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1. THE FUND AND ENVIRONMENTAL ISSUES

The Executive Directors considered a staff paper on the Fund and
environmental issues (SM/90/219, 11/16/90).

Mr. Scheid, speaking for Mr. Goos, made the following statement:

On the issues for discussion, I can broadly endorse the
approach for Fund involvement proposed in Section V of SM/90/219.
The protection of the environment is indeed too important an issue
to be ignored by the Fund, all the more so because of the existing
linkages between environmental concerns and macroeconomic and
structural policies. Yet, for the reasons mentioned by the staff,
in particular the monetary character of the Fund and its main
responsibility to promote viable balance of payments positions,
we feel that there is only a very limited role the Fund could
usefully play in this area. In any case, the explicit recogni-
tion by the Fund of environmental concerns must not compromise
the soundness of its macroeconomic and structural policy advice.
Accordingly, solutions to environmental issues should be found
within the framework dictated by domestic and external fimancial
stability concerns and they must not be allowed to delay the res-
toration of external payments viability. Given these constraints,
the appropriate realm for dealing with environmental problems,
therefore, lies quite obviously in the microeconomic policy area--
an area where the Fund has little responsibilities and expertise.

We strongly feel that the Fund should not develop its own
environmental capacity nor should the Fund staff play an active
role in the assessment or evaluation of the possible implications
of specific policy measures for the environment. Since the Fund
would get involved only in environmental issues based on convinc-
ing and obvious evidence, as rightly proposed in the staff paper,
the relevant information should normally be readily available
from other multilateral organizations. This information as well
as related assessments and evaluations should be integrated as a
given into the Fund’'s macroeconomic policy advice, provided, of
course, this would not interfere with the principles of Fund
conditionality, including the extent and duration of the Fund’s
financial assistance.

Such an approach would not entail obvious implications for
the Fund's resources. It could be pursued in the framework of
the already existing working relationships with the staffs of
other multilateral institutions, notably the World Bank; and if
necessary, it should be possible to strengthen those relationships
in the area of environmental concerns.
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While, in its operational work, the Fund should be sensitive
to environmental issues, the development of an independent Fund
capacity for environmental analysis and advice would be inappro-
priate. It could also give rise to an expansion of the Fund's
operational work into other areas alien to its primary responsi-
bilities. Incidentally, this would become clear if all the refer-
ences to the environment in the staff paper were replaced with
references to, say, health or education. Those areas are no less
relevant to macroeconomic concerns or to growth than the environ-
ment. Accordingly, the reasoning in the staff paper could also be
used to justify the integration of health and educational concerns
into the Fund’s operations and to increase the level of staffing
for such purposes.

Two other issues should be addressed. First, the repeated
formulations in the staff paper suggesting that, in the context
of the Fund, promotion of growth would command the same, if not
a higher priority than external payments viability are a cause
for concern. Similarly, the presentation contained in paragraph 1
on page 20 of SM/90/219 on the promotion of sustained growth as
one of the Fund’s primary responsibilities is difficult to recon-
cile with the purposes of the Fund stipulated in Article I (i) and
(ii) of the Articles of Agreement, where the promotion of growth
is mentioned only as a secondary or derivative objective to be
achieved as a result of the promotion of monetary cooperation
and international trade.

Second, our confidence that the Fund in dealing with envi-
ronmental concerns could rely on the cooperation with other orga-
nizations was substantially shaken by the statement, contained in
the last paragraph on page 4 of the staff paper, that "...exchange
rate policy is the most appropriate instrument for achieving
macroeconomic and external objectives..." This statement is
of course not in keeping with the conclusions of the recent
Board Seminar on the analytical aspects of exchange rate policy
(EBS/90/7 and EBS/90/8, 11/21/90), betraying a considerable lack
of cooperation within this institution. Nevertheless, I remain
hopeful that with appropriate efforts by all the parties involved,
such weaknesses in cooperation could be overcome both within this
institution and, if needed, in relation to other organizations.

Ms. Hansen made the following statement:

As members of the Board are aware, there is a great interest
in my country in the quality of the environment and, as the staff
paper notes, this high level of public concern is reflected in
recent U.S. legislation of concern to the Fund.
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The staff paper currently under consideration eventually
arrives at some constructive suggestions, but not without first
erecting more obstacles to Fund involvement in this area than
actually exist.

Determining the appropriate role for the Fund in environmen-
tal matters involves three central issues. First, Fund policy
advice has an impact on the environment. Second, in the light
of that, the Fund should be concerned about the consequences
of its advice. Third, it would be feasible for the Fund to take
environmental concerns into account in formulating its advice
to members.

While Fund policy advice does not have an appreciable impact
on the environment in every case, as the staff paper notes, there
are a number of examples where Fund policy prescriptions could
affect the environment adversely, such as expenditure cuts that
affect environment protection services or exchange rate changes
that may accelerate to an undesirable degree the depletion of
natural resources, to name but two examples.

The corollary, of course, is that Fund advice could also
have a positive effect on the quality of the enviromment, if it
led, for example, to greater attention being paid to the mix of
public expenditure cuts and to the kinds of taxes that are used
to generate new revenues. Although not environmentally motivated,
the Fund’s encouragement to many members to passthrough higher
world oil prices to domestic consumers is an example of the pos-
itive effect Fund advice can have on the environment.

As to whether it is appropriate for the Fund to be concerned
about these-issues, one of the great strengths of the Fund'’s
Articles is that they are sufficiently broad to encompass the
evolving needs of member states. Clearly, the Fund’s founders did
not anticipate the need to take environmental issues into account,
but then they did not envision how important these issues would
become for medium- and long-term economic stability.

On numerous occasions, the Board has discussed the critical
importance of countries’ progress toward medium-term viability
in assessing the appropriateness of Fund support for members’
adjustment programs. However, it is difficult to envision how
a country could be making such progress if, for example, its
policies lead to the steady de-certification of the countryside
and increased import dependence, or, if the exploitation of its
mineral resources is carried out with such disregard for the
environment that the ensuing domestic upheaval causes a sudden
reduction in exports, a curtailment of foreign capital inflows,
and a deterioration in the balance of payments.
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The Fund’'s mandate chiefly concerns short-term balance of
payments stability, while the World Bank and other development
banks are often looked to for a longer-term perspective. How-
ever, it would be absurd if, in some cases, the Fund’s inabil-
ity to look beyond the short term meant that members' prospects
for medium-term viability were compromised, or if the Fund unwit-
tingly undermined in the short term what sister institutions were
seeking to achieve over the medium term. The point is that the
Fund needs to be aware of the consequences of its activities and
to contribute, insofar as it is able, to the solution of environ-
mental problems, or at a minimum, avoid aggravating them.

As to the feasibility of Fund involvement in environmental
issues, we agree with the proposition that the Fund is not the
best-placed institution to undertake in-depth, ground-breaking
analyses of members’ environmental problems and the optimal solu-
tions to them. However, the Fund has better tools for addressing
environmental issues and faces fewer obstacles to using them
effectively than is commonly recognized.

First, the staff paper describes the market failures that
lead to environmental problems and the usefulness of fiscal mea-
sures in correcting these failures. The Fund has a strong man-
date in fiscal policy, and is deeply involved in getting members
to cut expenditure and raise revenues. If the will were there
to consider the environmental impact of its advice to member
governments, the Fund could contribute to the solution of these
environmental problems by paying more attention to the mix of
expenditure cuts and the types of taxes that are employed to reach
its deficit-reduction targets.

Second, the Fund could strengthen its collaboration with
the World Bank on issues of expenditure mix and the incentive
effects of various forms of taxation. The policy framework
paper (PFP) process provides one formal vehicle for Bank/Fund
collaboration on these issues for countries eligible to use the
structural adjustment facility (SAF) and the enhanced structural
adjustment facility (ESAF). However, the effectiveness of the
roles of the World Bank and the Fund in fiscal policy in general,
and the environmental impact of Fund policy in particular, could
be enhanced through a more systematic exchange of views, or a
meeting of minds, on the incentives and disincentives established
through fiscal policy.

Third, the staff paper points to a number of perceived
obstacles to greater Fund involvement in environmental issues,
including the lack of perfect information where environmental
issues are concerned, the impossibility of generalizing about
policy responses that meet both macroeconomic stabilization and
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environmental needs, and the likelihood that irreconcilable con-
flicts would arise, and the need to proceed on a case-by-case
basis. While these are clearly complicating factors, they are
not problems that the Fund is unaccustomed to dealing with on

a regular basis.

I detected some hesitation on the part of the staff concern-
ing the Fund’s inability to judge the optimal level of taxation
needed to discourage an environmentally undesirable activity.
While the Fund probably would not claim perfect knowledge about
the correct amount of currency devaluation, in most cases, it does
not refrain from recommending exchange rate adjustment when common
sense indicates that a currency is grossly overvalued. The same
could be said for when the Fund picks a level for a fixed exchange
rate. In most cases, the Fund does not need to be particularly
shy about taking sides in policy conflicts or being unable to
customize its advice to fit the circumstances of individual
members. For better or worse, all of these complications have
been part of the Fund’s normal activities for some time.

Questions have also been raised concerning the extent to
which the Fund should involve itself in microeconomic issues.
It is difficult to say with any precision at which point tax
policy ceases to be a macroeconomic policy tool, and becomes a
microeconomic policy tool. While it could be argued that energy
tax policy is a microeconomic concern, the Fund has ventured into
these waters by requiring countries to provide a letter outlining
their energy policy intentions in order to qualify for Fund assis-
tance under the modified compensatory and contingency financing
facility (CCFF).

The staff paper also questions the possibility of integrat-
ing environmental considerations into Fund conditionality. The
possibility should not be ruled out in cases where environmental
problems are severe and would have an impact on such central Fund
concerns as medium-term viability. Indeed, the Fund's energy pol-
icy requirements in connection with the CCFF, although not inten-
tionally environmentally motivated, come very close to integrating
environment-related considerations into Fund conditionality.

The importance and the feasibility of taking into account
the environmental impact of the Fund's policy advice had led my
authorities to the conclusion that the Fund should establish a
small environmental unit. Its purpose would be to assist desk
economists in carrying out the tasks identified in paragraphs 2(a)
and 2(b) of the issues for discussion contained in SM/90/219 and
to ensure that these new tasks would be carried out in a system-
atic, consistent way throughout the Fund. As the Fund should
not operate in a vacuum, this unit should make an effort to keep
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abreast of the activities of other institutions involved in
this domain and ensure that Fund activities do not conflict
with theirs.

The Fund could also play a constructive, albeit limited, role
in transnational and global environmental issues. The staff paper
has mentioned a Fund role in facilitating debt-for-nature swaps
and participating in international conferences, which we would
welcome. However, we believe the Fund should also give the same
regard for the implications of its policy advice for transnational
and global environmental problems as it would for strictly domes-
tic problems.

I support the Fund'’s role in helping to develop national
income accounting statistics that reflect natural resource use,
and we urge the staff to continue this work.

In conclusion, the Fund can play an effective role in
responding to environmental concerns, consistent with its
man date and purposes. We look forward to the establishment
of an environmental unit as a tangible expression of the Fund's
will to incorporate environmental concerns into its activities.

Mr. Ismael made the following statement:

At the outset, let me state that we fully share the concern
for the environment expressed by other Directors. Both develop-
ing and industrial countries are contributing to aggravating the
burden on the enviromment. In developing countries, poverty and
lack of development are major causes of environmental degradation;
where development is not lacking, but is not properly prepared and
implemented, it can equally damage the environment. 1In industrial
countries, the established pattern of production and consumption
consumes most of the world’s metal and fossil fuels and resource
intensive products, contributes most of the pollutants--such as
carbon dioxide, chlorofluorocarbons, methane and other greenhouse
gases--and sources of environmental degradation--such as harmful
liquids and solid waste.

Environmental degradation, besides having a negative
effect on welfare, can have a detrimental effect on production
and growth, if not now, then for the future generation. It is
within the mandate of the Fund to "contribute to the promotion
and maintenance of high levels of employment and real income and
to the development of the productive resources of all members...."
Therefore, it would not be appropriate for the Fund to ignore a
portion of a member’s economy, that has an impact on the sustain-
ability of growth in the long run.
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Nevertheless, taking into consideration the Fund’s man-
date, its resource limitations, and the expertise of other
institutions, its involvement in environmental issues should
be somewhat limited.

The Fund has generally limited its involvement to macro-
economic issues, as is appropriate. However, as the staff
paper points out, Fund-supported policies can have environmen-
tal consequences, perhaps indirectly, depending on the struc-
tural features of the economy in question and the effect of
macroeconomic policies on the composition of macroeconomic
aggregates. This is particularly true in the case of taxes,
subsidies, and environment-related expenditures, but even
exchange rate policy or monetary policy can have environmental
impacts. The Fund should take these effects into account when
considering its policy advice. Nevertheless, the staff has cor-
rectly cautioned that the Fund should not be perceived as intrud-
ing into a country's internal microeconomic policies or as adding
another objective to its agenda. The specific microeconomic
aspect of environmental issues should be left to the World Bank
and other institutions that have greater expertise and a more
direct mandate in the matter. It goes without saying that non-
economic policy measures, such as natural resource management in
general or conservation projects, do not come within the Fund's
purview.

Article IV consultations are the most appropriate vehicle
for Fund involvement. This will ensure an evenhanded treatment
for all members. Moreover, some environmental problems may extend
to several countries, so that treatment in the context of Fund
surveillance would be appropriate. Within the context of Fund-
supported programs, the environmental impact of macroeconomic
policy measures should not be ignored, and the staff should be
free to give their views, or bring it to the attention of members.
Trade-offs should be discussed. We strongly believe, however,
that envirommentally related policies should not be introduced
as a conditionality. Fund programs should, as usual, concentrate
on the short and medium terms.

In this connection, we can go along with the approach sug-
gested by the staff and summarized in paragraph 2(a) of Section VI
of the staff paper. We might even reluctantly go along with para-
graph 2(b). We would not, at the present stage, favor a more act-
ive approach, or one that would require elaborate revisions of the
national accounting framework. The present framework should be
sufficient to enable the staff to gauge the direction of environ-
mental effects. Once additional data becomes available from the
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work of the United Nations and/or the World Bank to enable mea-
surement of the size of the environmental effects, the Fund could
review its methodology.

We have reservations concerning the suggestion for inter-
national coordination of environmental policies. On balance,
we would prefer that the Fund not become involved in this aspect
for the time being. First, the question of national sovereignty
is of concern. Second, it may be difficult to remain evenhanded.

Finally, we agree that it would be useful for Fund staff to
maintain contacts with the World Bank and other organizations that
have a comparative advantage in this area, without a need to set
up a special unit for this purpose as proposed by Ms. Hansen. A
functional approach rather than an institutional approach should
be pursued and this should minimize the need to increase staffing
requirements. '

Mr. Wright made the following statement:

In the long run, there may be no real trade-off between eco-
nomic and enviromnmental objectives. Growth and external viability
are unlikely to prove sustainable where they entail serious envi-
ronmental degradation and this should be taken into account in
formulating economic policy.

This does not mean, however, that environmental preoccupa-
tions should deflect governments from the pursuit of sound con-
ventional economic policies. It is likely to prove more feasible
to address environmental issues constructively in an economy that
is already enjoying reasonable growth than in one that is stifled
by overregulation. There is no need for conflict between broad
adherence to free-market principles and concern for the environ-
ment. The price mechanism provides powerful signals to policy-
makers as well as a means for addressing externalities. Indeed,
some of the worst cases of environmental decay are being uncovered
in Eastern Europe, where market mechanisms have failed on a mas-
sive scale.

Over the shorter term--the period in which the Fund normally
operates--there may be genuine dilemmas between economic and envi-
ronmental objectives, as the staff paper illustrates. The nature
of the dilemma may also differ as to whether a country’s policies
are being examined in the context of an Article IV consultation or
an adjustment program. In the latter case, there is a necessary
concern with the country’s capacity to repay the Fund within five
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years or so, and it is possible to imagine circumstances in which
the policies consistent with this objective may not be optimal
over a longer-term horizon.

When formulating policies to be adopted under Fund-monitored
programs, the staff clearly needs to be mindful of any adverse
environmental consequences of such policies. However, I do not
think that the staff could or should go any further than this.

As the staff paper makes clear, the links between macroeconomic
policies and their consequences for the environment are far from
being self-evident. It is often impossible to make definitive
judgments about environmental issues without recourse to a body of
expertise in diverse disciplines, which the Fund currently lacks,
and to data, to which it does not have ready access. There is no
case for the Fund’s seeking to develop expertise in this field,
either by taking on more resources or diverting existing ones.

In addition, there is no case for altering the Fund’s role in the
way that would be necessary if it were to consider environmental
matters on a more systematic basis. In short, the Fund does not
have a leading role to pay in envirommental issues. Where there
is convincing and obvious evidence that such issues need to be
addressed in the context of the Fund’s advice, reference should
be made to other institutions, notably the World Bank, which has
some comparative advantage in this area.

With respect to the proposals contained in the staff paper,
I have no difficulty with those outlined in paragraph 2(a) of
Section VI. I would mention in particular energy pricing as an
area in which taxes and subsidies clearly have important environ-
mental implications. As to paragraph 2(b), I would prefer an
alternative formulation that would state:

"The Fund, in formulating its macroeconomic and struc-
tural advice in support of its traditional objectives,
will be mindful of the environmental implications of
these objectives. 1If convincing and obvious evidence
were presented of major adverse environmental implica-
tions of the Fund’'s advice, this would be taken into
account on a selective basis and reference would be
made, if necessary, to institutions with greater com-
petence in this area. The Fund'’'s macroeconomic and
structural objectives would not be compromised as a
result of this process, however."

Mr. Binay made the following statement:

Although the staff paper discusses objectively the Fund's
involvement with environmental issues, it fails to allude to
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the effects of relative pricing mechanisms in the international
markets. To broaden the scope of issues for discussion, let me
review the staff’s arguments concerning the major causes of
environmental degradation.

As a first cause of environmental degradation, the staff
paper identifies market failures. However, it fails to follow
up by identifying which--or whose--markets are failing in their
function of balancing the marginal social costs and marginal pri-
vate costs of environmentally hazardous activities. The scope
of the staff's examination is limited to the domestic markets of
developing countries, but in the light of the current status of
global trade, hampered as it is by heavy tariffs, nontariff bar-
riers, and subsidies, I wonder whether an assessment limited in
this way could be very realistic. When a country seeking to
achieve a viable balance of payments situation finds that its
access to export markets is limited by quotas and other forms
of trade barriers for environmmentally neutral or environmentally
less hazardous products but wide open for other products, who is
deciding its export product mix and production technologies? 1In
addition, along the lines of the staff's analysis, which market
is effectively assessing the marginal social costs?

As a second cause of environmental degradation, the staff
paper correctly demonstrates that there is a link between gov-
ernment policy and the market's failure in the form of the sub-
sidization of certain activities, but does not elaborate on the
global impact of the negative externalities flowing from these
subsidies. For example, when a market maker, or a group of coun-
tries with a substantial share in the market, subsidize a given
commodity or group of commodities, and smaller, less powerful
participants in the market are enjoined to avoid using subsidies
to promote their production, but, instead to passively observe
the prices induced by the market makers, what is the impact of
the distortion on the smaller participants? Do they have the
resources, manpower, exporting opportunity, and technological
ability to withdraw from that sector and switch to others? If
they cannot make such changes, and must continue to face incomes
artificially lowered by the subsidized prices of others and the
pressures of an unemployed or underemployed population, how could
they be expected to take enough time away from these worrisome
problems to raise their consciousness about the environment?

As to the link between environmental degradation and pov-
erty, the first question that arises is whether poverty is sim-
ply a matter of natural resources, or is the social structure an
important factor? Although the briefest consideration of history
should suffice to demonstrate the importance of social structure,
and although the alleviation of poverty is a primary medium-term
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objective of many economic programs, it seems that reducing incom-
patibilities between an existing social structure and the goal of
poverty alleviation has seldom, if ever, been considered. It is
customary, instead, to accept the status quo as a given, and to
let the goal of poverty reduction depend on "trickle down" and
other mechanisms that leave existing social structures unmodified.
In our recommendations to many countries, especially in the area
of fiscal policy, we wonder whether the Fund could identify ele-
ments that could be inserted for the specific purpose of improving
social structures to enable them to cope better with the problems
of poverty and environmental degradation.

I differ with the staff on the classification of the environ-
ment. The main issue, in this respect, is whether the environment
should be considered a public good, the benefits of whose preser-
vation are equally shared and the costs of whose preservation
are to be distributed according to affordability, like national
defense? Will our views concerning the social marginal costs and
private marginal costs of the enviromment differ from those of our
children? Should we wait until the ongoing destruction of the
environment affects all of our children equally and indiscrimi-
nately, before declaring that the environment was an international
public good all along?

Until we have some empirical evidence about the environmen-
tal effects of protectionism and subsidies, the time will not be
ripe to make conclusive decisions about the nature of the Fund's
involvement in environmental issues. However, the production of
such a study should pose little problem for an organization whose
primary responsibility is to promote an open trade and payments
system and which is equipped with surveillance functions to help
it achieve  that goal.

Mr. Vegh said that, although his chair considered environmental
degradation an important issue, he agreed with the skepticism expressed
by the staff concerning a more explicit role for the Fund in that area.

Section V of SM/90/219 underscored the general difficulty of the task
and, in that connection, he agreed with thrust of Mr. Goos’s comments that
the Fund should neither develop its own environmental assessment capacity
nor play an active role in the evaluation of possible policy implications
for the environment, Mr. Vegh continued.

In fact, given that the relationship between macroeconomic policy
advice and the environment was typically indirect, ambiguous, and in
some specific circumstances even questionable, the Fund should incorpo-
rate such concerns only in the presence of incontrovertible evidence that
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macroeconomic policies under its purview were seriously compromising its
objectives, which were clearly spelled out in the Articles of Agreement,
Mr. Vegh added.

In the light of those considerations, Mr. Vegh concluded, it should
be left to the authorities concerned to request Fund involvement regarding
alternative policy mixes that would address environmental concerns arising
from demonstrated distortions in resource allocation.

Mr. Clark made the following statement:

In a world where environmental concerns are increasingly
linked to economic growth and development issues, the Fund cannot
ignore them. In that sense, we appreciate the effort made by the
staff in trying to identify potential areas of involvement by the
Fund in environmental matters.

In considering this issue, however, there is a need to
remain mindful of the Fund’s role. We agree with the staff that,
as environmental degradation often reflects inappropriate pricing
and market failures on a microeconomic scale, while Fund-supported
policies are typically macroeconomic in nature, the Fund’'s envi-
ronmental role will, at least at the start, have to be modest.
Furthermore, it is clear that the Fund does not have a comparative
advantage in environmental issues. As a consequence, to avoid
unnecessary duplication, it would be preferable if the lead in
addressing environmental issues was taken by other agencies,
possibly the World Bank, which have the required expertise.

I will focus my comments on the issues for discussion out-
lined in the staff paper. The answer to the first question, con-
cerning whether the Fund should incorporate environmental concerns
more explicitly in its policy advice, is quite clearly yes. The
Fund can no longer stand aloof from such issues. At the very
least, it is incumbent upon the Fund to be in a position to
respond to criticism directed at it from environmentalists.

The second question, relating to the kind of involvement the
Fund should have on environmental matters, is the real issue to be
considered. The staff paper raises concerns about the appropri-
ateness of getting involved, and the difficulties of doing so if
it is decided to pursue environmental interests. We agree with
these concerns, and we agree with the staff that the most appro-
priate way for the Fund to deal with environmental matters would
be through its surveillance operations. For example, environ-
mental issues could be added to the standard list of questions
with regard to the Article IV consultations. In its role as
surveillance and policy advisor, the Fund could certainly
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incorporate environmental matters through paying particular atten-
tion to tax and subsidy policies that affect the environment.

An important and related issue is whether the Fund would
be able in any meaningful way to impact through its surveillance
mechanism on environmental degradation in industrial countries.
Unfortunately, the answer to that question is probably no. The
Fund’s major impact would be on developing countries, particularly
those having Fund-supported programs, and which, from the outset,
may face equally complex choices as industrial countries, but
which also have far less alternatives for income generation.
The Fund would want to guard against being perceived as less
than evenhanded.

Adding environmental matters to the conditionality for the
use of Fund resources, would in general go beyond the mandate of
the Fund. The World Bank should lead the dialogue with members on
environmental issues. Where appropriate, the Fund should ensure
that specific structural reforms supported by Fund resources are
fully consistent with the Bank’s guidance on the environmental
impact of such reforms.

Question 2b of the issues for discussion suggests that the
Fund take into account environmental implications when formulat-
ing macroeconomic and structural advice, and that it contemplate
alternative policies when the "evidence is obvious and convinc-
ing". We agree with this conclusion, but a careful approach must
be taken in that respect. Perhaps this should be tried on an
experimental basis. The staff could identify a few cases where
the Fund could play a meaningful role in the promotion of a bet-
ter environment. The Board could review the experience on a
case-by-case basis at some future date--perhaps in 12 to 18
months.

As to the question, raised under item 3, on whether the
Fund should get involved in international and global environ-
mental issues, once again, the Fund must be careful about get-
ting involved in an area where it does not have the expertise,
and where other international institutions clearly have the
lead. Any Fund involvement on transnational issues should be
on a very selective basis, where it has a clear role to play.

As to the final question concerning resources to be used
within the Fund to incorporate environmental matters, unlike
Mr. Wright, and, Mr. Ismael, I could support a reallocation of
Fund resources. As Ms. Hansen suggests, perhaps a mini-unit,
consisting of two or three environmental experts, could be formed.
Staff from all divisions of the Fund could draw in large measure
on the expertise of that small group when they need it. This
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group would, in turn, draw on work prepared by the World Bank,
which is already in the process of developing expertise on
environmental matters.

Mr. Al-Jasser made the following statement:

Protection of the global environment and control of pol-
lution are clearly noble objectives, and no one opposes them.
However, a question arises as to the role of the Fund in this
endeavor. After evaluating all the arguments put forth by the
staff, I have come to the conclusion that the Fund should not
be involved. However, we should continue to provide strong moral
support to other, more competent, agencies to attend to environ-
mental issues.

As the staff paper acknowledges, the Fund's primary respon-
sibilities are to promote international monetary cooperation, an
open-trade and payments system, and sustained economic growth.
These objectives have been addressed through the advocation of
appropriate macroeconomic and structural policies. Inclusion of
protection of the environment as an additional objective would
stretch our mandate beyond what I consider to be appropriate.

Even assuming that the envirommental issue has an impact on
the effectiveness of macroeconomic policies--a relationship that
is rather vague at best--the Fund does not have the expertise to
address it. Given the staff constraints and the myriad of other
more pressing and relevant responsibilities, the benefits of
acquiring additional skills to handle environmental issues would
surely be outweighed by costs of foregoing skills of direct rele-
vance to the Fund. The Fund staff is already too thinly stretched
out to be assigned yet another responsibility.

There are numerous other agencies that have comparative
advantage in handling environmental issues. The World Bank, in
my view, has the primary responsibility in this context and is
particularly well-suited for this purpose. Therefore, when there
are environmental issues of unequivocal importance, such as pol-
lution, deforestation, or loss of top soil due to excessive use,
it should be expected that the relevant agencies will have taken
the necessary steps to correct them. Whenever a convincing and
obvious case arises, the relevant agencies should be expected
to have responded. Sound policy advice by the Fund, such as the
appropriate pricing of natural resources; is necessary for macro-
economic balance, and may have a beneficial effect on the environ-
ment, but Fund advice cannot be guided by such considerations. 1In
principle, prudent macroeconomic advice can only benefit, rather
than harm, the environment.
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The staff has favored a cautious Fund response in view of
possible trade-offs and to honor the authorities’ prerogatives.
It has been suggested that correction of price distortions,
including subsidies on energy, irrigation water, fertilizers,
and pesticides, or credit subsidies could be accorded a greater
importance in Fund advice, owing to their obvious environmental
benefits. However, this can be a double-edged sword and may give
rise to yet another type of trade-off. For example, take the case
of raising prices of hydrocarbon-based energy in order to dis-
courage pollution. What would happen if the higher cost of this
source of energy forced people to substitute firewood for it?
This would cause deforestation with the attendant more serious
environmental problems, not to mention anything about the impact
on the efficiency and growth of the economy. Moreover, unless
applied across the board, insistence on higher energy prices for
some consuming countries would adversely affect their compet-
itiveness, which would reduce, rather than enhance, a country'’s
ability to handle environmental issues.

Many environmental problems have externalities with costs
and benefits. I am not sure that the Fund would be well-advised
to get involved in a situation where one country imposes a cost
on others through degrading the regional or global environment
without a quid pro quo. Similarly, costs incurred by a country
on the advice of the Fund to clean up environmental effects caused
by some other country's policies would be viewed as iniquitous.
In particular, such advice might be viewed as an inappropriate
intensification of conditionality, especially with respect
to developing countries. These are matters of international
dimension that the Fund would be well-advised to stay out of.

For the above-mentioned reasons and many others, there is no
compelling justification for the Fund to get directly involved in
environmental issues. However, this does not mean that we should
not do our part in urging other agencies to ensure the protection
of the environment.

Mr. Spencer made the following statement:

This chair certainly agrees with the thrust of the staff
paper'’s conclusion that the Fund has no significant role to play
in resolving environmental issues. However, we would perhaps be
even more cautious than the staff about the Fund's involvement
in environmental issues.

I agree with Mr. Goos that the Fund'’'s main responsibility
is to promote external payments viability, and this aim must take
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precedence, even if this causes a country’s environmental objec-
tives to be compromised in some way.

In attempting to promote economic adjustment via surveil-
lance and conditionality, the Fund'’'s advice must inevitably push
up against a range of internal political constraints. Such con-
straints will reflect various social, cultural, regional, ethnic,
and environmental interests, many of which will be conflicting.
It is not the job of the Fund to resolve these conflicting inter-
ests and it is certainly inappropriate for the Fund to systemati-
cally focus on just one component of the social welfare function,
ahead of all others.

This is not to say that staff should not raise attention to
an environmental issue in a country if it is considered to be of
major importance from either an international or domestic perspec-
tive. However, when staff do touch on the environment they should
be very careful not to give gratuitous advice on issues they know
little about. Rather than offering diagnosis, as suggested by a
number of Directors, the emphasis should be on referral--to other
agencies--with recommendations that environmental impact reports
be commissioned on issues that may be of particular environmental
concern.

In addition, building up the Fund’s expertise on environ-
mental issues would be inconsistent with the approach that I am
recommending, namely that the Fund stick to its traditional role
and let the environmental experts deal with environmental issues.

The suggestion that staff might take environmental concerns
into account when giving advice on the details of taxation policy
is cause for concern. In this connection, while the need for
caution was expressed in the staff paper, it needs to be empha-
sized. Externalities may lead to gaps between private and social
marginal costs of particular projects or policies, but I doubt
that the Fund has a sound basis to prescribe particular resource-
related taxes or subsidies that will ensure a reduction of such
gaps, leading to an overall welfare improvement. The usual Fund
approach is to try and make tax systems more neutral in the hope
that distortions will gradually be reduced, and efficiency
enhanced, over the long run. A change in this approach, to try
and counter environmental externalities via a non-neutral tax
system, seems very dangerous.

While I would be more comfortable with the staff offering
advice on the assignment and enforcement of property rights, the
best option is for staff to stand back and refer environmental
issues to agencies that are better positioned to deal with them.
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Mr. Landau made the following statement:

The comprehensive and well-balanced staff paper provides
realistic background Information on the important contemporary
issue of environmental preservation. My authorities are fully
aware of the importance of the issue, as illustrated by their
commitment to the recently created Global Environment Facility.
It is clear, indeed, that the Fund should take into consideration
environmental concerns, since they are very important for the
future.

Before turning to the staff’s proposals, the three main
reasons that justify, in the present context, a stronger involve-
ment of the Fund in environmental issues and problems should be
stressed.

First, by their nature, environmental effects are at the
source of strong externalities which could affect the conduct
and implementation and effect of economic policies of different
nations. On one hand, there could be positive effects associated
with specific costs undertaken by nations, but which extend to
others, and, on the other hand, national policies for regulations
aimed at protecting the enviromment could lead, voluntarily or
not, to a reduction in the freedom of circulation of goods or
capital movements. In the light of those two points, a strong
surveillance by a multilateral organization, such the Fund, is
well justified.

Second, from a macroeconomic perspective, environmental
imperatives will lead to an increasing content of capital in
production in many sectors. This increase in the capital ratio,
in a world where savings are scarce, might have a significant
impact on global growth. Therefore, this represents a legiti-
mate concern that merits Fund involvement and study.

Third, the world economic outlook exercise should take
a closer look at the way in which the enviromment influences
national policies, external balances and imbalances, and the
conditions for economic growth. The environment is a global
concern and it should be taken into account in the relation
between structural and macroeconomic policies, which are at
the heart of the world economic outlook exercise.

I would like to comment on the specific issues raised in
the staff paper for discussion.

As to expanding Fund policy advice to include more environ-
mental concerns, a positive answer is justified. 1Indeed, as the
staff points out, this has already been done in many respects
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through PFPs, and staff papers pertaining to SAF and ESAF arrange-
ments, as well as extended arrangements. In addition, there is
an absolute necessity that the Fund should participate in interna-
tional conferences on this subject.

The second issue raised for consideration is indeed the most
important, as it defines the conditions of Fund involvement. 1In
the framework of both Fund surveillance and conditionality, the
present stance should be pursued in promoting policy reforms to
strengthen traditional Fund objectives; within this context, more
attention could be devoted to tax and subsidies policies that may
affect the environment, but on a case-by-case basis. In this
respect, the head of Fund missions should have full discretion
to assess environmental implications of policies, in relying, if
necessary, on specialized advice from other institutions like the
World Bank, the OECD, or the UNEP.

Our position is not yet final on the matter of whether
incorporating environmental concerns into Fund operations should
be done within the present ways and means of the staff’s work.
In the framework of the Articles of Agreement and their applica-
tion to the contemporary problems involving the environment, the
demand for additional Fund resources can be considered without
prejudice.

In conclusion, I strongly support the integration of environ-
mental concerns within the usual work of the Fund, while relying
on more specialized external advice, if necessary, but while the
Fund properly discharges its multilateral responsibilities in the
surveillance of national economic policies in this field as well
as in others.

Mr. Fogelholm made the following statement:

There are no easy answers to the question of the extent to
which--if at all--the Fund should include environmental issues
in its activities. The matter is further complicated by the fact
that there is no clear cut relationship--particularly in the short
run--between the Fund'’s macroeconomic policy advice and the envi-
ronment.

However, in the long run there is an obvious link between
sustainable economic growth and a healthy environment. Equally
important is the premise that only from a strong and sound eco-
nomic base can environmental degradation be effectively tackled.
The situation in Eastern Europe clearly exemplifies this. There-
fore, it stands to reason that also the Fund should stress the
importance of environmental issues.
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The staff paper analyses succinctly the feasibility and
desirability of incorporating environmental aspects into the
Fund's work, and the ways and means by which this could be
accomplished. In this context, a number of relevant impedi-
ments--legal, practical, resource-oriented, and of substance--
have been pointed out. It is also clear that one could question
whether large-scale engagement by the Fund in environmental issues
can be considered compatible with the Fund'’'s mandate, which, of
course, is to provide macroeconomic advice and short-term balance
of payments support with due regard to the monetary character of
the organization.

At the same time, however, it would indeed be counter-
productive if the Fund were to completely isolate itself from
current widespread concerns about the state of the environment
in many countries and from the action in this area that is being
taken by other international organizations. The question for the
Fund is, then, how to successfully balance these two interests
without fundamentally changing its character.

To be brief, this chair can largely concur with the approach
suggested in Section V of the staff paper. In particular, we
appreciate the emphasis placed on the assessment of price distor-
tions in the economy and on how fiscal measures could be struc-
tured to prevent such distortions from having a negative impact
on the environment. In this connection, the difficulty relating
to the quantification and the inadequacy of the statistical base,
in general, has to be taken into account. Moreover, as the primary
goal in the long run is to improve the environment rather than
maximize revenues, it is important that environmental considera-
tions do not become totally subordinated to those of income
generation.

More specifically, we believe that the Fund, within the
framework of the Article IV consultations, could explicitly raise
environmental issues when the evidence of degradation is obvious
and convincing and where the degradation is having distinct det-
rimental effects on the economy. Thus, there should be a clear
connection between environmental degradation on the one hand and
macroeconomic balance and growth on the other for the Fund to
react. But in cases where there is a policy conflict and trade-
offs arise, as described in the staff paper, the Fund should give
priority to the area of its responsibility, that of ensuring
external viability and macroeconomic balance.

With regard to adjustment programs, it is the view of
this chair that the Fund should refrain--for the reasons given
by the staff--from incorporating specific environmental issues
and policies in the programs. If that were to happen, the Fund’s
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monetary character could easily be called into question. Conse-
quently, we would completely exclude the possibility of including
environmental issues as performance criteria.

With regard to the environmental problems of a more global
character, such as those relating to acid rain, the ozone layer,
and global warming, to mention a few, we do not see any active
role for the Fund. However, it could be contended that environ-
mental issues--to the extent that they distort international
competition--have an impact on world trade and this lies, of
course, within the Fund’s province. Nevertheless, the general
rule should be that the Fund relies on the expertise of other
international organizations, such as the World Bank, OECD, UNEP,
and other UN organizations, which have special skills in the area
of environmental preservation.

Finally, we do not believe that the implications of staf-
fing or resource problems owing to increased involvement by the
Fund--if this takes place within the Article IV framework--are
necessarily as inevitable or as significant as the staff paper
suggests. In fact, we do not support an increase in the number
of staff for this purpose or the establishment of a specific
environmental unit in the Fund. We must manage by using the
specialized knowledge provided by other organizations in com-
bination with the growing knowledge of our own staff about the
environment.

Mr. Fernando noted that the Fund’s role was essentially that of
assisting the membership to formulate and implement sustainable policies.
Thus, it necessarily had to strike a balance between short-term gains and
long-term risks. In that respect, questions concerning the impact of eco-
nomic policies on the environment, especially where they impinged on finite
national resources, or even renewable resources, deserved to be addressed.
However, in cases where the aim was to conserve use of resources on grounds
of preserving temporary liquidity within national boundaries, say through
the reduction of absorption and more efficient use of resources, the Fund
should focus sharply on policy variables that had a more transparent effect
on future generations, such as the level of national or international
reserves and the balance between short-term adjustment goals and long-term
obligations. The way in which trade-offs between economic and environmental
objectives should be assessed clearly depended on the situation of economic
imbalances at a given time and the needed adjustment policies, in particular
in cases where the use of Fund resources was associated with stabilization
programs and in the context of traditional Fund-monitored programs, such
as stand-by arrangements, owing to the need for a quick turnaround in the
balance of payments position. Consistent with the revolving character of
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Fund resources, the policy options of a member might seek to maximize short-
term gains in order to reduce or contain the debt overhang, thereby, con-
straining policy options in addressing envirommental interests.

In the light of those complex and sometimes sensitive considerations,
the Fund would need to use caution in giving policy advice related to the
environment, Mr. Fernando considered. Wherever possible, the Fund should
seek to complement the efforts of other national and international agencies
whose mandates included a direct responsibility for the environment.

Initially, the Fund could, within the context of Article IV surveil-
lance, attempt to simulate scenarios based on policy wvariations that
accorded higher priority to environmental concerns, Mr. Fernando continued.
For example, in cases where the macroeconomic situation was not geared
toward achieving short-term adjustment targets or containing long-term
costs, the impact of fiscal policy instruments on the environment could
be reviewed. However, such an undertaking would require an analysis of
the way in which macroeconomic policy tools impacted on microeconomic
aggregates in the real sector. While the empirical research that had
been completed on behavioral relationships in well-developed market
economies would facilitate such a task, considerable difficulties would
arise in attempting to apply such an initiative to developing countries.

In its dealings with developing countries and in assisting those
countries to formulate adjustment programs, the Fund had begun to recog-
nize the impact of Fund-supported policies on poverty, and the goal of
poverty reduction must continue to be emphasized, Mr. Fernando went on.
Apart from the beneficial effect of reducing poverty on the environment,
it was in the interest of safeguarding Fund resources to sustain adjust-
ment efforts through a broad social consensus--a consensus that was easier
to forge if the perceived benefits of adjustment could be shared by all.
Nevertheless, it should be noted that the approach of the Fund with respect
to poverty was to leave that issue largely to other institutions.

Against that background, his chair had no option but to support the
approach to the environment outlined in paragraph 2(a) of Section VI of
the staff paper, Mr. Fernando stated.

With respect to Fund involvement in the international coordination of
environmental policies, the Fund should not go beyond national environmental
concerns, Mr. Fernando considered. While the international dimension of
environmental degradation was clearly a greater threat to future generations
than the sum of national degradation, a question arose as to whether other
aspects of the international environment were more relevant to the Fund's
work. For example, the quality and sustainability of adjustment in devel-
oping countries could be enhanced through less inward-looking trade policies
in industrial countries. The efforts of the Fund in resolving that problem
thus far were not sufficient to build political confidence in its ability to
address all areas of international cooperation.
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As the initial steps taken by the Fund with respect to environmental
issues should be modest and tentative at best, he did not see a need for
additional staff resources to be devoted to that specific area, Mr. Fernando
concluded. The Fund should seek more equitable and efficient means to share
the administrative costs of surveillance and policy advice in the event that
a significant increase in the workload was expected, in particular in an
area that did not have a direct or obvious beneficial impact on the attain-
ment of macroeconomic objectives.

The Chairman remarked that several Directors had suggested that the
Fund staff should take environmental considerations into account in its
work with members. As the existing staff was already overburdened, it would
not be possible to increase staff awareness of environmental considerations
unless some operational significance was given to the proposals currently
under consideration. He wondered whether Directors could agree that some,
albeit limited, additional staff resources were needed to focus on environ-
mental issues.

Mr. Fernando recalled that over the past year or so, several staff
reports on Article IV consultations with members as well as some PFPs had
incorporated the consideration of environmental issues. An extension of
the existing practice with respect to the environment would be appropriate,
and it would not require additional resources.

Mr. Hogeweg made the following statement:

The importance of environmental issues can hardly be overem-
phasized, as it is becoming increasingly and abundantly clear that
these issues have regrettably been far too much neglected in the
past, so much so that the adverse consequences of that neglect
have become most pressing economic problems that weigh heavily
on the prospects of many of our member countries.

The staff paper mentions in particular poverty and popu-
lation pressures as causes of environmental degradation. This
is certainly true of population pressures. Ultimately, the issue
is how large a human population the planet can sustain on a long-
term basis and at what standard of living, given the state of
technology. It could also be argued that wealth creates pressures
on the environment because it creates demand for polluting activi-
ties and products, including energy consumption. This reasoning
is implied in the staff paper with respect to an optimal balance
between environment and growth. This is, of course, quite dis-
tinct from the room for maneuver that growth can create to take
measures to protect the environment, which the staff also men-
tioned.

On the questions of growth versus the environment, two
important points should be taken into account. Traditionally
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measured growth can be illusory and the prosperity it engenders
transitory, as the staff paper correctly states. In that sense,
there can be no trade-off, as the pursuit of such growth is a
tragic mistake. Awareness of that is also crucial in the empha-
sis the Fund currently gives to growth-oriented adjustment, as
Mr. Goos has emphasized. While there are data problems, in many
cases, such problems are just as pressing in a traditional
accounting framework.

The crucial role of microeconomic factors must also be con-
sidered. Ultimately, it is the matter of correctly pricing pro-
duction inputs that can enable the market mechanisms to help solve
some environmental problems. Conversely, the neglect of pollution
costs in pricing has led to many of these problems. The severe
environmental problems that have surfaced in economies that used
to rely on central planning show this in the extreme. Of course,
the whole field of environmental economics has to do with ways to
ensure correct pricing against the mighty forces of vested inter-
ests that derive short-term and microeconomic gain from environ-
mental neglect.

This feature of vested interests and microeconomics lies at
the basis of many structural features of the economies of member
countries more generally, those structural features that have a
direct bearing on macroeconomic policy as such are very much of
interest to the Fund and are the focus of attention in many Fund-
monitored programs. However, neither on structural issues gener-
ally nor on the environment has the Fund a comparative advantage,
and the staff paper rightly signals that the operational diffi-
culties of the staff have already been exacerbated by Fund inter-
vention on such issues, weakening our position in the field of
macroeconomic issues.

The staff paper focuses on the analysis of how environmen-
tal measures might affect macroeconomic equilibrium, but it seems
the real question should be expressed the other way around. The
environmental preferences of members and many of the related
structural features of the economies are essentially given for
the Fund. We have to formulate our macroeconomic advice essen-
tially within that framework. However, the Fund should be aware
of questions concerning the obvious influence certain macroeco-
nomic policies will have on the environment, given the structural
aspects of the economy concerned. Yet, it is up to other world
organizations, better suited to the task, to persuade their member
countries to include environmental issues in their national agenda
and to give those issues their correct priority, and it is then up
to the national authorities to present these priorities to the
Fund. Such a procedure will minimize any direct interdependence
between the Fund and other organizations.
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With respect to the issues for discussion, the Fund certainly
should not ignore environmental issues. However, apart from basic
and very necessary awareness of these issues, the Fund’s role on
the environment can only be limited. The Fund lacks the expertise
and its focus and mission is a different one. However, the prac-
tice described in Section V of the staff paper, which basically
follows from being aware of the issues involved, would be welcome,
but we should refrain from making a separate Fund assessment of
the impact of specific policies on the environment. Instead, the
Fund should rely totally on the expertise of others. While this
will increase the interdependence of the Fund and the World Bank,
such interdependence is by far preferable to a duplication of
effort and arguments over the division of labor. I have not been
convinced of the need to add even a small environmental unit to
the Fund staff; the Fund should leave transnational and global
issues to other forums.

Mr. Quiros commented that as Fund-supported programs were usually

the result of macroeconomic policy failures, a direct linkage between Fund
policies and environmental issues did not exist. Yet, the protection of
the environment was a worldwide responsibility that the Fund should recog-
nize in the same manner as other problems, such as those related to popula-
tion, peace, poverty, education, health, and social justice. However, the
Fund should accept the fact that its role was extremely limited, owing to
the nature of its basic objectives of promoting international cooperation
among member countries on monetary issues and facilitating balanced growth
of international trade.

Therefore, he was in general agreement with the comments put forward
in Mr. Goos's opening statement, Mr. Quiros said. However, he did not agree
with Mr. Goos that the promotion of growth was only mentioned as a secondary
or derivative objective in the Articles. Indeed, Article IV, Section 1 of
the Articles clearly stated that the essential purpose of the international
monetary system was to provide a framework that sustained economic growth.

Mr. Kyriazidis made the following statement:

The enviromment has come to be considered a central prob-
lem in world economic development, and the Fund cannot ignore
it. However, although the protection of the environment is a
crucial issue concerning the quality of life for both present
and future generations, it is essential that it be addressed
within the framework of a clear set of principles that do not
deviate from the primary tasks of the institutions involved.

Therefore, it is essential to define the possible involvement
of the Fund in environmental issues in the light of its nature and
functions as a monetary institution. The staff has made a valiant
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effort through a very flexible interpretation of Article IV to
provide the legal grounds for possible Fund involvement in envi-
ronmental issues. While I am not a strict constructionist, the
interpretation offered by the staff seems to be on the activist's
side. Although this interpretation is somewhat liberal, I would
be willing to go along with it if the assumption of a role for the
Fund in this field were clearly defined and firmly placed within
the framework of the Fund’'s primary responsibility.

This institution is concerned with the design and implementa-
tion of appropriate macroeconomic policies and structural adjust-
ments that tend to promote macroeconomic balance with growth and
external viability in the light of member countries’ priorities
and policies. As the staff paper points out, however, the effect
of macroeconomic policies on the enviromment is at best indirect
and often ambiguous.

The arguments of the environmentalists concerning the
effects of poverty, induced allegedly by adjustment programs,
or of exchange rate policies on the depletion of resources are
at best tenuous as convincingly demonstrated by the staff and,
in any case do not constitute a valid reason for a deviating
from the pursuit of macroeconomic balance. To the extent that
such links may appear to exist, they reflect social and economic
structures that other institutions are more qualified to deal
with. To a considerable extent, this is also true of some
trade-offs examined by the staff.

In the light of its objectives, the Fund’s action should
be guided by the principle that environmental concerns should be
accommodated within the macroeconomic framework that is in each
case appropriate, in the same way that, for example, social and
educational policies are addressed. The fundamental choices
between the trade-offs described by the staff would be for the
authorities to make, in the light of the perceived acuteness of
the problem and their order of social and political priorities.

Consistent with this reasoning, it is entirely appropriate
that the Fund, within the framework of its surveillance function,
pay attention to the instruments used for the implementation of
environmental policies that might affect macroeconomic variables,
distort the process of allocation of resources, or interfere
unduly with the achievement of macroeconomic balances without
interfering with policy, which rightly belong to the national
authorities.

It would be inappropriate, to introduce environmental issues
in Fund conditionality, if only in light of the risk that the
Fund might be perceived as interfering with political choices and
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priorities set by the national authorities. This approach would
exclude, of course, consideration by the Fund in its surveillance
operations of environmental issues of an transnational or global
character, unless there are specific commitments by the country
concerned with clear macroeconomic implications. Transnational
problems do not come under the purview of the Fund and, in any
case have to be resolved through specific international agree-
ments with the assistance of specialized international institu-
tions that can establish the specific forms and programs for
appropriate international action. To the extent that such pro-
grams are in place, their macroeconomic implications will have
to be taken into account.

In the light of these considerations, the approach described
in paragraph 2a of Section VI of SM/90/219 is acceptable.

I would also be willing to go along with the extended
involvement outlined in paragraph 2b of that section of the staff
paper in cases where there is clear and convincing evidence that
Fund objectives might have adverse environmental effects were it
not for the ambiguities involved in assessing the environmental
effects of policies aimed at macroeconomic stability and external
viability, that are usually conceived by the Fund and the disturb-
ing suggestion contained in paragraph 2b that in such cases, the
Fund might accept for environmental considerations a departure
from its normal macroeconomic objectives.

Finally, I agree with Mr. Goos that an approach based
along the lines described in those paragraphs would minimize
the possible additional pressures on staff resources.

Mr. Zhang said that, as he was in general agreement with the staff’s
recommendation, he could limit his remarks to a few comments.

First, environmental issues and the protection of the environment were
important issues that certainly merited attention from international insti-
tutions, including the Fund, Mr. Zhang stated. Nevertheless, he agreed with
the reasoning presented in the staff paper that the Fund’'s concerns and
involvement with environmental issues should be in line with its monetary
character and the provisions governing the functions and purpose of the
institution. Therefore, he could associate himself with the view expressed
in Mr. Goos's opening statement that there was only a very limited role the
Fund could usefully play in environmental issues.

Second, he agreed with the staff that any Fund involvement in environ-
mental issues should be based on evidence that was both convincing and obvi-
ous, Mr. Zhang commented. As previous speakers had indicated, the Fund’s
involvement in environmental issues should be in line with its mandate.



- 29 - EBM/90/172 - 12/12/90

There was no need for the Fund to develop its own environmental capacity
as such. Other institutions, such as the World Bank and relevant UN and
nongovernmental organizations, had already developed their expertise and
had a comparative advantage in that area. Therefore, it was important for
the Fund to make the best use of the findings of those organizations. At
the same time, the Fund staff should be encouraged to keep contacts with
major environmental groups and institutions.

As the approach taken by the Fund with respect to environmental issues
would not entail too many implications for its operations and resources, it
should not affect the principles of Fund conditionality and Fund resources,
Mr. Zhang concluded. He agreed with previous speakers that environmental
issues should be addressed in the context of Article IV consultations with
members.

Mr. Nakagawa commented that he could associate himself with the views
expressed in Mr. Goos'’s opening statement. His chair was in broad agreement
with the feasible approach for Fund involvement in environmental issues
considered in Section V of the staff paper.

As Mr. Al-Jasser had stated, protection of the natural environment
was a noble objective that could not be opposed, Mr. Nakagawa continued.
However, while recognizing the importance of being environmentally con-
scious in forming Fund policy, the staff at the same time should be aware
of the limitations to Fund involvement arising from such factors as the
monetary character of the Fund’s mandate, the macroeconomic orientation
of its policies, and the lack of staff expertise in that area.

As to the choice between paragraphs 2a and 2b in Section VI of the
staff paper, the rule on convincing-and-obvious evidence appeared to be
the only plausible rule by which to define or limit Fund involvement in
environmental issues, Mr. Nakagawa went on. However, he had doubts about
whether that rule was pragmatic. As the staff analysis clearly showed, the
difficulties of addressing environmental issues stemmed from the complexity
and ambiguity attached to the linkage between policy actions and effects on
the environment. As the staff paper also showed, in most cases judgment as
to whether certain environmental policies could have macroeconomic effects
on, say, output, fiscal balance, and balance of payments could only be
formed on a case-by-case basis, and it was impossible to establish general
guidelines for making such judgments.

In the light of the above-mentioned considerations, he preferred the
option described in paragraph 2a of Section VI as an appropriate approach
to environmental issues, Mr. Nakagawa stated.

Unless the Fund had a proper analytical macroeconomic framework that
was able to measure environmental costs and benefits quantitatively, the
implications of environmental factors should be given less priority in
formulating Fund macroeconomic policy advice, Mr. Nakagawa considered.



EBM/90/172 - 12/12/90 - 30 -

With respect to Ms. Hansen’s proposal to establish a small task
force in the Fund to watch environmental issues, his chair was not
fully convinced of the need to further mobilize the Fund staff on
that issue, Mr. Nakagawa concluded.

Mr. Ahmed noted that in recent years, environment degradation had
become a matter of heightened concern for both developing and industrial
countries. There was increasing evidence that sound environmental man-
agement was essential for maintaining the natural resource base upon which
nations depended for their continued economic development, since the sus-
tainability of economic growth and the quality of the environment were
closely interrelated.

Concerns that there might be serious implications of environmental
degradation for sustainable economic growth, and, possibly, of macroeconomic
policies for the environment were widely shared, Mr. Ahmed stated. Thus,
the main issue to be considered was whether the Fund should expand its
agenda to incorporate environmental concerns into its operations. While
there might be arguments against doing so, the balance of views expressed
thus far favored some involvement, but only where there was clear and con-
vincing evidence of an unambiguous channel of influence between environ-
mental concerns and macroeconomic objectives.

A careful delineation of the Fund’'s role was needed for several rea-
sons, Mr. Ahmed considered. Most important, however, as the staff had
pointed out, in cases where a member’'s macroeconomic policies had poten-
tially adverse implications for the environment and the required policy
responses involved various trade-offs, there would be a risk that the Fund
could be seen as intruding into the internal microeconomic policies of
members. Thus, while there would be no harm if the Fund were to discuss
with the country the possible alternative policy mixes, the final choice
of the mix of policies and the priorities that the authorities wished to
assign to them should remain the prerogative of the member country.

The mandate and expertise of the Fund did not lend itself to
involvement in the identification and resolution of global or trans-
national environmental problems, Mr. Ahmed concluded. That remained
the primary responsibility of other multilateral agencies. However,
the Fund had a role to play in that it should take into account any
relevant international consensus or agreement regarding the environ-
ment, in its policy advice.

Mr. Marino stated that, like previous speakers, he attached great
importance to environmental issues. His chair had even ventured to link
ecological problems to the international monetary system, by arguing that
high real interest rates were detrimental to the environment, given that
ecological projects, like reforestation, became unprofitable.
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Therefore, he welcomed the interest the Fund has shown in environmental
issues, Mr. Marino commented. In general, greater awareness and analysis
of environmental problems could go a long way toward the solution of such
problems. 1In that connection, perhaps the Fund staff did have a comparative
advantage in making a professional economic evaluation of the issues at
stake.

He fully endorsed the view that environmental problems resulted
typically from a lack of definition of property rights, Mr. Marino said.
However, that subject went beyond the realm of macroeconomic policies and
involved institutional aspects of the countries concerned. Therefore, Fund
involvement on that topic should be limited in scope to that outlined in
paragraph 2a of Section VI of SM/90/219.

Mr. Santos commented that his authorities shared the concerns that
had been expressed internationally with respect to the environment and had
endorsed the numerous calls that had been made for a coordinated response
at the international level to reduce or contain the degradation of the
environment and protect it for future generations.

As the staff paper indicated, in response to those calls, a number
of multilateral agencies, including the World Bank and the UNEP, had taken
steps to include environmental issues explicitly in the design of their
projects and programs with member countries, Mr. Santos noted. Despite
its monetary character, the Fund could not afford to appear insensitive
to environmental issues. Therefore, he could see an interest for the
institution to adopt in the context of its macroeconomic policy advice
to member countries an approach that would take into account environmental
issues. A compelling case could be made for the adoption of environmental
policies when Fund macroeconomic and structural policy recommendations had
convincing and obvious impact on the environment.

However, there were many practical difficulties to be taken into
account in considering Fund involvement in environmental issues, Mr. Santos
considered. The staff paper highlighted some of the limitations, policy
conflicts, and trade-offs that would have to be made if the Fund became
actively involved. Of those limitations, it was worth focusing on the
constraints on staff resources, the perceptions about the Fund encroaching
on other organizations' spheres of competence, and more important, on the
prerogatives of members to freely make microeconomic choices. He fully
agreed with the staff that the incorporation of environmental issues into
the Fund’s operational work could open the institution to double-edged
criticism and exacerbate the operational difficulties of the staff. Under
the circumstances, it would be difficult to advocate the explicit inclusion
of environmental concerns in Fund operations. Fund involvement in environ-
mental issues should not affect the principles underlying Fund conditional-
ity and the use of its resources. In addition, as Mr. Fogelholm had sug-
gested environmental issues should not be considered in the establishment
of performance criteria related to Fund programs.
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In conclusion, he could see a limited role for the Fund in environ-
mental issues, with it relying more on the expertise of other specialized
agencies, Mr. Santos concluded. In that respect, he could support an
approach in which the Fund's involvement would be developed in the con-
text of its existing working relationship with the World Bank and could be
further strengthened in order to include other international organizations
with an expertise in environmental issues.

Mr. Mwananshiku said that few would argue against the general principle
of promoting public policy that protects the environment. As there were
important linkages between the environment, long-term economic growth, and
the quality of life, good stewardship of natural resources was important
for present and future generations. However, a question arose as to whether
that was an area for Fund involvement.

The staff was correct in emphasizing the two main points that appeared
to form the linchpin of its analysis, namely, that it made little sense for
all multilateral institutions to simultaneously direct their limited
resources to environmental issues and that the Fund's environmental role,
if any, must be modest, Mr. Mwananshiku noted. Embedded in those two points
was the concern that the Fund could not and must not be all things to all
people. With respect to the environment in particular, the Fund could
hardly be expected to play a meaningful role, as it lacked even the basic
expertise to do so. As the staff had indicated, effective solutions to
environmental problems might be far beyond the competence and capacity
of the Fund staff.

The Fund must not be oblivious to obvious environmental implications
of its policy advice, and, at least at the theoretical level, environmental
policies could potentially affect the budget and the balance of payments as
well as output, prices, and employment, Mr. Mwananshiku said. However, the
staff was correct to suggest that policy prescriptions to alter the rela-
tionship between those variables could not be generalized.

The approach suggested in Section V of SM/90/219 in considering envi-
ronmental questions in policy dialogue with member countries highlighted the
predicament of the Fund in dealing with problems that were multidisciplinary
in character, Mr. Mwananshiku considered. That suggestion overlooked the
character of the problem by narrowing the question to one of economic inef-
ficiency to be corrected simply by applying the tools of neoclassical analy-
sis, namely the adoption of appropriate pricing and tax policies. That
suggestion pointed to the need for caution in that the Fund was being asked
to do something for which it was not equipped. The staff had resorted to
the tools available to it, with predictable conclusions. The specific
points raised in Section V of the staff paper pointed to questions of sub-
sidizing gasoline and fertilizer prices. That trend of emphasis was likely
to have a greater impact on developing countries, since there was little
reason, if any, to assume that surveillance procedures on the environment
would be more effective than the current approach that dealt strictly with
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economic matters. The Fund should avoid a situation in which additional
conditionality could arise under the rubric of promoting sound environmental
policies. The taxation of polluters was another area that required careful
consideration. To succeed on the regional level, all other countries would
need to adopt similar charges; otherwise, the cost of production of the
individual country would rise and might cause firms to relocate abroad.
Reaching regional agreements might be difficult as national authorities
sought to protect their advantages.

Therefore, he agreed with previous speakers that Fund participation
in environmental issues in its policy dialogue with member countries should
be modest, leaving such matters to the other multilateral institutions that
were more competent to deal with the many complex political and technical
problems involved, Mr. Mwananshiku concluded.

Ms. Hansen stated, with respect to the references that had been made by
at least one previous speaker to the situation of Eastern Europe, it should
be noted that if the Fund had not been heavily implicated in environmental
issues through its activities in the past, it clearly would be in the future
through its assistance to Eastern European countries. As Directors were
aware, environmental degradation in that area had reached an advanced stage;
in providing balance of payments assistance and policy advice to Eastern
European countries, the Fund would clearly be involved in the efforts to
reduce pollution in that region.

She agreed with other speakers that the appropriate response of the
Fund in many cases would be to refer envirommental problems to other insti-
tutions that had a greater expertise in that area, Ms. Hansen said. How-
ever, such a response would not address cases in which the Fund's policy
advice had had negative effects on the environment. Would the Fund seek
advice from the World Bank on how it should change its policy advice?
Moreover, if--as many speakers had noted--the Fund had no expertise in
environmental issues, how would it be able to identify cases involving a
prospective need to balance economic policy prescriptions with environmental
concerns? In the light of those considerations, it would be contradictory
to assert, on the one hand, that the Fund staff should be aware of environ-
mental issues and, on the other hand, that the staff had no expertise in
that area.

If Directors were sincere in acknowledging that the Fund should not
ignore environmental issues and that the staff should increase its awareness
of those issues, the Fund would need to have a capacity--in the form of a
two- or three-person unit--to help desk economists understand the sort of
problems they should be looking for, Ms. Hansen concluded.

The Chairman remarked that he strongly agreed with Ms. Hansen on
the need to give some operational significance to the proposal to increase
awareness of environmental issues within the Fund. 1Indeed, a limited number
of not more than two or three additional staff would be needed if only to
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make a minimal assessment of the environmental consequences of Fund policy
advice, to read about developments in environmental research, and to orga-
nize the Fund’'s cooperation with other agencies.

As Ms. Hansen had correctly pointed out, the poor technological use
of coal, inter alia, in heating the cities of Eastern Europe had created
widespread environmental degradation, the Chairman sajid. As the countries
of that region began progressively to substitute less environmentally
detrimental energy sources for the use of coal, they would be faced with
complex economic and political problems. The Fund would be involved in the
debate concerning the appropriate pace of economic reform in Eastern Europe
as well as the multitude of related macroeconomic policy choices arising
from the adjustment efforts of those countries. That alone pointed to a
need for the Fund to increase its sensitivity toward the linkages between
economic policy choices and environmental concerns.

Nevertheless, as several speakers had noted, there was a limit to the
Fund’'s capacity to deal with environmental problems; thus, an effort should
be made to enhance cooperative efforts between the Fund and other agencies
in that respect, the Chairman added. A question of consistency would arise
if the Fund acknowledged the seriousness of environmental degradation, but
did nothing to address the problem.

He could understand the concerns that had been expressed with respect
to the tendency of bureaucracies to grow, but previous experience and the
current size of the Fund staff clearly attested to the fact that that so-
called snowballing characteristic did not apply to the Fund, the Chairman
concluded.

Mr. Al-Jasser commented that he agreed with the Chairman on the

need for the Fund to be consistent. Indeed, it was for that reason that
he had been forthright in stating that, although the problem of environ-
mental degradation was a serious cause for concern, there were organiza-
tions, other than the Fund, that were well-equipped to deal with that
problem. He would not object to letting other organizations, such as the
World Bank and the UNEP, not only taking the lead in dealing with problems
concerning the environment, but also complete responsibility for helping
countries design and implement policies designed to solve those problems.

Also with respect to the need for consistency, taking an active role
in the effort to safeguard the environment would open the Fund to criticism
from groups that considered other social issues, such as income distribu-
tion, literacy, and health, more important to economic growth and develop-
ment, Mr. Al-Jasser noted. The Fund could, thus, be confronted with demands
to get involved in more areas than it could conceivably deal with. As the
Fund could not please everybody, it should focus on fulfilling its existing
mandate as effectively as possible.
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The Chairman responded that he did not disagree with Mr. Al-Jasser that
other agencies were better equipped than the Fund to deal with environmental
problems. However, in order to call such problems to the attention of other
agencies, the Fund staff would need to be able to determine that a problem
existed, the magnitude or prospective seriousness of the problem, and the
most appropriate agency to call on for assistance. Additional staff would
clearly be needed even to fulfill that coordinating role.

Mr. Al-Jasser recalled that the Fund was concerned with many social
issues related to economic development, but it had never sought to develop
in-house expertise related to those issues. There was no justification for
giving greater weight to the need for environmental preservation than to
other needs, such as for improved health or education. Indeed, it would be
extremely difficult to imply that efforts to safeguard the individual were
less important than efforts to safeguard the environment.

In the event that the Board agreed to devote staff to look after envi-
ronmental issues, the manpower resources so allocated should be limited to
one economist, Mr. Al-Jasser considered.

Mr. Vegh stated that he had difficulty with the Chairman’s justifica-
tion for the creation of a special unit, no matter how small, to deal with
environmental issues. He agreed with Mr. Goos that the same justification
could be used to support the establishment of similar units for a number
of important social issues. For example, the need to improve education was
tremendously important to economic development, and Fund-recommended poli-
cies, in particular with respect to budgetary restraint, had very damaging
consequences on education, but the Fund had not devoted a special unit to
educational issues.

In that connection, it should be noted that the expansion of staffing
in international organizations and the size of their missions had a negative
effect on economic development, Mr. Vegh said. For example, one country
in Latin America had recently been visited by a mission consisting of 40
international experts--26 from the World Bank, 12 from the Inter-American
Development Bank, and 2 from the Fund. As one of the most scarce resources
to govermments in developing countries--as well as in industrial countries--
was talented and dedicated civil service personnel, it was detrimental to
have such large missions demanding the time and attention of a members’
authorities. To the extent that the current small size of the Fund staff,
in itself, contributed to the efficiency of member countries, the creation
of new units within the Fund would risk exacerbating the negative impact
of mission work.

The Chairman responded that the problem of environmental degradation
was different from other social issues in that the Fund staff knew what
relative portion of a member’'s budget could be devoted to health, education,
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and welfare. It knew little about environmental preservation, other than
that issues related to the environment could be extremely sensitive polit-
ically.

With respect to mission work, it was important for the Fund staff to be
able to determine which situations warranted the assistance of environmental
experts, the Chairman said. In that connection, it should be noted that the
staff devoted to environmental issues would not be expected to travel, so
they would not add to the burden sometimes imposed on members by the size of
missions. Indeed, the staff members assigned to environmental issues would
travel only on those rare occasions when they could deal with the prospec-
tive problem by themselves.

Mr. Kyriazidis commented that his chair would consider the proposal
for a special unit to monitor developments with respect to the environment.
However, the Fund was not in a position to advise its members that priority
should be given to controlling emissions or replacing coal with another
energy source in order to prevent further pollution; such decisions were to
be taken by the authorities. The appropriate role of the Fund was to help
its members place the decisions that had been taken with respect to such
issues and their priorities within a viable macroeconomic framework. In
that respect, he agreed with Mr. Al-Jasser that the Fund should seek to
accommodate environmental concerns in the same way it accommodated other
social concerns, namely, within a macroeconomic framework. It would be
inappropriate for the Fund to get involved in any examination of which
social issues should be given priority, as that would involve microeco-
nomic choices, which were outside the expertise and the responsibility
of the Fund.

Ms. Hansen stated that if the Fund overlooked the environmental con-
sequences of its actions, they could result in disaster not only in terms
of environmental preservation, but also in terms of the public support and
resources that would be available to the Fund in the future. For example,
if the Fund was able to move quickly in advising a country that was relying
on the use of brown coal on the urgent need to trim its budget deficit, but
left it to the authorities to make decisions related to the expenditure-
cutting and revenue-enhancing measures to achieve that goal, the resulting
public perception might be that the Fund had condoned the continued use of
brown coal that was causing extensive environmental degradation and, there-
fore, that the Fund was completely callous with respect to safeguarding the
environment. Such a disaster could easily be avoided, if the Fund devoted a
limited amount of well-spent resources to monitoring the prospective impact
of its advice on the environment.

Mr. Kyriazidis remarked that the argument put forward by Ms. Hansen
was a cause for concern. Fears that the Fund would be held responsible
in the event that a program supported by one of its facilities contributed
to environmental degradation could only lead to serious problems concern-
ing the role of the Fund. While the Fund could recommend--and indeed had
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recommended in numerous cases--that a certain ceiling be placed on govern-
ment expenditure, it was up to the authorities to determine which expendi-
tures to cut. He wondered whether Ms. Hansen intended to suggest that, in
order to avoid criticism in the event that a Fund-monitored program led to
environmental problems, the Fund should adjust its requirements concerning
macroeconomic ceilings and adjustment, or that it should tell countries how
to handle their environmental problems. The latter course of action would
entail a danger of trying to govern members, and the former would subject
the Fund's macroeconomic advice to caveats concerning the environment.

Ms. Hansen replied that the Fund should at least be armed with the
knowledge to assess situations involving prospective environmental problems
and to call on the advice or assistance of other organizations. While it
was neither desirable nor, indeed, possible to safeguard the Fund against
all forms of criticism, the Fund should not be blindsided, owing to actions
it had unwittingly taken with respect to a member country.

Mr. Quiros suggested that it might be helpful to view the role of the
Fund with respect to the environment in terms of the law of comparative
advantage. Indeed, the founders of the United Nations had used a great deal
of wisdom in establishing separate and specialized institutions to address
various problems within the international community, such as: the United
Nations to maintain peace; UNESCO to promote education, science, and cul-
ture; WHO to improve health standards; FAO to deal with agricultural prob-
lems; ILO to address labor issues; the Fund to maintain stability in the
international monetary system; and the World Bank to deal with problems
related to development.

The law of comparative advantage should be applied in Bank-Fund col-
laboration in determining which institution was better equipped to address
specific problems, and collaboration should be enhanced with respect to
problems that fell within the mandate of both institutions, such as those
of poverty, Mr. Quiros considered. In that context, it should be noted
that the World Bank had already examined the environmental situation of
Eastern Europe, and prospective World Bank lending to countries in that
region amounted to $4 billion, of which $2.4 billion was to be aimed at
reversing environmental degradation.

As the Fund was a global institution, a special unit should be estab-
lished within the Fund only if the world required it, Mr. Quiros concluded.
While the problems of environmental degradation in the Eastern European
region were a serious cause for concern, other issues, such as poverty,
needed to be resolved throughout the world.

Mr. Fogelholm commented that he fully supported Mr. Quiros's comments.
Indeed, the UNEP had been established expressly for the purpose of addres-
sing environmental issues.
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Although many governments were currently engaged in studying envi-
ronmental problems, the Fund’'s traditional approach to such issues was to
abstain from becoming involved under the guise that its mandate could not
be extended, Mr. Fogelholm noted. Indeed, the current involvement of the
Fund in efforts to alleviate poverty represented the furthest step it had
ever taken toward accommodating critics of the organization--and it had
done so elegantly by addressing that issue on a case-by-case basis within
the framework of its existing resources.

Indeed, for several reasons, Mr. Quiros was correct to point out that
the Fund should treat environmental issues along the same lines as poverty
issues, Mr. Fogelholm stated. First, if the Fund extended its mandate
beyond that of offering macroeconomic advice to its members in order to
address problems related to the environment, it would be more open to pres-
sure from critics to also get involved in other social issues, many of which
comprised microeconomic policy choices. Therefore, in order to extend its
work into the area of the enviromment, the Fund would need clear evidence of
a direct short-term linkage between economic policymaking and environmental
concerns. Second, the establishment of a special unit to address environ-
mental issues would leave the Fund more open to criticism from environmen-
talists, because in setting up such a unit, the Fund would acknowledge
responsibility for the environment--an area in which it did not have exper-
tise. Moreover, the example of Eastern Europe given by Ms. Hansen pointed
to another danger, in that the Fund should avoid entering into any debate
concerning alternative energy sources, in particular given the conflict
between various lobbies and interest groups.

Mr. Binay said, with respect to the proposal that a unit should be
established to coordinate with other institutions in addressing environmen-
tal problems, that he wondered whether the Fund had on previous occasions
coordinated with other agencies in addressing other social issues. For
example, had the Fund sought advice from ILO in recommending wage policies
to its members?

Mr. Wright stated that he fully agreed with the comments made by
Mr. Fogelholm. The issue currently under consideration seemed to center
on the extent to which the Fund’'s mandate would justify its becoming
actively involved in environmental issues. If the existing mandate of
the Fund justified such involvement, then the need to address those issues
should be accommodated within the existing structure of the Fund’s opera-
tions. If not, the issue was whether the Fund's work could effectively
be extended into new areas.

In the latter case, he was skeptical about whether an environmental
unit would remain small, Mr. Wright remarked. Previous experience indi-
cated that "special" units within institutions had a tendency not only
to grow, but also to inspire the establishment of other "special" units.
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Nevertheless, if such a unit were established within the Fund--and
he hoped that it would not be--it would clearly entail net costs, which
should be carefully monitored to ensure that resources would not be trans-
ferred away from areas that fell within the mainstream of the Fund's work,
Mr. Wright concluded. Moreover, in the event that a budgetary appropriation

was needed to facilitate the work of an environmental unit, he hoped that
the chairs supporting its establishment would also explicitly support that
appropriation.

Ms. Hansen said that it was not her intention to suggest that the Fund
should devote more attention to environmental issues than to other social
issues. Indeed, the Fund should do less. For example, while the Fund was
considering with its members the design of social safety nets to address
poverty issues, she did not consider that the Fund should become involved
in the design of energy policy. However, the Fund should be aware of the
impact of its policy advice on the environment. For example, the Fund
should be aware that, in failing to insist on appropriate price signals
for a range of alternative energy sources, it might give the impression
that it was tolerating the continued use of brown coal, but not of other
energy sources, thereby, aggravating an already very serious environmental
problem.

The Director of the Fiscal Affairs Department noted that the Fund's
Articles of Agreement were written in a way that would enable it to adapt
to evolving circumstances in the international monetary system. Indeed,
previous experience had demonstrated the ability of the Fund to effectively
address problems that could not have been foreseen at the time the Articles
were drafted in a manner that was consistent with its main objectives.

In recent years, the Fund had received numerous complaints from various
environmental groups that certain Fund-monitored policies had had damaging
effects on the environment, the Director of the Fiscal Affairs Department
said. While the tendency of the Fund in the past was to ignore such criti-
cism on the basis that its traditional mandate did not extend to the con-
gideration of environmental issues, it could become increasingly difficult
for the Fund to continue that stance for two main reasons. First, it was
difficult to define macroeconomic policy in operational terms, as it was
actually the overall result of a variety of tax and expenditure decisions,
many of which involved microeconomic policy choices. Second, recent studies
by the World Bank, the OECD, and other international and national institu-
tions had identified linkages between macroeconomic and structural policies
and the environment. Therefore, it could become increasingly difficult for
the Fund to ignore the complaints of environmentalists in the future, espe-
cially if further evidence indicated that some policies recommended by the
Fund had in fact had significant adverse environmental repercussions.

However, a decision not to ignore environmental issues gave rise
to a number of tactical questions, the Director of the Fiscal Affairs
Department noted. For example, many Directors had suggested that the
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Fund staff should rely on the expertise of other institutions, such as

the World Bank, the OECD, and the UNEP, that were already heavily involved
in matters related to environmental preservation, but the vast amount of
research currently under way in that area pointed to a need to filter out
the information that would be relevant to the Fund’'s work and to disseminate
it appropriately within the Fund. For example, 200 World Bank staff were
currently assigned to tasks involving environmental issues. How could the
knowledge of the World Bank staff be transferred to the Fund staff in an
efficient and timely manner?

In addition, the work of other organizations, including the World Bank
and the UNEP, was related to specific issues or projects, while the Fund
staff would, of course, be most interested in ascertaining how it could
avoid creating or exacerbating environmental problems in the context of
Article IV surveillance and its macroeconomic policy advice, the Director
of the Fiscal Affairs Department added.

Against that background, it did not seem realistic to indicate that
the Fund staff could increase its awareness of environmental problems with-
out providing a means for it to do so, the Director of the Fiscal Affairs
Department concluded. In that connection, and in light of the workload of
existing staff, a few additional staff were needed to gather, filter, and
disseminate relevant information throughout the Fund.

Following some further discussion, Directors agreed that, as a basis
for conclusion of the Board's consideration on the subject, the Managing
Director would put forward a statement, summarizing the discussion and
giving detailed terms of reference for proposed use of staff resources
on environmental issues.

APPROVED: September 17, 1991
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