a whole and will facilitate a rapid conclu-
sion to the Ninth Review.
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Extending his remarks, Mr. Cassell said that although his authorities
held the view that it would be difficult to take a final position on the
questions concerning the distribution of the quota increase until the size
of that increase was known, they had put forward their proposal as a con-
structive means to help resolve at least one of the outstanding issues
related to the Ninth Review. Since his authorities were willing to be
flexible in their position on the size of the overall increase, he would
wait to comment on that issue until later in the discussion.

Mr. Landau made the following statement:

I have expressed the views of this chair on several previous
occasions. My authorities continue to consider that a sizable
increase in the Fund is necessary to enable it to face the chal-
lenges of the future without weakening its financial structure and
without making undue recourse to borrowing. My authorities con-
sider that this would warrant an increase in the size of the Fund
of at least 67 percent, and they take comfort in the fact that
70 percent of the voting power within the Fund supports such an
increase.

However, to be realistic, account must be taken of the con-
straints imposed by the opinions of some parts of the membership.
Furthermore, nothing could be worse than inaction and a more pro-
longed delay in deciding the size of the quota increase. Too much
uncertainty has already been cast into the review process. For
this reason, my authorities would be prepared, provided that other
related issues--such as the distribution of the quota increase and
the future ranking of members--are resolved in a satisfactory man-
ner, to consider an increase of at least 51 percent as the minimum
acceptable. Indeed, such an increase would yield an inflow of
usable resources that would be only roughly equivalent to the net
projected increase in Fund credit, namely, SDR 27 billion.

It should be noted that even that situation would not be
totally satisfactory: the Fund would have to borrow SDR 15 bil-
lion--four times the amount of its current borrowing--to preserve
its liquidity ratio of 70 percent. In fact, borrowing might even
be greater if, as expected, early disbursements of Fund resources
are necessary in the coming years and at the same time the period
of consent delays the effective subscription of new quotas. As I
have stated on previous occasions, given a small increase in pres-
ent quotas, the Fund will face the dilemma of having to choose
between increasing its borrowing or weakening its liquidity posi-
tion. The Fund probably could not manage if an increase of less
than 50 percent was agreed.
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considerations must be taken into account: the directive of the

Interim Committee stating that the distribution should be made on
the basis of uniform methods; the clear indication of some members
that changes should be effected in their ranking so as to reflect
more faithfully their positions and roles in the world economy;
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the desire of other countries--i he quota
increase must not lead to adverse changes in the ranking of mem-
bers that would cause their positions in the world economy to be
underestimated; and the agreement among Directors that at least
60 percent of the quota increase should be allocated on an equi-

proportional basis.

Since it is, of course, very difficult--but not impossible--
to accommodate all these concerns simultaneously, some basic prin-
ciples should be followed in distributing the overall increase in
quotas. First, as I have indicated on previous occasions, my
authorities would be prepared to reconsider their position in
favor of a larger equiproportional element, with the balance
allocated according to Method A or a combination of Method A and
Method B, provided that the above-mentioned conditions are met.
Second, in considering requests for ad hoc increases, it should
be borne in mind that some countries could get increases of either
greater or smaller magnitude than thoése to which they would have
been entitled according to a uniform method of distribution. This
would provide for the necessary flexibility inside the general
framework of distribution.

In the light of these basic principles, my authorities would
be prepared to consider the allocation of ad hoc increases in
accordance with the following guidelines, which would, of course,
be applicable only to the current quota review. First, increases
that would benefit Japan should be borne only by the G-7 coun-
tries, so that the total share of these countries would stand
unaffected. The situation of Korea could also be taken into
account by those countries. Second, to the greatest extent pos-
sible, ranking must be a reflection of relative economic positions
in the world economy. In particular, those countries that have
quotas very close to their calculated quotas should not be allowed
to have a different ranking. Third, quotas calculated on the
basis of the period of data ended in 1986 should be taken into
consideration in the final decision on the Ninth Review.

The current discussion could provide an opportunity to reach
a definite agreement on the position of members with very small
quotas. As I indicated during Committee of the Whole on Review of
Quotas Meeting 89/11 (11/3/89), 1 support the solution adopted for
the Eighth Review, namely, to round up the quota shares of those
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countries to the nearest multiple of SDR 0.5 billion. Before I
read Mr. Evans's statement on the members with very small quotas,
1 was prepared to support the position expressed by the Managing
Director in his opening statement for Committee of the Whole on
Review of Quotas Meeting 89/11 (11/3/89) concerning the situation
of members whose shares in calculated quotas are larger than their
shares in present quotas. However, I have no objection to the
proposal put forward by Mr. Evans, even though some overshooting
would occur, given the small portion of the quota increase at
stake.

Linking overdue financial obligations to the Fund to the
consideration of the Ninth Review, it should be emphasized that
the issue of arrears is a very important matter that could
endanger the credibility of the Fund if not resolved. However,
the current intensified cooperative approach to the arrears prob-
lem has achieved positive results and it is the best approach
currently available; therefore, it should not be undermined.
Moreover, some encouraging steps have recently been obtained
through that strategy, in particular with Peru. While more imagi-
native solutions could be envisaged, most of them would involve
major decisions or changing the Articles, which would require a
majority vote of 85 percent. On the surface, this consideration,
together with the political constraints faced by some members, may
seem to make a good case for reaching a decision on the arrears
strategy in the context of the quota review. However, it should
be borne in mind that the drawback of such an approach may be to
further complicate the quota review, owing to the artificial link
between issues. Therefore, the position of my authorities remains
flexible with respect to this question, and they reserve their
final position until the considerations involved can be further
examined.

Mr. Dawson made the following statement:

The recent U.S. decision to support an increase in Fund
quotas has triggered an intensive review by my authorities of
the wide range of issues related to an increase in Fund resources.
They have made considerable progress in developing the U.S. posi-
tion, based on the discussions of the Executive Board and other
bodies as well as in their consultations within the executive and
legislative branches of the U.S. Government. I would like to
clarify the current position of this chair in order to help narrow
differences of view among Directors and facilitate agreement on a
package of measures that could be presented to the Board of Gover-
nors on the Ninth General Review of Quotas. However, it should be
stressed that the key issues involved in the Ninth Review are
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interrelated, and thus final decisions on each issue will have
to be based on an assessment of all the other related issues.

The U.S. decision to support a quota increase reflects its
firm conviction that the Fund must continue to play a central role
in the world economy, in particular in supporting the strengthened
debt strategy and in facilitating reform in Poland and Hungary
toward a market-oriented economic system. At the same time, how-
ever, my authorities continue to consider that the effectiveness
of the Fund rests on its role as a monetary institution, address-
ing temporary balance of payments problems through its support for
and encouragement of sound economic policies. While the Fund must
have adequate resources to fulfill this responsibility, it must
remain a short- to medium-term lender, rather than a continuous
source of financing.

As Directors will recall, my authorities consider that a
35 percent increase in quotas would provide the Fund with adequate
additional resources to substantially expand its lending during
the 1990s, while preserving sufficient resources to protect the
liquidity of reserve claims on the Fund and reduce reliance on
borrowing. They recognize, however, that reasonable people may
differ with respect to the appropriate amount of Fund lending,
liquidity, and borrowing. Consequently, the United States has
indicated a willingness to consider a quota increase in the range
of 35 percent to 40 percent, and it might be prepared to go along
with a slightly larger increase in quotas, if the right conditions
are met. In particular, U.S. willingness to go along with an
increase of more than 35 percent would depend on the outcome of
the discussions on access to Fund resources, the method of distri-
bution to be used in connection with the Ninth Review, the period
of consent and participation requirements for the quota increase,
the timing of the Tenth Review, and measures to strengthen the
arrears strategy. If these issues are resolved satisfactorily,
this chair would be prepared to go along with an increase in the
size of the Fund of about 45 percent.

With respect to the distribution of the overall increase, we
continue to believe that the distribution technique agreed should
contribute to a strengthening of Fund liquidity. As I noted
during Committee of the Whole on Review of Quotas Meeting 89/14
(12/8/89), various uniform methods of distributing the overall
increase can achieve similar results. We would be prepared to
agree to use the same method as in the Eighth Review--Method A--
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provided that the apportionment between the equiproportional and
selective elements would result in an adjustment coefficient
approaching that achieved in the Eighth Review. Other approaches
could be considered.

My authorities continue to consider that the enlarged access
policy should be phased down, consistent with the long-standing
agreement that it is a temporary arrangement. We are mindful,
however, that many members continue to face difficult balance of
payments problems and require continued Fund support for their
adjustment efforts. Therefore, the United States would be pre-
pared to support a gradual approach to phasing down enlarged
access. In this context, we would be prepared to maintain maximum
absolute access at the current level rather than adjust it to the
self-financing ratio.

It is clear from consultations with members of U.S. Congress
that legislative consideration of the quota increase in the United
States will be intensive and prolonged. A wide range of issues is
likely to be considered, including, for example, the role of the
Fund in the world economy, in particular as it relates to the
strengthened debt strategy and events in Eastern Europe; the
effectiveness of Fund efforts to promote growth-oriented adjust-
ment and market-related reforms; and the need for a quota increase
in light of competing demands at a time of tight budget con-
straints. Moreover, given that a final decision on quotas will
not be taken until after the 1991 budget is submitted, there may
be a need to include authorization and appropriations for the U.S.
quota increase in the fiscal 1992 budget. In these circumstances,
the period of consent for the quota increase will need to be set
toward the upper end of the historical range, i.e., end-1991. The
United States would, of course, hope to complete its legislative
requirements at an earlier date, and my authorities consider that
the quota resolution should provide for this possibility.

With the completion of the Ninth Review of Quotas in sight,
some questions have been raised concerning the timing of the next
review. A preliminary discussion of this issue arose in 1988 when
the Board of Governors resolved to continue the current review.

I understand that there was some difference of view at that time.
Therefore, it should be made clear that my authorities hold the
view that the Tenth Review should be concluded five years from the
Board of Governors resolution concluding the Ninth Review--

March 31, 1995.

As Directors will recall, my authorities consider that the
Fund’s current strategy on arrears needs to be strengthened and
that a settlement of the arrears question must be part of any
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Mr. Dawson responded that his authorities would be prepared to maintain
maximum access limits in nominal terms, rather than adjusting those limits
downward in line with the self-financing ratio, as recommended in the
Managing Director’s statement. Clearly the maintenance of current access
limits would imply a continued tolerance for some degree of Fund borrowing.
However, it would still be possible to reduce the Fund’s reliance on
borrowing.

The precise mechanism that could be used to maintain maximum absolute
levels of access would arise again when the question of access was dis-
cussed, and the French chair planned to introduce a proposal for such a
mechanism at that time, Mr. Dawson continued. Nevertheless, Directors would
recall that at the time of the Eighth Review, a bracketing approach had been
developed to safeguard the access limits of some members that otherwise
would have lost some of their access to Fund resources. His chair would be
willing to consider implementing a similar mechanism in connection with the
current review.

Nevertheless, the focus of the current discussion was on the size of
increase in quotas that might be needed, Mr. Dawson noted, and until more
was known on that issue, it would be premature to take a definite position
on future access limits.

Mr. Jalan said that he wondered whether the staff could comment on
whether a quota increase of 45 percent, a reduction of borrowing, and the
maintenance of maximum absolute access limits could be mutually consistent.

The Chairman commented that the U.S. authorities should consider the
problems that could arise as a result of an agreement to increase quotas by
only 45 percent for a five-year period. Indeed, the proposal put forward by
Mr. Dawson did not represent movement toward consensus by the United States,
because a 45 percent increase over five years was substantially less than a
35 percent increase over three years.

Mr. Dawson remarked that the U.S. chair had never accepted the proposal
that the period for the Ninth Review should end March 31, 1993. Moreover,
even with an increase in quotas of only 35 percent, it would be possible to
reduce borrowing and maintain access, because the Fund's access limits were
ceilings, not floors. The average amount of access used by members was
actually much smaller than the current limits would imply.

The Chairman said that the U.S. chair had not taken a position favoring
a three-year interval between the conclusion of quota reviews, because that
was not a matter for decision by the Board. The five-year period for the
Ninth Review--beginning March 31, 1988 and ending March 31, 1993--was speci-
fied by the Articles. Therefore, the proposal of the U.S. chair to extend
that period to March 31, 1995 was unexpected.
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Mr. Al-Jasser noted that the time had come to take final stock of all
the relevant factors and considerations that had a bearing on the Ninth
Review and to take a decision on the needed increase in quotas. His author-
ities had re-evaluated all of those factors and considerations, including
the increased demands on the Fund that were possible in coming years, owing
to certain developments in various parts of the world. In that connection,
they were particularly concerned about the need to enhance the role of the
Fund in helping members embark on structural adjustment programs. In addi-
tion, his authorities considered that the process of reaching an agreement
on the increase in quotas had already been unduly delayed. Therefore, the
need to reach a consensus on a realistic increase that would ensure the
sufficient endowment of the Fund and satisfy the needs of its membership was
urgent. In the light of those considerations, and, in the spirit of com-
promise, to reach a timely conclusion of the Ninth Review, his authorities
were prepared to agree to an increase of up to 50 percent of present quotas,
which should be sufficient to safeguard the future liquidity of the Fund.

Japan was an active economic power in the various forums for inter-
national financial cooperation, Mr. Al-Jasser stated. It deserved
recognition for its role in the international system and encouragement to
contribute further to the process of international cooperation. Therefore,
Mr. Cassell's proposal that the United Kingdom was prepared to accept an
ad hoc increase in Japan’s quota share that would take Japan to second
position in the Fund, and more significantly, that it was willing to bear
the full cost of the developing countries’ share in accommodating the neces-
sary ad hoc increase was laudable. 1Indeed, that proposal epitomized the
spirit of compromise that was so crucially needed at the present stage. He
hoped that the example that had been set by the U.K. authorities could be
emulated by the rest of the membership so that it would be possible to reach
a timely conclusion of the Ninth Review, without an emergency meeting of the
Interim Committee.

On the method of distribution, Mr. Al-Jasser stated that his chair
preferred a substantial equiproportional element of 70 percent of the over-
all increase and a selective element of 30 percent to be distributed accord-
ing to Method A, with, of course, the appropriate ad hoc provision.

Mr. Filosa made the following statement:

During the past few weeks my authorities have reviewed the
main issues outstanding in connection with the Ninth Review, in an
attempt to find ways to reconcile, or at least narrow, the differ-
ences among Directors. This renewed attempt to come to a con-
clusion on the outstanding issues was called for by a number of
considerations, including those concerning the dramatic changes
that have taken place in Eastern Europe during the past few weeks,
changes that are clearing the way for economic transformations of
potentially vast relevance. The fact that the role of the Fund
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will be central in bringing about these transformations makes the
need to come to an agreement on the increase in quotas most com-
pelling. My authorities have reconsidered a number of issues _
concerning the Ninth Review of Quotas in order to come to a posi-
tion in the spirit of compromise.

We join a large number of members, representing more than
50 percent of the Fund’s voting power, in supporting a doubling
of quotas. As the Managing Director has suggested, an increase
of this magnitude would better serve the purpose of reinforcing
the role of the Fund as the central monetary institution by
providing it with adequate resources to fulfill its systemic
responsibilities in the early 1990s, while reducing its reliance
on borrowing. Nevertheless, with a view to achieving a larger
majority, we are prepared--not without hesitation--to substan-
tially reduce the preferred amount of increase to go along with
an increase of the order of two thirds, which has the support of
148 Fund members.

Unfortunately, even the latter position, which is supported
by the overwhelming majority of members, appears to be out of
reach for three member countries, one of which is the Fund’s major
shareholder. This situation presents a dilemma of having to
choose between accepting the possible risks arising from a further
reduction of the targeted quota increase or the even greater risk
of not having an increase at all. Under the current circumstances
and taking into consideration all the relevant elements, my
authorities have modified their position, and they are prepared
to support any quota increase of greater than 50 percent. How-
ever, my authorities came to this decision extremely reluctantly,
in a spirit of constructive compromise, and on the condition that
a satisfactory agreement would be reached on the other issues
related to the quota review.

With respect to the specific method to be used in distrib-
uting quotas, the position of my authorities--as explained in
detail during Committee of the Whole on Review of Quotas
Meeting 89/14 (12/8/89)--is instrumental to achieving a signifi-
cant restructuring of quotas. They continue to consider that a
combination of Method A and Method B, applied to 39 countries,
would better serve this purpose, and that a significant selective
element should be included in the distribution, irrespective of
the overall size of the increase. More specifically, on previous
occasions, I have stated that we consider the adjustment coeffi-
cient reached during the Eighth Review to be an adequate target.
However, again in a spirit of compromise, my authorities are
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willing to be more flexible with respect to both of these points,
provided all of the other elements of an agreement on the quota
increase are satisfactorily in place.

A very limited number of quota adjustments should be taken
into consideration and carefully dealt with. The ad hoc increase
for Japan, to allow it to move to second position in the Fund,
which my authorities support, would raise a number of issues of
interest to the membership at large, such as those concerning the
magnitude of the increase that would be required and the distribu-
tion of the burden of that increase among the membership, as men-
tioned in Mr. Cassell’'s statement. At the same time, however, it
would also raise other more specific iIssues, such as the modifica-
tion of relative positions within the group of major shareholders.
Realistically, an ad hoc increase for Japan would necessitate an
agreement on the relative positions of the major shareholders,
which should be reached among the members of that group.

We support the maintenance of members’ absolute access to
Fund resources at the current level.

Like other speakers, I recognize the relevance of the problem
of overdue financial obligations to the Fund and the need to take
any opportunity to make progress on this issue and strengthen the
Fund's present arrears strategy. In particular, we are prepared
to support the U.S. proposal calling for the arrears question to
be included in the agreement on the quota increase. More specifi-
cally, as Mr. Landau said, there is scope for reviewing the pro-
longed use of Fund resources, for strengthening the support group
strategy, and for increasing both incentives and disincentives for
countries in arrears to more actively participate in the coopera-
tive strategy.

Finally, I consider that the period of the Ninth Review
should be the five-year period that began March 31, 1988.

The Deputy Treasurer, in response to questions raised by Directors,
made the following statement:

In connection with the amount of overall absolute access
to the Fund’s resources that would follow the coming into effect
of the increase in quotas under the Ninth General Review, some
Directors referred to the maintenance of the absolute amount of
access on average for the membership as a whole, while some other
Directors referred to the absolute amount of access to the Fund's
resources being preserved for the member having the smallest
increase in quota under the Ninth General Review. A number of
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Directors requested information on the size of the cumulative
access limits, expressed as a percentage of new quotas, that would
result from these two approaches regarding the maintenance of
absolute access for a range of Fund sizes. Lines 1 and 2 of

Table 1 in the Appendix, indicate the band of cumulative access
limits for an increase in quotas ranging from 35 percent to

67 percent. 1/ For example, the new lower cumulative access

limit applicable to a 50 percent increase in quotas would be
calculated as 440 percent (present cumulative limit) divided by
1.5, or 293 percent of new quota; the higher cumulative limit is
calculated at 333 percent of new quota and is derived from the
current absolute access of the member with the smallest increase
in its quota (Equatorial Guinea) on the basis of an apportionment
of the overall increase between 60 percent equiproportional
increases and 40 percent selective increases, to be distributed by
Method A, i.e., access of SDR 81 million (440 percent of present
quota of SDR 18.4 million) divided by SDR 24.3 million, the
illustrative increased quota.

With these two limits, a member’s access would be broadly
maintained by definition, but the exact amount of absolute access
would depend on the distribution of the increase in quotas. 1In
Table 1, the illustrative access calculations have been based on
the assumptions of an equiproportional increase amounting to
60 percent of the overall increase with the remainder--40 per-
cent--being distributed according to Method A.

The relationship between the size of the increase in quotas,
cumulative access limits, borrowing, and the Fund’s liquidity
ratio is also shown in Table 1 of the Appendix. The illustrative
cumulative access limits generally exceed the cumulative access
limits determined by the self-financing ratio, which, as an
historical average, is close to 250 percent of quota. As a conse-
quence, certain amounts of borrowing would be required for differ-
ent Fund sizes if the Fund’'s liquidity ratio were to be maintained
at or close to 70 percent by the end of 1994 in the event that the
absolute amount of access were to be maintained. The amount of
borrowing ranges from SDR 24 billion to SDR 5 billion for
increases in the size of the Fund varying between 35 percent and
67 percent. Table 1 also shows the possible evolution of the
liquidity ratio with an amount of borrowing below the level out-
standing at the time of the September 1988 Interim Committee meet-
ing, and the ratio that would result without borrowing by the
Fund.

1/ Reproduced in Appendix.
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As the Managing Director indicated in his opening. statement,
the staff has projected a net increase for Fund credit of the
order of SDR 27 billion for the period 1990-94. This projected
demand would not in general be constrained if a two-tier approach
to setting new cumulative access limits were adopted. The use of
the lower cumulative limit alone may be expected, however, to act
as a slight constraint because many potential debtors’ access
limits would fall by 5-10 percent, with remaining available access
reduced somewhat more. If the coming into effect of the increase
in quotas under the Ninth Review were delayed, the pressure on
the Fund's present liquidity position would be substantially
increased, in view of the strong projected demand for Fund credit.
Directors will recall that in the most recent review of Fund
liquidity, the staff projected new commitments under agreements,
which are mainly extended arrangements, of SDR 9.6 billion for
1990. On a highly tentative basis, the demand for Fund credit is
also likely to remain strong in 1991, with the prospect that the
liquidity ratio could fall to about 30-35 percent by the end of
1991, if the quota increase does not come into effect by that
time.

Table 2 of the Appendix has been prepared to show the recent
evolution of Fund liquidity. The Fund’s liquidity ratio since
1978 has generally been about the long-run average of 70 percent,
except for 1978-79, 1982-83, and since 1987. The low liquidity
ratio in 1978 and 1979, following the coming into effect of the
quota increases agreed under the Sixth General Review and at a
time of declining use of Fund credit, was due to the unusability
of a number of major currencies, including the U.S. dollar. The
liquidity ratio increased sharply after October 1980 when the U.S.
dollar again became fully usable shortly before increases in
quotas under the Seventh Review came into effect. The liquidity
ratio did not change immediately following the coming into effect
of the new quotas.

The low liquidity ratio of 1982 and early 1983, i.e., the
period just before the increases in quotas under the Eighth Review
came into effect, was also due to the unusability of many curren-
cies (France, Italy, Australia, Venezuela, Mexico, Algeria,
Nigeria, and Iraq, among others, were excluded from the opera-
tional budget during this period), as well as to an expansion in
Fund credit outstanding. However, it is to be noted that a large
proportion of the expansion of Fund credit that was under way at
that time was financed from the substantial amounts of available
borrowed resources, and which cushioned the fall in the Fund's
liquidity.
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The considerable rise in the liquidity ratio, which began in
1987, is partly accounted for by the sharp fall in the net use of
Fund credit and partly by the return to usability of the curren-
cies of virtually all the industrial countries, despite the heavy
current account deficits subsequently incurred by a number of the
these countries. The sharp fall in the liquidity ratio that is
projected for 1990 is related to the projected strong demand for
Fund resources and the exhaustion of uncommitted borrowed
resources. The fall in the liquidity ratio would be greater if
the total of usable currencies would be reduced, owing to balance
of payments and reserve developments in some of the creditor coun-
tries, as has occurred in previous periods.

Mr. Jalan said that in the light of the staff’'s explanation of the
relationship between access limits, borrowing, liquidity, and the size of
the Fund, a desirable outcome of the quota review could not be achieved
unless the size of the Fund was increased by a minimum of 67 percent.
Therefore, the progress toward narrowing differences among Directors should
center around that size of increase. His authorities’ support for an
increase of two thirds was a significant departure from its original prefer-
ence for a doubling of the Fund’'s size, but they recognized that it might
not be possible to achieve the broad support needed for an increase of that
magnitude.

Any conclusion of the Ninth Review that would involve a reduction in
the absolute access of any member would be unacceptable to the group of
developing countries, Mr. Jalan stated. Therefore, in future discussions
concerning access limits, the maintenance of access should be defined both
in terms of maintaining access limits on average and maintaining the abso-
lute access of the member with the smallest increase in quota.

His chair strongly held the view that the period of the Ninth Review--
from March 31, 1988 to March 31, 1993--should not be altered, Mr. Jalan
continued. Aside from the changes implied by the U.S. proposal to begin the
Tenth Review in 1995 with respect to the size of the actual increase agreed
over time and the Fund’'s previous conventions, Directors had agreed that the
formulas used to calculate quotas should be reviewed in connection with the
Tenth Review. The clear need for such a review was urgent, and it called
for an early resolution of the current review, to be followed as closely as
possible by the beginning of the next review. Only with such a timetable
could the needs of the developing countries finally be met.

He agreed with Mr. Landau that the cooperative approach currently
followed by the Fund in handling cases involving overdue financial obliga-
tions was the most useful, although it could be modified as needed to adapt
to developments in the world economy, Mr. Jalan went on. He agreed with
Mr. Dawson that the success of support groups in helping to clear arrears
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had thus far been unsatisfactory, even with respect to those cases involving
only small amounts of arrears. Nevertheless, while it was important to
consider the procedural aspects of the intensified cooperative approach as
well as the modifications to it that might be necessary, the Fund’s approach
to arrears must remain cooperative and positive rather than punitive. It
was important to take into consideration the fact that members’ administra-
tions changed and to distinguish between the members that were cooperating
with the Fund and those that were not. However, with respect to cases where
member countries’ governments were not cooperating, the people should not be
deprived of their right to Fund membership. While the Fund could punish
such members by no longer extending credit to them, it should continue to
seek a balanced approach to the arrears problem; it should not hasten to
suspend membership privileges, because the situations of members were sub-
ject to dramatic changes as governments changed. Therefore, while strong
action was needed to clear arrears to the Fund, his authorities strongly
supported the cooperative approach of the Fund. The Committee would have

an opportunity to consider the arrears problem in detail early in 1990, when
the U.S. chair would put forward its proposal on that problem, but Directors
should remember to distinguish between current governments and member coun-
tries themselves.

The highly constructive and forward-looking proposal presented by

Mr. Cassell on the distribution of the quota increase represented the kind
of approach that had to be taken in order to resolve the issues related to
the Ninth Review within a reasonable period, Mr. Jalan commented. While the
position expressed in Mr. Cassell’s opening statement was not very different
from that taken by the U.K. chair on previous occasions, it reflected many
of the points that had been made by Directors throughout the discussions on
the Ninth Review, and it went a long way toward addressing the concerns of
the developing countries. 1In particular, the U.K. offer to take the burden
for any ad hoc quota increase for Japan that otherwise would have been borne
by the developing countries was welcome. He fully supported the need for an
ad hoc adjustment in Japan’'s quota, and the U.K. proposal should further the
progress toward reaching a consensus on the question of ad hoc increases.

In general, his chair supported the position taken by Mr. Cassell with
respect to the distribution of the quota increase, Mr. Jalan concluded.
However, the equiproportional element of the distribution should at a mini-
mum be 70 percent of the overall increase in quotas, instead of 60 percent
as indicated by Mr. Cassell. A small portion of the selective element of
the overall increase--5-7 percent--should be distributed according to
Method B, with the remainder distributed according to Method A.

Mr. Grosche said that, as he had indicated on previous occasions, the
time had come to undertake serious efforts to bridge the remaining differ-
ences among Directors in a spirit of compromise. Accordingly, his chair had
somewhat changed its previously stated position on the Ninth Review.
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With respect to the size of the overall increase in quotas, he contin-
ued to hold the view that an increase of about two thirds would be quite
appropriate to broadly maintain access, reduce reliance on borrowing, and
keep liquidity at safe levels, Mr. Grosche stated. However, his authorities
were prepared to accept a smaller increase, and they urged Directors prefer-
ring the lower end of the spectrum of increases to move upward in order to
reach a consensus on an increase visibly above 50 percent.

On the method of distribution, his authorities were aiming at an
adjustment coefficient on the order of that achieved during the Eighth
Review, or possibly higher, using an apportionment of 40/60 between the
equiproportional and selective elements of the overall increase, with selec-
tive increases distributed according to Method A, Mr. Grosche remarked.
However, they could be more flexible and would be satisfied if the adjust-
ment coefficient approached the previous one. He continued to support a
uniform method of distribution and preferred Method A, but his position was
flexible with respect to the details. He supported an ad hoc increase for
Japan in order to move it to second position in the Fund, and his chair was
grateful to the British authorities for suggesting a solution to the distri-
bution of the financing burden for that ad hoc increase.

As Directors would recall, his chair’s preference was to somewhat scale
down absolute access in line with a gradual phasing out of the enlarged
access policy, Mr. Grosche went on. Nevertheless, at the present juncture,
he was ready to accept that overall absolute access be maintained at the
current level for a limited time to be specified. It would be necessary to
take into account the liquidity ratio of the Fund and borrowing restrictions
in considering access in individual cases. It was obvious that a small
quota increase would tend to limit the Board’'s flexibility in granting the
use of maximum access limits in individual cases.

The U.S. proposal on the participation requirement was acceptable to
his authorities, Mr. Grosche stated. Nevertheless, in light of the expected
deterioration of the Fund’'s liquidity position, all members, and particu-
larly the United States, should be urged to do their utmost to get parlia-
mentary approval as soon as possible.

Given the difficulties some members faced in getting the necessary
authorization from their parliaments, and the concerns that other contrib-
utors to the Fund had repeatedly expressed about the consequences of the
arrears problem on the financial position of the Fund, a further strengthen-
ing of the Fund’s arrears policy had to become a part of the quota resolu-
tion, Mr. Grosche considered. 1In particular, a review of the questions
concerning how best to avoid arrears cases from arising, how to convince
members that there was nothing to be gained from continued arrears, how to
further strengthen the reserve position of the Fund, and how to promote the
resolution of cases in which the authorities had made convincing reforms was
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urgently needed. He was prepared to examine Mr. Dawson's suggestions very
carefully and he looked forward to a thorough discussion of them in early
January 1990.

At the present stage, the Fund should avoid attaching too much impor-
tance to the question of when to conclude the next quota review, thereby
overcomplicating the difficult task at hand, Mr. Grosche noted. The
Articles specified that the Tenth Review period would end on March 31, 1993,
but as in the current quota exercise, the Board of Governors could be asked
to continue the review beyond that date. At that time, all the factors
affecting the financial position of the Fund would have to be carefully
considered. After the current lengthy review, and provided the Fund's
financial position was fairly comfortable, he would be inclined to propose a
continuation of the Tenth Review beyond the established date, perhaps until
end-March 1994.

The Chairman said that he wondered whether Mr. Grosche would agree that
the interval between the Ninth and Tenth Quota Reviews could not be length-
ened by one year unless the Fund obtained additional resources. It clearly
would not be prudent to agree to an extension of the period of the Tenth
Review at the present stage when very little was known about the economic
situation that might prevail in 1994 and beyond.

Mr. Grosche stated that in principle he agreed with the Chairman, but
at the present juncture, there was no certainty about developments in the
world economy in the period to 1993 or about the liquidity position of the
Fund at the end of that period. If there was a significant squeeze on Fund
liquidity at the time the Tenth Review was to begin, that review would
clearly need to be hastened. However, given the current uncertainties with
respect to future events and the likely duration of the current quota
review, he considered that if the financial position of the Fund was fairly
comfortable, the conclusion of the Tenth Review could be extended beyond the
deadline prescribed by the Articles.

Mr. Kafka suggested that, in the light of the uncertainty of future
developments, it would be more appropriate to consider the timing of the
Tenth Review at the end of 1992, when more would be known about whether
or not there was a need for a further augmentation of the Fund.

Mr. Dawson recalled that at the time of the Eighth Review, some
Directors had considered that an increase of less than a doubling of the
Fund’'s size would necessitate an accelerated Ninth Review. However, it had
been over six years since the resolution under the Eighth Review had come
into effect, and the present liquidity ratio was 100 percent. In the light
of that experience, it seemed that the gloomy forecasts presented in the
context of the current review were exaggerated.
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Mrs. Filardo remarked that the current very high liquidity ratio had
evolved because members were making only very limited use of Fund resources.
Thus, the membership had been forced to make sacrifices, owing to the cur-
rent size of the Fund.

Mr. Mawakani said that the proposal put forward by the United Kingdom
to facilitate a consensus on the quota increase under the Ninth Review was
commendable. He hoped other members would emulate the spirit of compromise
shown by the U.K. chair in reconsidering their views on the key issues
related to the Ninth Review.

The position of his chair had recently become more flexible, in partic-
ular by supporting an increase in the size of the Fund to SDR 165 billion
instead of to SDR 180 billion, as originally preferred, in order to facili-
tate the progress toward a prompt consensus, Mr. Mawakani noted. Neverthe-
less, it should be stressed that the Fund’s prudent long-term liquidity
ratio of 70 percent should be preserved. It was also important for
Directors to give due consideration to the Interim Committee's recommenda-
tions that the Fund should borrow only in exceptional circumstances, that
all members should obtain a meaningful increase in quota, and that a broad
balance between different groups of countries must be maintained. In addi-
tion, his chair agreed with Mr. Landau and Mr. Jalan on the need to stress
maintaining effective absolute access.

In the light of those considerations, and as the Managing Director'’s
opening statement demonstrated, it would be very difficult to make further
concessions, Mr. Mawakani commented. Nevertheless, he was prepared to
consider any proposal that could lead to a substantial quota increase that
would be sufficient to meet those considerations while strengthening the
Fund’s role in the international monetary system. However, it seemed that
at a minimum the size of the Fund should be increased by two thirds, or
67 percent.

With respect to the method to be used in distributing quotas, his chair
supported an equiproportional element of 70 percent and the use of Method A
in distributing selective increases, Mr. Mawakani continued. In addition,
if the financial burden of the ad hoc increase for Japan could be shared
among the major industrial countries, as suggested by Mr. Landau, he would
support Mr. Jalan's suggestion that 5 percent of the selective element of
the overall increase could be distributed by Method B to effect significant
adjustments for members with quotas most out of line, with the remainder of
selective increases distributed according to Method A.

While the accumulation of arrears to the Fund was clearly a matter for
concern, the need to link the payment of arrears or the implementation of
sanctions against members to the Fund's Articles had not yet been demon-
strated, Mr. Mawakani considered. Moreover, in connection with the basic
votes of countries with small quotas, Directors had agreed that it would be
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cumbersome to embark on a discussion of the provisions in the Articles
during the Ninth General Review of Quotas. Also in that connection, he held
the view that the provisions made in the Articles concerning the period for
quota reviews should be maintained, Therefore, the Ninth Review should
continue to cover the five-year period beginning in 1988.

Mr. Yamazaki commented that the opening statements of Mr. Cassell and
Mr. Dawson, which expressed the willingness of the United States and the
United Kingdom to work toward a consensus, were welcome; he would join in
the effort to compromise.

From the beginning of the Ninth Review, his chair had supported a
substantial quota increase so as to equip the Fund with adequate resources
to perform its role smoothly in the first half of the 1990s, Mr. Yamazaki
recalled. However, his authorities had also expressed their willingness to
join the consensus in order to facilitate the earliest possible completion
of the Ninth Review. 1In that connection, they strongly hoped that a consen-
sus on an increase of about 50 percent would soon be reached.

The position of his authorities on the distribution of the quota
increase had been presented on previous occasions, Mr. Yamazaki noted.
However, his authorities were ready to be flexible on that issue, provided
Directors accepted the need for an ad hoc adjustment in Japan’'s quota share.
In that connection, it was essential for the smooth functioning of the Fund
that the quota shares of members should reflect economic realities.

In particular, the present quota share of Japan was far out of line
with economic reality and that incongruity should be rectified as soon as
possible, Mr. Yamazaki continued. In that context, the efforts of the
United Kingdom to support an ad hoc quota increase for Japan so as to allo-
cate the second largest share in the Fund to Japan were welcome, and he
hoped that an arrangement that would be satisfactory for every member would
soon be made to accommodate the ad hoc quota increase for Japan.

As to the other outstanding issues, he supported maintaining overall
absolute access at the current level, and he was prepared to consider the
use of mitigation for individual members, Mr Yamazaki stated. 1In addition,
he supported in principle Mr. Dawson’s comments on the issue of arrears to
the Fund, and in particular on the need to take up the issue as soon as
possible.

Mr. Ghasimi made the following statement:
The views of my authorities on the various aspects of the

Ninth General Review of Quotas have been expressed on many pre-
vious occasions. Therefore, for the current discussion, I will
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briefly express our most recent position on the issues of the
overall quota increase and the method of distribution for that
increase.

On previous occasions, we have emphasized the importance of
a substantial increase in quotas to facilitate a more effective
functioning of the Fund during the first half of the 1990s.
Indeed, maintaining the Fund'’s strength and its weight in the
international monetary system requires the Fund to remain mainly
a quota-based institution, having at its disposal ample usable
resources, while sustaining a sufficient degree of liquidity.
It is also important that the financial capabilities of the Fund
should keep pace with major aspects of the financial growth of the
world economy.

In addition to its normal activities, the Fund must also
be able to help restore and enhance the creditworthiness of the
indebted developing countries, through its initiatives in debt
and debt-service reduction operations, and at the same time appro-
priately accommodate some of the financial needs of the Eastern
European countries that are currently undergoing dramatic changes.
To perform all these tasks efficiently, the Fund clearly should
have the benefit of a relatively strong financial position.

Many Directors have correctly acknowledged that the preserva-
tion of a sufficient level of access for developing countries
would enable the Fund to play a more effective role in fostering
growth-oriented adjustment programs in these countries. There-
fore, it is of paramount importance to sustain an absolute level
of access that would be compatible with the financial needs of
developing countries, while taking into consideration the present
adverse environment of sharply reduced financial flows from pri-
vate as well as official sources. 1In such a situation, an overall
increase in the Fund'’'s size of between 67 percent and 80 percent
would be most appropriate.

As we have indicated on previous occasions, it is also essen-
tial that any quota increases should take into consideration the
relative economic strength of member countries in the world econ-
omy. In this connection, we continue to believe that a restruc-
turing of the quota shares of member countries whose relative
economic positions are most out of line compared with their pres-
ent quota shares is essential. At the same time, safeguarding the
already relatively small quota position of the developing coun-
tries, as far as possible, is also essential. Under these circum-
stances, it is necessary to strike a proper balance between these
two objectives. 1In line with this approach, we would like to
reiterate our preference for a large equiproportional element and
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the use of Method A in distributing the selective element, or a
large equiproportional element and a selective distribution that
would combine the use of Method A and Method B. In addition, we
support Mr. Jalan’s suggestion to use a distribution method that
would combine a 75 percent equiproportional increase and a selec-
tive increase, of which 15 percent would be distributed according
to Method A, 7 percent according to Method B, and 3 percent would
be allocated among those members requesting ad hoc increases.

In that respect, on many previous occasions, I have expressed
the intention of the Iranian authorities to request an ad hoc
quota increase. Indeed, as I indicated during Committee of the
Whole on Review of Quotas Meeting 89/14 (12/8/89), the Iranian
authorities have recently shown a great deal of willingness to
cooperate closely with the Fund, and in a few weeks, a staff mis-
sion will go Teheran to conduct an Article IV consultation-- some-
thing that has not been possible for a long time, owing to special
circumstances. Therefore, I urge Directors to give sympathetic
consideration to the Iranian request. 1In that connection,
Directors should note that Iran was unable to participate in the
Seventh and Eighth General Quota Reviews, owing to its parliamen-
tary timetable and other special circumstances prevailing during
those two reviews. It is hoped that the forgone quotas allocated
to Iran during those two reviews could point to a reasonable dis-
tribution of the burden of the ad hoc adjustment expected in the
context of the current review.

Mr. Kafka stated that the final position of his chair would depend on
the combination of agreements that would be included in the approval of the
overall increase in quotas.

With respect to the size of the overall increase, most Directors had
originally favored a doubling of present quotas, Mr. Kafka recalled. How-
ever, when it became apparent that the broad support needed to approve such
an increase was not forthcoming, most Directors changed their positions to
support an increase of 80 percent. Again, it seemed that a majority vote
could not be reached. At the present juncture, most Directors supported
increases of either "visibly" above or "visibly" below 50 percent, which was
ambiguous, owing to differences in perception. Nevertheless, his chair
continued to consider that the increase must come closer to 80 percent than
to 50 percent to be satisfactory.

From the beginning of the Ninth Review, his chair had supported a
method of distribution that would entail distributing 70 percent of the
overall increase equiproportionally and 30 percent selectively, according
to Method A, Mr. Kafka noted. Nevertheless, if the current consensus
was for an apportionment of the overall increase to be 60 percent
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equiproportional and 40 percent selective, using Method A, he could go along
However, he was opposed to the use of Method B. As he had stated on pre-
vious occasions, his chair could accept a small ad hoc distribution to two
or three countries; and the U.K. proposal on burden sharing for those
increases would be very helpful.

In the light of the interdependent relationship between access, liquid-
ity, and borrowing, he would not support any proposal for a quota increase
that would not be sufficient to enable the Fund to preserve the current
amount of absolute nominal access for each member, Mr. Kafka remarked. In
addition, it was essential for the Fund to maintain its historic average
liquidity ratio of 70 percent. The liquidity position of the Fund had
been seriously weakened during the period preceding the most recent quota
increase, and a recurrence of that situation was to be avoided. It was also
essential for the Fund to reduce borrowing, because that type of financing
was expensive and risky.

In order to solve the problem of overdue financial obligations to the
Fund, the cooperative approach needed to be strengthened, Mr. Kafka consid-
ered. 1In that connection, the view of his chair on arrears would remain
flexible until the U.S. proposal on that problem could be considered in
detail--possibly in early 1990. While his chair was prepared to consider
additional financial measures to deal with cases involving arrears, his
authorities were not prepared to agree to any punitive measures.

It would be most appropriate to follow the provisions in the Articles
on the period for quota review, Mr. Kafka stated. However, if in 1993 it
seemed that an additional increase in quotas was not needed, the conclusion
of the Tenth Review could be postponed. While he would have preferred to
set the period of consent for the Ninth Review at end-1990, if the consensus
was to set it at end-1991, he would go along with the majority opinion.

Mr. Lombardo recalled that in previous discussions on the Ninth Review,
he had stressed that it was crucial for the countries of his constituency--
all of them being heavily indebted--to at least maintain current access
limits in absolute terms. The staff calculations showed that only a
doubling of quotas would avoid a deterioration in the remaining available
access, and that a sizable reduction in access would result from any
increase of less than SDR 165 billion, if borrowing was to be phased out.
Therefore, and in the spirit of consensus, the position of his chair had
been made more flexible. While on previous occasions, his chair had
supported an increase in quotas of about 80 percent--to SDR 165 billion--
complemented by a certain amount of borrowing, the current position of his
authorities was to go along with a consensus on an increase of less than
80 percent of present quotas, if such an agreement materialized. However,
such an agreement should be tied to the maintenance of present absolute
levels of access, which could be achieved by adopting a more gradual
approach phasing out of borrowing, as suggested by Mr. Dawson.
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With respect to the distribution of the increase, his authorities
continued to favor a substantial equiproportional element, amounting to
70 percent of the overall increase, combined with a selective element of
30 percent, distributed according to Method A, Mr. Lombardo continued. The
proposal by Mr. Cassell that the United Kingdom would bear the cost of the
developing countries' share in accommodating the ad hoc increase for Japan
was certainly welcome, and his authorities supported it. His position on
the members with very small quotas was flexible, and he could support

Mr. Evans’'s proposal to safeguard the quota shares of such members.

se tional sanc
against members in arrear Mr. Dawson,
Mr. Lombardo concluded. Such actions would not lead to a solution to the
arrears problem, and, as a cooperative institution, the Fund should work to
solve that problem through its cooperative measures.

Mr. Prader stated that he joined other Directors in welcoming the
convergence of views among the major industrial countries on the issues
related to the Ninth Review. The flexibility demonstrated by those coun-
tries during the current discussion represented an important step toward a
possible consensus. Nevertheless, he wondered whether the positions taken
with respect to the different elements of the eventual quota resolution were
mutually consistent. The net effect of an increase in the size of the Fund
of only 45 percent to 50 percent, together with a decision to maintain
overall absolute access to Fund resources and to reduce borrowing, as agreed
at the time of the 1988 Annual Meetings, would have serious consequences for
the Fund’s liquidity ratio. Given the likelihood of a very strong demand
for Fund resources during the coming period, there could be a sharp decline
in the level of Fund liquidity, as described by the staff. To be prudent,
the Fund must preserve a liquidity ratio that would, at a minimum, be in
line with the historical average of 70 percent. The need to meet that
objective should receive at least the same priority as the need to
strengthen the Fund’s arrears policy. In the present situation, charac-
terized by grave concerns about the sustain- ability of the current debt
strategy, doubts about the liquidity and immediate usability of members’
claims on the Fund could arise in the international financial community.

Given those considerations, his chair could not revise its previous
position in support of a substantial quota increase, of about 67 percent,
Mr. Prader remarked. Like Mr. Jalan, he strongly considered that the period
for the current quota review should end in 1993, and he agreed with the
Managing Director that any extension of that period would call for a larger
quota increase.

The proposal put forward by Mr. Cassell led to a biased conclusion
because it failed to consider one very serious factor, Mr. Prader commented.
While the United Kingdom was concerned about maintaining the quota share of
developing countries, it failed to consider the quota positions of small
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industrial countries. With respect to Mr. Cassell’s suggestion that the
industrial countries should bear the financing burden of Japan’'s ad hoc
increase, he wondered whether the small industrial countries were to be
included in that burden sharing. The merits of the U.K. offer to pay for
roughly half of the ad hoc increase for Japan could have been acknowledged
more readily if it had started from the essential point that realignments of
quotas among the G-5 countries should be accommodated by only the group of
countries that would actually benefit most from that realignment, namely,
the G-5 countries. He did not consider that the representation of all the
other industrial countries, whose influence in the decision-making process
of the Fund had recently been substantially reduced, owing to the emergence
of even smaller informal country groupings outside the Fund, should be
further weakened by reductions in quotas that were made to accommodate the
internal concerns and primary interests of the G-5 countries. Therefore,
he could not agree with Mr. Cassell’s proposal on the burden sharing for
Japan's ad hoc quota increase.

Mr. Clark noted that the flexibility expressed by many Directors
indicated that encouraging progress was being made toward a consensus, in
particular on the overall size of the quota increase. Although differences
of view remained among Directors, the discussions had progressed to a stage
that called for Directors to consider whether they could be even more flex-
ible in order to agree over the coming weeks to a resolution that probably
would not be seen as ideal by any constituency, but, nevertheless, could be
accepted. At the present juncture, the Committee should consider all of the
issues related to the Ninth Review, including the size of the overall
increase, the method of distribution, the question of access, and the prob-
lem of arrears in order to arrive at a total package that could be recom-
mended to the Board of Governors. He strongly considered that it was in the
interest of the Fund to reach a compromise soon, because any further delay
in concluding the Ninth Review could only be damaging to the Fund’'s credi-
bility. With events in Europe unfolding so rapidly, and debtor countries
still in difficulties, it was essential for the Fund to provide reassurance
of its ability to continue its leadership in the international system.

In light of the urgent need to reach a consensus on the Ninth Review,
his chair was willing to accept an increase in quotas on the order of
50 percent, although its preference was for a somewhat larger increase,
Mr. Clark said. With respect to the method of distribution, he continued to
consider that quotas should broadly reflect the relative economic positions
of countries and, therefore, that there should be an appropriate selective
element in any increase. However, in the spirit of compromise, he was
prepared to be flexible with respect to the distribution of the increase.

Like other Directors, he considered that final positions on the ques-
tions concerning future access to Fund resources and overdue financial
obligations to the Fund had to be taken in the context of agreements
concerning other related issues, Mr. Clark commented. Nevertheless, at
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the present stage, he agreed with other Directors that there should be
no reduction in overall absolute access. The implications of the quota
resolution for individual member countries should be assessed when the
Committee was closer to a consensus on the overall size of the quota
increase and the formula to be used in distributing it.

In the spirit of compromise and with a view to arriving at an early
consensus, Mr. Clark said that he hoped that Directors could be flexible
e 4-1n ...........................

Wil
been put forward by Mr. Dawson, Mr. Kafka, and Mr. Grosche.

Mr. Ismael said that, like other speakers, he supported the U.K. pro-
posal, under which it would bear half of the financing burden for an ad hoc
quota increase for Japan to bring it to second position in the Fund, with
the remainder to be borne by the other industrial countries in proportion
to their quota shares to ensure that no developing country would experience
a lower quota or quota share as a result of that increase.

As he had indicated on previous occasions, his authorities agreed with
the Managing Director that quotas needed to be increased to the extent that
would be sufficient to preserve on average the current amount of absolute
access, which was what would be required for the Fund effectively to carry
out its responsibilities as the central institution in the international
monetary system, and at the same time, to reduce the Fund’s reliance on
borrowing, Mr. Ismael stated. His chair continued to consider that a
doubling of present quotas would be the best means to achieve those objec-
tives. However, as he had indicated during Committee of the Whole on Review
of Quotas Meeting 89/14 (12/8/89), in order to reach a timely consensus, his
chair was willing to go along with a quota increase of at least two thirds.
An increase of 50 percent would clearly be unsatisfactory. Furthermore, to
maintain a broad balance between different groups of countries, the increase
in quotas should be distributed based on an equiproportional element,
amounting to 70 percent of the overall increase, combined with a selective
element of 30 percent to be distributed according to Method A. Moreover, if
necessary, he would be willing to accept a small use of Method B, but not to
exceed 5 percent of the overall increase, as a means to achieve some addi-
tional adjustment in the shares of the 39 members with calculated quota
shares in excess of their current quota shares.

He could not agree to either the proposal to postpone the conclusion of
the Tenth Quota Review to March 1995 or the proposal to link quota increases
with the problem of overdue financial obligations to the Fund, Mr. Ismael
commented. The conclusion of the Tenth Quota Review should be scheduled
according to the Articles, namely, for end-March 1993, in order to avoid the
necessity for a large quota increase, which was one of the major difficul-
ties involved in the current review. The Fund had recently adopted a set
of policies that enabled it to effectively deal with the problem of overdue
financial obligations to the Fund. As those policies had just been
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introduced, it would be premature to change them at the present juncture;
instead, it was most important--and more appropriate--to implement the
present policies in a faithful and determined manner.

Mrs. Filardo said that her constituency had not changed its conceptual
approach to the quota review, because size was a function of access and
liquidity. As she had stressed on previous occasions, the position of her
authorities on the maintenance of access and the liquidity ratio was not
negotiable. The current consensus of the industrial countries seemed to
be for an increase in the size of the Fund of about 50 percent, while the
developing countries supported an increase of two thirds. As the Managing
Director’s opening statement made clear, even with a 60 percent increase of
present quotas, the Fund would have to continue to rely on borrowing, if
the minimum absolute effective access of each member was to be maintained.
Therefore, in the spirit of compromise, she would continue to maintain some
flexibility in negotiating the size of the overall increase in quotas, but
the minimum acceptable was 67 percent of present quotas.

The U.K. proposal on the distribution method and burden sharing for
ad hoc increases was welcome, Mrs. Filardo commented, and she supported it.
She agreed with Mr. Cassell that the industrial countries should accommodate
the ad hoc increases for a small number of countries. She hoped that the
U.K. chair would be as willing to work toward a consensus on the size of the
increase as it had been on the distribution method.

The U.S. proposal on the period of the quota review was a function of
the financial position of the Fund, Mrs. Filardo noted. Therefore, any
extension of the period before the conclusion of the Tenth Review must be
combined with a larger increase in quotas; otherwise, the previous practices
of the Fund should be adhered to. Nevertheless, she supported Mr. Kafka's
suggestion to reconsider the overall financial position of the Fund and the
need for a further increase in quotas closer to the time the Tenth Review
was to begin.

She fully agreed with Mr. Jalan that the discussion of overdue finan-
cial obligations to the Fund should not be linked to the negotiation of a
quota increase, Mrs. Filardo stated. The Fund should seek to convince its
members to clear arrears through the cooperative approach, rather than
through punitive measures.

Mr. Hassan said that he hoped the needed consensus on the Ninth Review
could be reached in the Executive Board without having to make recourse to a
special meeting of the Interim Committee.

His chair continued to support a sizable increase in quotas, and the
only way to reduce the Fund’s reliance on borrowing, while maintaining an
acceptable level of liquidity and without curtailing access, was to imple-
ment a large increase in quotas, Mr. Hassan considered. Therefore, his
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authorities supported an overall increase in quotas in the range of 80 per-
cent. They would find it difficult to accept an increase of less than two
thirds, and a 50 percent increase would be grossly inadequate.

His authorities continued to support an apportionment of the overall
increase in quotas that would include an equiproportional element of at
least 70 percent and the use of Method A in distributing the selective
element, Mr. Hassan continued. If there was broad support for a small use
of Method B, he could go along with the consensus, provided that the portion
to be distributed according to Method B did not exceed 5 percent. He sup-
ported Mr. Cassell’s proposal that the United Kingdom would bear the full
cost of the developing countries' share in accommodating an ad hoc increase
for Japan sufficient to take it to second position in the Fund. Indeed, the
approach suggested by Mr. Cassell was welcome, and all major shareholders in
the Fund should be urged to emulate the example set by the United Kingdom in
order to safeguard the share of developing countries from further reductions
that could result from ad hoc increases for the other countries that could
put forward similarly justifiable requests.

His authorities were in favor of maintaining the current effective
absolute access to Fund resources, Mr. Hassan went on. In fact, the most
appropriate course of action would be to increase the current access limits,
given the growing financing needs of members and their increasing recourse
to Fund resources. In that connection, he could not support any erosion of
the present level of absolute effective access.

He was strongly opposed to the suggestion to link the discussion of
overdue financial obligations to the Fund to the quota review, particularly
in the context of amending the Articles of Agreement to impose sanctions on
countries in arrears, Mr. Hassan stated. The arrears problem had to be
examined as a separate problem in the context of regular policy reviews,
taking into consideration the various factors related to arrears, as was
being accomplished in the context of the Fund’s present intensified coopera-
tive approach. He agreed with the comments made by Mr. Jalan on that issue.
In addition, the Fund should follow the existing provisions concerning the
timing of the next quota review.

Mr. Dai commented that Mr. Cassell'’s opening statement demonstrated
the more pragmatic and positive stance taken by the U.K. authorities with
respect to the Ninth Review. 1In particular, its willingness to help facili-
tate Japan's strong demand for an ad hoc increase by ceding its present
position in the Fund to accommodate Japan’s desire for a quota increase
sufficient to raise it to second place was commendable. He hoped the other
major industrial countries would follow suit by sharing the cost resulting
from that shift in the present ranking. He especially appreciated the
emphasis Mr. Cassell had placed on safeguarding the position of the develop-
ing countries. He hoped that Mr. Cassell’s proposal would help to narrow
the differences among Directors with respect to the Ninth Review. In that
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connection, the indication that the United Kingdom was prepared to move from
its earlier position on the size of the Fund in order to facilitate the
achievement of a consensus on that issue was noteworthy.

During the Committee of the Whole on Review of the Quotas Meeting
89/14, he had stated that his authorities were willing to negotiate an early
consensus on the Ninth Review, Mr. Dai recalled. Accordingly, if the broad
consensus needed to support a doubling of present quotas could not be
achieved, he could go along with an increase in the size of the Fund to the
range of SDR 150 billion to SDR 165 billion, which would be the minimum
necessary to maintain a strong Fund. With respect to the distribution of
the increase, the apportionment of the overall increase should include an
equiproportional element of the order of at least 70 percent, with the
selective increase distributed according to Method A. In any event, the
decline in the combined share of the developing countries should be limited
to less than 1 percentage point. As he had stressed on many previous occa-
sions, any decline in the share of developing countries should be avoided
in the current review, since their share had declined significantly in the
context of the Eighth Review. In addition to the ad hoc increase for Japan,
he could support ad hoc increases for individual developing countries whose
current quotas were seriously out of line with their actual economic situa-
tions, owing to special circumstances.

He disagreed with the proposal that overdue financial obligations to
the Fund should be linked to the current quota review, Mr. Dai stated. 1In
addition, he disagreed with the suggestion to change the five-year interval
between quota reviews provided for in the Articles. Therefore, he consid-
ered that the Tenth Quota Review should take place in 1993.

Mr. Hogeweg made the following statement:

I have little to add to the previous statement made by this
chair. We have not taken an extreme position, which would natu-
rally necessitate amendment in order to move in the direction
of consensus. We continue to consider that quotas should be
increased considerably, and as we indicated at Committee of the
Whole on Review of Quotas Meeting 89/14, an increasc of 60 percent
would represent a reasonable compromise. In that connection, it
should be stressed that, for the time being, the Fund should stick
to the provisions in the Articles concerning the timing of the
Tenth Review.

We base our support for a substantial quota increase on the
need to maintain the Fund'’s position in the international monetary
system, rather than on certain projections of the demand for Fund
resources--an approach taken by the Managing Director in his open-
ing statement. We consider the need to maintain the liquidity
position of the Fund essential. 1In the light of that fundamental
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consideration, it is unfortunate that, given a reduced reliance on
borrowing, the access that can be made available to individual
countries will have to depend on the size of the increase agreed.
In that connection, we consider the staff assessment of the long-
term self-financing ratio of 250 percent to be on the high side.

With respect to the Board decision that is to be taken on the
enlarged access policy in 1990 by the close of business today,
given the present uncertainty on the outcome of the Ninth Review--
which would be concluded in the first quarter of 1990--that policy
should be extended for a period of less than one year, so that
access limits can be reviewed at an early date following the out-

We support a uniform method of distribution that would allow the
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adjustment coefficient to approach the level reached in connection with
the Eighth Review, and that would alsoc make it possible to limit teo the
utmost the need for and the size of an ad hoc increase. As I have
indicated on previous occasions, thig chair supports Japan's request
for an ad hoc quota increase that would move it to the second position
in the Fund. Like other Directors, I appreciate the w1'1'|1nanpc.q of the

U.K. authorities to provide about half of the amount needed to finance
that ad hoc increase, thereby contributing to an eventual solution of
the ranking problems among the largest members. In a multilateral
istitution, such as the Fund, all members should be willing to contrib-
ute to the ad hoc increases they support. At the same time, however,
if a particular group of countries takes it upon itself to settle
mutual ranking problems, their decisions should not affect other mem-
bers. Therefore, it would have been more appropriate for Mr. Cassell
to present his offer to pay for a sizable part of Japan's ad hoc
increase, without at the same time linking it to certain relative
contributions of other members, although understandably he has in this
way assured the support of certain chairs. I consider that in prin-
ciple the outcome for country groupings, as mentioned in the Interim
Committee communique, should result from the agreed uniform methods of
distribution.

Although some Directors have linked a strengthening of the
arrears strategy to the current quota review, I consider that the
Fund's approach to solving the arrears problem should be judged
on its own merits, and I do not see a linkage between the arrears
strategy and the quota review.

Although I have some sympathy for Mr. Evans'’s desire to cor-
rect some significant discrepancies in the quota shares of the
countries with very small quotas, I do not agree with the argumen-
tation put forward in his proposal. 1In particular, I differ with
his argument that some of those countries are reluctant to seek
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Fund adjustment assistance because Fund conditionality is not
warranted by their meager access to its resources. 11 consider
that the Fund’'s conditionality is very much in the interest of all
its members, including those countries.

Mr. Evans said that as the Chairman had not asked him to comment on the
statement he had distributed to Executive Directors on December 11, 1989 on
members with very small quotas, he assumed that that topic would be taken up
in some detail at a later date. Therefore, he would not respond fully to
Mr. Hogeweg's comments at the present stage. Nevertheless, he fully agreed
that Fund conditionality was in the interest of all members; indeed, he had
intended to indicate that it was essential to the use of Fund resources.

With respect to the outstanding issues related to the Ninth Review,
he agreed with the comments that had been put forward by Mr. Prader on the
size of the Fund, Mr. Evans continued. In that connection, the comments

..... - 1. . A e

Mr. Dawson had nade with respect to the importance of the Fund’'s role in
the strengthened debt strategy and the recent events in Eastern Europe in

partlcular in Poland and nuus:u._y, merited fur Lth_LuudeeraLLuu LIIUCCU,
during the discussions on the strengthened debt strategy, many Directors had
expressed some reluctance to agree to the PUJ.J.C], primarl i1y O'w'lng to urnicer-

tainties about the Fund's long-term financial position. Those uncertainties
were still a cause for concern, and in the coming weeks the Board would take
up extremely important questions about the financial programs of Poland and
Hungary--again, in advance of the quota resolution, which would have to be
approved by the Board of Governors. While he recognized the importance of
the matters Mr. Dawson had highlighted, the consideration of such matters
had led him to the conclusion that the Fund could not accept a quota
increase as small as that proposed by the U.S. chair. On the contrary, the
consideration of such issues had confirmed the initial inclination of his
authorities that an increase of the order of 67 percent should be agreed
under the Ninth Review.

The proposal put forward by the United Kingdom on the distribution of
the quota increase and in particular the burden sharing for ad hoc quota
increases was commendable, Mr. Evans went on. During Committee of the Whole
on Review of Quotas Meeting 89/14, Mr. Jalan had also presented a viable
compromise proposal on distribution issues, which went a long way toward
meeting the concerns of all members, and his support for the recent U.K.
proposal was noted. Therefore, it seemed that significant progress could
be made toward reaching a consensus on the Ninth Review if Mr. Cassell’s
opening statement was used as a starting point for the Committee’s further
deliberations. He fully supported all of the principles put forward in that
statement, and, like other Directors, he welcomed the generosity demon-
strated by the United Kingdom, which was in keeping with its long-standing
role in second position in the Fund. In particular, the U.K. proposal
addressed the question of providing for ad hoc quota increases, which was
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one of the major concerns of his constituency. While the principle that

ad hoc increases approved by the membership should be financed by the mem-
bership as a whole was undeniable, the effect of the departure made from
that principle by the U.K. proposal would be borne only by the United
Kingdom. As he had indicated on several previous occasions, the case put
forward by Korea for an ad hoc quota increase was at least as strong as that
made by Japan. In that connection, he fully supported Japan’'s request for
an ad hoc quota increase.

He agreed with other Directors that there was no natural link between
the problem of overdue financial obligations to the Fund and the Ninth
Review of Quotas, Mr. Evans concluded. Nevertheless, as that linkage had
already been made, there was an urgent need to take up the questions related
to the arrears problem in order to reach a satisfactory conclusion to the
Ninth Review before the established deadline. Accordingly, his authorities
were prepared to consider any proposals the United States might wish to put
forward at the earliest possible date. Indeed, the sooner such a proposal
could be presented, the sooner a conclusion to the Ninth Review could be
reached.

Mr. Finaish stated that he was willing to consider an increase in the
size of the Fund of about two thirds. His constituency continued to support
an apportionment of the overall increase that would emphasize the selective
component. Therefore, he would prefer to distribute the overall increase
along the lines followed in the Eighth Review. However, in the spirit of
consensus, his constituency might be willing to accept an apportionment of
the overall increase that would comprise an equiproportional element of
60 percent and a selective element of 40 percent, part of which--5 per-
cent--would be distributed according to Method B. However, it should be
noted that he would have considerable difficulty with a distribution
technique that provided for an equiproportional component of more than
60 percent.

While he could in principle support the requests for ad hoc quota
increases, his chair continued to consider that such increases should not
detract from the need either to effect a general sizable quota increase or
to use a method of distribution that would minimize the disparities between
calculated and actual quota shares in general, Mr. Finaish continued. 1In
the light of that consideration, any distribution scheme that combined an
ad hoc component with a very large equiproportional component, including the
schemes proposed by Mr. Jalan and Mr. Ghasimi, would be unacceptable.

As he had stressed on previous occasions, there were a large number
of countries with quota shares that were out of line compared with their
calculated quota shares that had not requested ad hoc increases, Mr. Finaish
went on. Therefore, he was opposed to schemes that would grant ad hoc
increases at the expense of a broader correction of disparities, such as,
for example, the scheme presented in the supplement to EB/CQuota/89/11. 1In
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that connection, it should be noted that 6 of the 10 members with the
largest discrepancies between actual and calculated quotas were in his
constituency. Moreover, seven members of his constituency had larger
discrepancies than those of Japan and the Islamic Republic of Iran. He had
already expressed his views on Japan’s request, and some of his authorities
could support an ad hoc increase for the Islamic Republic of Iran. He
supported the U.K. proposal on the distribution of the burden for Japan’'s
ad hoc increase.

He supported the proposal and the reasoning put forward by Mr. Evans on
the position of members with very small quotas, Mr. Finaish stated. Like
other Directors, he was opposed to any reduction in nominal absolute access
for any Fund member, and he doubted the usefulness of linking the question
of overdue financial obligations to the Fund to the Ninth Review. However,
he would, of course, be prepared to consider proposals to strengthen the
arrears strategy in the context of a full review of the intensified coopera-
tive approach. While he was not in favor of extending the period for the
Tenth Review, he would be willing to consider such an extension if the size
of increase agreed was at least two thirds.

Mr. Fogelholm commented that although the current discussion had been
fruitful, it was doubtful whether further progress had been made toward
reaching a consensus, particularly in light of the additional issues
introduced by the U.S. chair, which seemed to widen the differences among
Directors.

While there seemed to be some agreement among Directors that the reso-
lution on the Ninth Review would involve a "package" agreement on various
issues related to the Ninth Review, it was not clear which issues would be
included in such an agreement, Mr., Fogelholm noted. He certainly hoped that
if a "package" decision was to be reached, the elements involved would be
clearly defined. Moreover, a decision on the period of the Tenth Review
certainly should not be included in such a package. He agreed with other
Directors that, for the time being, the Fund should follow the provisions
of the Articles concerning the timing of quota reviews, and that, if for
some reason the Fund’s liquidity ratio or its financial position in general
was very good at the time the Tenth Review was to begin, the conclusion of
that review could be postponed.

With respect to the central and clearly interrelated issues concerning
the size of the increase in quotas, the maintenance of access and liquidity,
and the reduction of Fund borrowing, the fundamental objective should be to
maintain a strong Fund that would have a high liquidity ratio throughout
the review period, perhaps including the period just prior to the next
guota increase, Mr. Fogelholm considered. Emphasis should also be placed
on the need to maintain access in absolute terms, and at the same time to
avoid a resumption of Fund borrowing. The position of his chair was that
the size of the Fund was needed as a residual to those primary objectives.
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Therefore, glven the illustrative calculations prepared by the staff, the
achievement of those objectives would call for an increase in the size of
the Fund of visibly more than 50 percent. In that connection, he agreed
with Mr. Kafka that "visibly" should be defined as about 15 percent to

17 percent above 50 percent.

‘He needed to confer with his authorities before he could take a final
position on the proposal put forward by Mr, Cassell on the method of dis-
tributing quota increases, Mr. Fogelholm concluded. However, he assumed
the views of his authorities would be similar to those of Mr. Prader. The
position of his authorities with respect to other issues related to the
Ninth Review was unchanged.

Mr. Cassell said that, in response to the questions Mr. Prader had
raised, the U.K. proposal on the distribution of quota increases had not
taken the position of the smaller industrial countries into specific consid-
eration. That proposal was intended to address the concerns of the develop-
ing countries, and in particular to prevent any undue decline in thelr quota
share that might result from financing an ad hoc increase for Japan. He had
assumed that the rest of the membership, which had supported an ad hoc
increase for Japan, was naturally willing to participate in sharing the
burden for it. It would be a serious cause for concern if members were
willing to support Japan’s ad hoc increase only on the condition that they
would not have to pay their share toward financing it.

In the light of the comments Directors had made during the current
discussion, he supported an increase in the size of the Fund that was vis-
ibly below 50 percent to the extent that some Directors had favored one that
was visibly above that figure, Mr. Cassell stated. 1In that connection, it
should be noted that his authorities’ agreement to a substantial increase in
the size of the Fund was, of course, contingent on a satisfactory resolution
of the other outstanding issues related to the current quota review. He
agreed with Mr. Grosche that, at the present juncture, it would be premature
to make a judgment on the timing of the next quota review.

With respect to the "package" of agreements Directors had referred to
during the current discussion, his authorities considered that the size of
the increase in quotas was very closely linked to the future level of access
to Fund resources, Mr. Cassell commented. 1In that connection, they could
not support any proposal to increase the overall level of absolute access.
In addition, he agreed with Mr. Dawson that an effective policy on overdue
financial obligations to the Fund should be part of the resolution on the
Ninth Review and that there was a need to limit the prolonged use of Fund
resources. He looked forward to the presentation of the specific proposals
of the U.S. chair on the arrears problem.
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Although the proposals outlined in the statement that had been distrib-
uted by Mr. Evans would be examined in detail at a future date, his authori-
ties did not have any difficulty in supporting them, Mr. Cassell concluded.

Following a further brief discussion, the members of the Committee

concluded for the time being their consideration of the main outstanding
issues in connection with the Ninth General Review of Quotas.

APPROVED: August 31, 1990
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APPENDIX

Table 1. Illustrative Sizes of Fund, Cumulative Access Limits,
and Borrowing 1/

Alternative sizes of Fund

SDR 121:.5 SDR 126 SPR 130.5 SDR 135 SDR 150

billion billion billion billion billion
(35 percent (40 percent (45 percent (50 percent (67 percent
increase) increase) increase) increase) increase)
(1) (2) (3 (4) (5)

(In percent of new quota)

1. Cumulative access limit
that preserves absolute
access on average 326 314 303 293 263

2. Cumulative access limit
that preserves absolute
access for the member
with smallest quota
increase 2/ 360 350 1342 333 309

(In billions of SDRs)

3. Fund borrowing needed
to maintain liquidity
ratio at end-1994 at : _
70 percent 24 21 18 15 "5

4. Fund borrowing needed to
maintain liquidity
ratio at end-1994 at :
65 percent 21 18 15 12

3]

(In percent)
5. Memo: Liquidity ratio at

end-19%4 without Fund
borrowing 35 40 44 48 €2

Liquidity ratio at
end-1994 with Fund
borrowing of SDR 7 .
billion 45 50 54 58

~
Mo

1/ Based on Fund liquidity exercise and projected increase in outstanding Fund credit
of SDR 27 billion in 1990-94.

2/ Based on Method A (60/40). This cumulative limit reflects the increase (from

line 1) needed to compensate for the fall in quota share of the member (Equatorial
Guinea) with the smallest quota increase.



Table 2:

(In SDR billions, except as indicated)

Evolution of Fund Liquidity (1978-90)

rrere

1980.

The budget quarter following the inclusion of the U.S. dollar in the operational budget.
The Seventh Review of Quotas came into effect on November 28,
The Eighth Review of Quotas came into effect on December 11, 1983.

Memo:
Oct.31
1978 1/ 1979 1980 2/ 1980 3/ 1981 1982 1983 4/ 1984 1985 1986 1987 1988 1989 1990
(est) (proj)
. Selected balance sheet data
(end of period)
a. Usable ordinary resources
(adjusted and uncommitted) 5.3 4.0 9.5 12.8 15.8 11l.2 28. 30. 28. 28.7 30.5 30.7 26.6 16.6
b. Total liabilities 14.9 11.8 12.6 16.8 21.5 25.9 40. 42, 41. 38.3 32.9 28.3 26.3 29.7
Of which:
Outstanding borrowing 6.4 3.9 4.0 4.2 6.4 8.2 13.0 1la4. 14. 13.5 10.3 6.7 3.7 4.7
¢. Liquidity ratio
(in percent) 35.6 33.9 75.4 76.2 73.5 43.2 71. 71. 68. 74.9 92.7 108.5 101.1 55.9
d. Ratio of quotas of
creditor members to
total quotas (in percent) 59.4 57.7 67.5 62.5 54.3 50.2 62. 71. 68. 65.8 67.9 69.1 67.7
. Selected flows of resources
(calendar year basis)
a. New commitments (gross) 1.9 2.2 7.0- 15.2 6.5 11. 4, 3. 3.7 2.6 2.9 9.6 9.6
b. Net use of Fund credit (GRA) -2.8 -2.3 0.5 4.9 5.8 10. 5. 0. -1.9 -4.6 -4.0 -2.4 3.4
The Sixth Review of Quotas came into effect on April 1, 1978.
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