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1. RATE OF REMUNEP.ATZON, POLICY ON ENLARGED ACCESS, AMI 
ACCESS LINITS - SPECIAL FACILITIES 

"%e E x e c u t i v e  D i r e c t o r s  resumed from t h e  prev ious  meeting (EBM/&3/183, 
12/28/83) t h e i r  d i s c u s s i o n  on t h e  r a t e  of remunera t ion  and t h e i r  c o n s i d e r a -  
t i o n  of t h e  Managing Director 's  s t a t e m e n t  (see EBM/83/183). 
b e f o r e  them s t a f f  papers  o n  t h e  r a t e  of remunera t ion  (EBS/83/237, 11/2/83; 
Sup. 1, 12/20 /83 ;  and Sup. 2 ,  12/22/83)  a s  well as proposed d e c i s i o n s  on 
c e r t a i n  aspects of the  p o l i c y  on  e n l a r g e d  access and t h e  access l i m i t s  f o r  
spec ia l  f a c i l i t i e s  (EBS/83/270, 12/16/83).  

They had 

The Deputy T r e a s u r e r  commented t h a t  f i v e  t a b l e s  1/ would be c i r c u l a t e d  
d u r i n g  t h e  c o u r s e  of t h e  m e e t i n g ,  e s s e n t i a l l y  a l o n g  the l i n e s  he had 
d e s c r t b e d  a t  t h e  p r e v i o u s  meet ing.  Table  2 would i l l u s t r a t e  M r .  Grosche ' s  
p r o p o s a l ,  c i r c u l a t e d  o r i g i n a l l y  as Table  1, amended by t h e  s t a f f  t o  r e p l a c e  
t h e  a v e r a g e  SDR i n t e r e s t  ra te  by t h e  ra te  i n  t h e  l a s t  week of t h e  preced- 
i n g  q u a r t e r  and t h e  r a t e  f o r  t h e  l a s t  week of t h e  c u r r e n t  q u a r t e r .  I t  
s h o u l d  be noted t h a t  one common f e a t u r e  of a l l  t h e  t a b l e s  was t h a t  none 
t o o k  an average  SDR i n t e r e s t  ra te  as a base; a n o t h e r  was t h a t  a l l  t a b l e s  
s t i l l  assumed a 5 p e r c e n t  i n c r e a s e  i n  t h e  c o e f f i c i e n t  on May 1, 1984, 
i r r e s p e c t i v e  of i n%eres t  r a t e  developments.  Tables  3 A  and 3 B  i l l u s t r a t e d  
M r .  Wicks's  p roposa l  and showed t h e  e f f e c t  of h y p o t h e t i c a l  downward f luc-  
t u a t i o n s  i n  t h e  SDR i n t e r e s t  r a t e ,  t h e  c a l c u l a t i o n s  being based on t h e  
d e c l i n e  i n  t h e  SDR r a t e  i n  t h e  preceding  quarter below t h e  lower of a n  
assumed ra te  a s  of A p r i l  30, 1984 o r  t h e  r a t e  used f o r  t h e  l a s t  i n c r e a s e  
i n  t h e  c o e f f l c i e n t ,  o r ,  below t h e  average  in t h e  quarter ended A p r i l  30, 
1984. TPble 4 was e s s e n t i a l l y  t h e  s i m u l a t i o n  r e q u e s t e d  by M r .  Erb ,  show- 
i n g  what would happen to  t h e  r a t e  of r e m u n e r a t i o n  and t h e  r a t e  oE c h a r g e  
i f  t h e r e  w a s  a s h a r p  r ise i n  t h e  SDR i n t e r e s t  r a t e  fol lowed by a subsequent  
d e c l i n e .  Table  5 combined t h a t  s i m u l a t i o n  w i t h  a n  a d j u s t m e n t ,  as  s u g g e s t e d  
by Mr. P o l a k ,  t o  keep t h e  ra te  of remunera t ion  a t  a ra te .  n o t  exceeding  t h e  
SDR i n t e r e s t  ra te .  It had n o t  been p o s s i b l e  t o  complete t h e  f u r t h e r  ca lcu-  
i z t i o n s  r e q u e s t e d  by M r .  P o l a k  on t h e  e f f e c t  of comple te ly  s e p a r a t i n g  t h e  
e f f e c t s  of t h e  SDR i n t e r e s t  r a t e .  

The new t a b l e s  d i f f e r e d  from t h e  t a b l e  d i s c u s s e d  a t  t h e  p r e v i o u s  
meet ing  i n  t h r e e  main ways, t h e  Deputy Treasqirer expla ined .  F i r s t ,  t h e  
a v e r a g e  SDR i n t e r e s t  ra te  had been e l i m i n a t e d  a s  a base ;  second,  t h e  
i n t e r e s t  r a t e  s c e a a r i o s  had been changed; a n d ,  t h i r d ,  t h e  p e r i o d  covered 
by t h e  t a b l e s  hac' been ex tended .  

The s t a f f  r z p r e s e n t a t i v e  from t h e  T r e a c u r e r ' s  Department n o t e d  t h a t  
t h e  d i f f e r e n c e  between Table  3A and  Table  3 B  was t h a t  i n  t h e  l a t t e r  t h e  
r e m u n e r a t i o n  c o e f f i c i e n t  would change o n l y  i f  t h e  SDR i n t e r e s t  ra te  f e l l  
below t h e  lowes t  l e v e l  t h a t  i t  had r e a c h e d  p r e v i o u s l y ,  whi le  in t h e  former ,  
any d e c l i n e  i n  t h e  SDR i n t e r e s t  r a t e  would c a l l  f o r  an  i n c r e a s e  of  t h e  
c o e f f i c i e n t .  S i m i l a r l y ,  t h e  main d i f f e r e n c e  between Tables  4 and 5 con- 
cerned  t h e  l e v e l  of t h e  i n t e r e s t  r a t e  a t  which t h e  ad jus tment  i n  t h e  

- I/ See Appendix I. 
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c o e f f i c i e n t  would take p l a c e .  For i n s t a n c e ,  T a b l e  5 i n c o r p a r a t e d  t h e  
a d  j u s  tment mechanism s u g g e s t e d  by M r  . Polak under  which the  remunera t ion  
c o e f f i c i e n t  would n o t  be a f f e c t e d  u n l e s s  t h e  SDR i n t e r e s t  r a t e  f e l l  below 
t h e  leve l  a t  t h e  beginning  of t h e  whole period--April  3 0 ,  1984; t h a t  
mechanism would p r o v i d e  f o r  a s lower  a d j u s t m e n t .  In c o n t r a s t ,  T a b l e s  ;A 
and 4 i n c o r p o r a t e d  t h e  method proposed by M r .  E r b ,  under  which any f a l l  
i n  t h e  SDR i n t e r e s t  r a t e ,  even a d e c l i n e  from a l eve l  above t h a t  of 
A p r i l  3 0 ,  1984 t o  which t h e  SDR ra te  might  have r i sen  s u b s e q u e n t l y ,  would 
t r i g g e r  ,an adjus tment  i n  t h e  r e m u n e r a t i o n  c o e f f i c i e n t .  

M r .  Trowse observed t h a t  a n o t h e r  i m p o r t a n t  common f e a t u r e  of a l l  t h e  
models was what might  be c ~ ' 1 e d  t h e  g e a r i n g  r a t i o  of lO:l, t o  which t h e  
Deputy T r e a s u r e r  had r e f e r r e d  a t  t h e  p r e v i o u s  meet ing  b u t  which had not  
been d i s c u s s e d .  It was n o t  clear t o  him whether  t h a t  r a t i o  was t h e  r e s u l t  
of u s i n g  v a r i o u s  a s s u m p t i o n s ,  f o r  i n s t a n c e ,  w i t h  respect to t h e  l e v e l  of 
t h e  Fund's  reserves. B u t ,  i f  a c h o i c e  was t o  be made, i t  seemed Lo him 
n e c e s s a r y  t o  d i s c u s s  t h e  s i g n i f i c a n c e  of t h e  r a t i o ,  which had a n  i m p o r t a n t  
b e a r i n g  on t h e  r a t e  of remunera t ion  and r a t e  of charge .  

The Deputy T r e a s u r e r  e x p l a i n e d  t h a t  t h e  1O:l r a t i o  had been used by . 
M r .  Polak i n  h i s  example and by M r .  Grosche i n  h i s  p r o p o s a l  as w e l l .  T h e  
s t a f f  had t h o u g h t  i t  not  u n r e a s o n a b l e ,  bu t  any r a t i o ,  such  as t h e  one 
s u g g e s t e d  by M r .  d e  Maulde of 16:1, c o u l d  have been used j u s t  as e a s i l y .  

- 
M r .  Po lak  s a i d  t h a t  he had chosen  a f i g u r e  t h a t  would l e a d  t o  a change 

i n  t h e  ra te  of remunera t ion  t h a t  was a t  l ea s t  e q u a l  t o  t h e  change i n  t h e  
SDR i n t e r e s t  r a t e .  To o b t a i n  a p r e c i s e  cor respondence ,  t h e  g e a r i n g  r a t i o  
would have t o  be d i f f z r e n t  f o r  each  i n t e r e s t  r a t e .  A r a t i o  of 1O:l worked 
e x a c t l y  up t o  a n  i n t e r e s t  r a t e  of 10 p e r c e n t ;  f o r  any r a t e  below 10 per-  
c e n t ,  t h e r e  was some leeway. 

M r .  Prowse commented t h a t  t h e r e  was nc p a r t i c u l a r  b e n e f i t  i n  a propor- 
t i o n a t e  change;  i t  might  be c o n s i d e r e d  a s v i s a b l e  t o  have one t h a t  was, s a y ,  
h a l f  t h e  s i z e  o r  t w i c e  a s  much as t h e  change i n  t h e  i n t e r e s t  ra te .  The 
E x e c u t i v e  Board s h o u l d  t a k e  a d e c i s i o n  i.n f u l l  knowledge of all t h e  r e s u l t s .  

The Chairman e x p l a i n e d  t h a t  t h e  t a b l e s  would show whether ,  under  t h e  
d i f f e r e n t  i n t e r e s t  r a t e  s c e n a r i o s ,  t h e r e  would be a smooth t r a n s i t i o n - -  
w i t h o u t  t o o  many a b r u p t  changes  o r  w i t h o u t  a l a r g e  ad jus tment  e i t h e r  a t  
t h e  end o r  a t  t h e  b e g i n n i n g  of t h e  period--toward t h e  o b j e c t i v e  sought  by 
M r .  Grosche of e q u a l i t y  between t h e  ra te  of r e m u n e r a t i o n  and t h e  SDR 
i n t e r e s t  r a t e  by May 1, 1987. 

Mr. Prowse remarked t h a t  one of t h e  f a c t o r s  t o  be s e r i o u s l y  c o n s i d e r e d  
would indeed  be t h e  rate of a d j u s t m e n t  in t h e  middle of t h e  p e r i o d .  

The Deputy T r e a s u r e r  commented t h a t  a n  i n t e r e s t i n g  f e a t u r e  of  t h e  
t a b l e s  was t h a t ,  a s  t h e  c o e f f i c i e n t  r o s e ,  i t  tended  t o  o f f s e t  t h e  d e c r e a s z  
i n  t h e  ra te  of r e m u n e r a t i o n  when i n t e r e s t  ra tes  were f a l l i n g .  The e f f e c t  
w a s  n o t  b u i l t  i n t o  t h e  1O:l r a t i o ;  t h e  tendency was a f u n c t i o n  o f  t h e  pro- 
f i l e  of i n t e r e s t  r a t e  changes assumed i n  t h e  t a b l e ,  which was f a i r l y  smooth 
and n o t  n e c e s s a r i l y  r e a l i s t i c .  
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Plr. Prowse asked  wh-ther ,  i f  t h e  n e t  income t a r g e t  remained unchanged 
and if t h e r e  was a 10:1 gearing r a t i o ,  a f a l l  i n  t h e  SDk i n t e r e s t  ra te  
would of i t s e l €  provide  enough of a money e L f e c t  t o  o f f s e t  t h e  c o s t  of 
i n c r e a s i n g  t h e  c o e f f i c i e n t ,  or whether  t h e r e  would be a p o s i t i v e  o r  nega- 
t i v e  impac.t on  actual n e t  income. 

The Deputy T r e a s u r e r  r e p l i e d  that t h e  outcome would depend on the 
s i z e  of t h e  f a l l  i n  t h e  SDR i n t e r e s t  r a t e  and on  the  estimated s i ze  of 
b a l a n c e s  s u b j e c t  to remut ie ra t ion  and t o  c h a r g e s ,  which had of c o u r s e  been 
h e l d  c o n s t a n t  i n  t h e  t a b l e s .  It s h o u l d  be r e c a l l e d  t h a t  t h e  E x e c u t i v e  
Board had agreed  not  t o  change Rule 1-6, which e s t a b l i s h e d  t h e  n e t  income 
t a r g e t  and t h e  ra te  of charge .  A f a l l  i n  t h e  SDR i n t e r e s t  ra te  would have  
a n  impact o n  t h e  estimates of n e t  income f o r  t h e  f o l l o w i n g  s ix  months, bu t  
i f  t h e  t a r g e t  was met and n e t  income p e r i n i t t e d  i t ,  t h e  E x e c u t i v e  Board 
c o u l d  e i t h e r  a g r e e  t o  an a u t o m a t i c  a d j u s t m e n t  i n  t h e  ra te  of r e m u n e r a t i o n ,  
in accordance  w i t h  p r e s e n t  Rule  1 - 6 ( 4 ) ( b ) ,  o r  change i t  in a c c o r d a n c e  w i t h  
a formula t o  be i n c o r p o r a t e d  i n  Rule 1-10 based  on an  agreement reached  
a t  t h e  p r e s e n t  meet ing.  

Mr. Moerke s a i d  t h a t  when Mr. Grosche had made h i s  p r o p o s a l ,  h e  had 
n o t  had 8 s p e c i a l  r a t L  i n  mind. 
ra te  of re raunera t ion  t o  i n c r e a s e  d u r i n g  t h e  f i r s t  18  months w i t h o u t  having  

His b a s i c  idea had been t o  p e r m i t  t h e  

- t o  i n c r e a s e  charges  

The Chairman remarked t h a t  t h e  o b j e c t i v e  was met under  t h e  v a r i o u s  
assumpt ions  on which Table  2 w a s  c o n s t r u c t e d .  There would be a s t a b i l i z a -  
t i o n  of t h e  r a t e  of c h a r g e  under  t h e  formula  proposed by Mr. Grosche. 

The Deputy T r e a s u r e r  added,  i n  -:esponse t o  a q u e s t i o n  by t h e  Chairman, 
t h a t  w i t h  a d e c l i n e  i n  t h e  SDR i n t e r e s t  r a t e  of 2 p e r c e n t a g e  p o i n t s ,  
i n s t e a d  of 1 p e r c e n t a g e  p o i n t ,  t h e  r e s u l t s  would be t h e  same, a g a i n  f o r t u -  
i t o u s l y  because of t h e  i n t e r e s t  r a t e  s c e n a r i o s  assumed, but  t h e  p e r i o d  
would be s h o r t e n e d  because t h e  e q u a l i t y  of t h e  two rates would be reached  
much e a r l i e r  . 

Mr. Conrad0 remarked c h a t  i f  t h e  r a t e  of i n t e r e s t  f e l l  s u f f i c i e n t l y  
f a s t ,  bo th  t h e  ra te  of remunera t ion  and  t h e  r a t e  of  c h a r g e  c o u l d  
v a r y .  

The Chairman responded t h a t  e q u a l i t y  would be reached s o o n e r ,  and i t  
would be unnecessary  t o  p r o v i d e  f o r  t h e  ca tch ing-up  p e r i o d  mentioned i n  
Mr. Grosche ' s  p r o p o s a l .  

Mr. Prowse added t h a t ,  as a g e n e r a l  p r o p o s i t i o n ,  i t  would seem l e g i t -  
imate  t o  make an  e x a c t  compensat ion f o r  downward changes i n  t h e  SDR i n t e r e s t  
r a t e  and t h e  i n c r e a s e  i n  t h e  r e m u n e r a t i o n  c o e f f i c i e n t  s o  t h a t  t h e r e  would 
be no e f f e c t  on t h e  n e t  income p o s i t i o n .  The r a t i o  of t h e  new and o l d  
c o e f f i c i e n t s  c o u l d  be r e l a t e d  t o  t h e  r a t i o  of t h e  new and o l d  i n t e r e s t  
races so t h a t  n e t  income s u r p l u s e s  would n o t  emerge as t h e  r a t e  of  d e c l i n e  
i n  t h e  SDR r a t e  i c c r e a s e d .  
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Mr. Erb remarked t h a t  t h a t  would be a n o t h e r  way of saying t h a t  t h e  
e f f e c t i v e  rate of r e m u n e r a t i o n  shou ld  be he ld  coastanc until. the coefff- 
c i e n t  r eached  100 percent. 

M r .  Conrado remarked t h a t  he had unde r s tood  that t h e  i d e a  wits t o  
d e v i s e  a sys tem under  which c h a r g e s  would n o t  be i n c r e a s e d ;  any net 
a d d i t i o n a l  income would i n  any e v e n t  be used t o  i n c r e a s e  the rate of 
r emuae r B t i o n  .. 

M t .  Erb  s a t d  t h a t  i t  was a matter of d i f f e r e n t  assuinptions as to. what 
w a s  h e l d  c o n s t a n t .  Holding t h e  e f f e c t i v e  r a t e  of remuneration c o n s t a n t ,  
under  the  assumption t h a t  i n t e r e s t  rates f e l l ,  and a d j u s t i n g  t h e  c o e f f i -  
cient would mean t h a t  t h e  impact  of the i n c r e a s e  i n  th*  C o e f f i c i e n t  on 
tne r e m u n e r a t i o n  rate would be s t e r i l i z e d ,  and t h a t  t h e  e f f e c t  O R  c h a r g e s  
c o u l d  n o t  be de t e rmined ,  because  of t h e  impact: of o t h e r  f a c t o r s .  It would 
be d i f f e r e n t  i f  t h e  rate of charge was h e l d  c o n s t a n t  from t h e  beg inn ing  
because  of t h o s e  o t h e r  f a c t o r s ,  which would va ry .  

M r .  Conrado remarked t h a t  M r .  de  Maulde 's  o r i g i n a l  p r o p o s a l  was f o r  
a sys t em i n  which t h e  c o e f f i c i e n t  cou ld  be i n c r e a s e d  wi thou t  a n y  i n c r e a s e  
in c h a r g e s ,  which would be f i x e d ,  and a d d i t i o n a l  n e t  income would be used 
f o r  r emunera t ion .  

The Executi7:e D i r e c t o r s  exchanged views o n  t h e  d r a f t  CAhles circ.u- 
l a t e d ,  making v a r i o u s  r e q u e s t s  f o r  t e c h n i c a l  c l a r i f i c a t i o n s .  A f t e r  some 
d i s c u s s i o n ,  i t  was agreed  t h a t  qome c o r r e c t e d  t a b l e s  would have t o  be 
d i s t r i b u t e d .  - 1/ 

M r .  Zhang ques t ioned  t h e  v a l u e  of t he  t a b l e s ,  which were based on 
f o r e c a s t s  of i n t e r e s t  rates t h a t  c o u l d  prove u n r e a l i s t i c .  It might  be 
b e t t e r  t o  make annual  a d j u s t m e n t s  i n  t h e  r emunera t ion  c o e f f i c i e n t  on a 
r e t r o a c t i v e  b a s i s .  

The Chairman responded t h a t  because  the Fund had a lways  avoided 
f o r e c a s t i n g  i n t e r e s t  r a t e  deve lopments ,  t h e  Execu t ive  Board cou ld  o n l y  
be asked t o  c o n s i d e r  what would happen unde r  v a r i o u s  h y p o t h e t i c a l  cir-  
cumstances.  Annual a d j u s t m e n t s  had i n  fa r - t  been i n c l u d e d  i n  one of t h e  
proposed formulas  . 

M r .  Salehkhou observed  t h a t  agreer;.c;lc on t h e  o b j e c t i v e  of a remuner- 
a t i o n  c ; e f f i c l e n t  of 100 p e r c e n t ,  t o  be r eached  a c c o r d i n g  t o  a g i v e n  
timetable, was presupposed i n  a l l  t h e  t a b l e s .  Yet t h e r e  was no consensus  
OD those two i s s u e s ,  and u n l e s s  t h e r e  was, he saw no p o i n t  i n  c o n s i d e r i n g  
f u r t h e r  c a i c u l a t i o n s .  

The Chairman r e p l i e d  t h a t  t h e  s t a f f  iiad provided  examples i l l u s t r a t i n g  
v a r i o u s  methods proposed by E x e c u t i v e  D i r e c t o r s  f o r  r a i s i n g  the  r a t e  oE 
r e m u n e r a t i o n  s imply  t o  show t h e  consequences .  

- 1/ For  c o r r e c t e d  T a b l e s  3 A ,  3B, and 5 ,  s e e  Appendix 11. 
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E x e c u t i v e  D i r e c t o r s  agreed t o  a d j o u r n  i n  o r d e r  t o  g i v e  t h e m s e l v e s  a n  
opportunity to look more c l o s e l y  a t  the  tables.  

Yhe: meetfng was a d j o u r n e d  a t  4:20 p,m,  and reconvened a t  5:05 p.m. 

Mr. Malhot ra  s t a t e d  t h a t  t h e  p o s i t i o n  of h i s  c h a i r  had been t h a t  any 
i n c r e a s e  In t h e  rate of r e m u n e r a t i o n  t h a t  would at  present lead to an 
i n c r e a s e  i n  t h e  ra te  of c h a r g e  would be moat i n a p p r o p r i a t e .  But c o n s i d e r -  
ing t h e  v iewpoin t  of others, and d e s p i t e  h i s  Lack of c o n v i c t i o n  about t h e  
j u s t i f i c a t i o n  f o r  it a t  t h e  present d i f f i c u l t  time, h e  c o d d  n e v e r t h e l e s s  
accede  t o  an i n c r e a s e  in t h e  remunera t ion  c o e f f i c i e n t ,  t o  a p o i n t  t o  be 
a g r e e d .  His p r e f e r e n c e  would be f o r  a n  i n c r e a s e  I n  t h e  c o e f f i c i e n t  from 
85  p e r c e n t  t o  87.5 p e r c e n t ,  o r  t o  88 p e r c e n t  i f  t h a t  was c o n s i d e r e d  more 
a p p r o p r i a t e ,  Like e v e r y  o t h e r  p o l i c y  of  t h e  Fund, t h a t  r e l a t i n g  t o  
remunera t ion  could  be reviewed a t  any  t i m e ;  in t h e  p r e s e n t  case i t  c o u l d  
be reviewed every  y e a r .  I n  s h o r t ,  h e  s u p p o r t e d  t h e  p o s i t i o n  t a k e n  by 
Ms. Zhang. 

M r .  Mtei r e c a l l e d  t h a t ,  l i k e  Mr. Malhot ra ,  he had p r e v i o u s l y  i n d i c a t e d  
t h a t  h e  might be a b l e  t o  a g r e e  t o  an  arrangement  t h a t  g u a r a n t e e d  t h a t  t h e  
r a t e  of remunera t ion  would be r a i s e d  g r a d u a l l y ,  as c i r c u m s t a n c e s  p e r m i t t e d ,  
t o  whatever  l e v e l  w a s  c o n s i d e r e d  a p p r o p r i a t e ,  provided t h a t  i t s  impact on 
o t h e r  Fund o p e r a t i 2 n s  was t a k e n  i n t o  a c c o u n t .  T h e r e f o r e ,  h e  c o n s i d e r e d  
t h a t  t h e  Execut ive  Board s h o u l d  a g r e e  s i m p l y  t o  s t a t e  t h a t  under t h e  
Art ic les  of Agreement, t h e  r a t e  of r e m u n e r a t i o n  could  be i n c r e a s e d  t o  a 
maximum of  100 p e r c e n t  of t h e  SDR r a t e ,  r a t h e r  t h a n  s t a t i n g  t h a t  t h e  ra te  
o f  remunera t ion  should  be i n c r e a s e d  p r o g r e s s i v e l y  t o  e q u a l i t y  w i t h  t h e  SDR 
i n t e r e s t  rate.  The Articles d i d  i n  f a c t  e n j o i n  t h e  Execut ive  Board t o  
t a k e  i n t o  account  t h e  ra te  of c h a r g e  i n  c o n s i d e r i n g  t h e  r a t e  of remunera- 
t i o n .  It  would t h e n  n o t  be n e c e s s a r y  t o  impose t h e  t i m e  l i m i t  of  May 1, 
1987. On May 1, i 9 8 4 ,  t h e  r a t e  of r e m u n e r a t i o n  could  be i n c r e a s e d  t o ,  
s a y ,  87.5 p e r c e n t  of t h e  SDR i n t e r e s t  r a t e ,  w i t h  f u r t h e r  i n c r e a s e s  be ing  
de termined  by t h e  E x e c u t i v e  Board i n  t h e  l i g h t  of e v o l v i n g  c i rcumstances  
over t h e  n e x t  t h r e e  o r  f o u r  y e a r s .  I n  t h a t  way, t h e  Execut ive  Board 
would have  enough f l e x i b i l i t y  t o  se t t le  on an a p p r o p r i a t e  t a r g e t ,  having 
r e g a r d  t o  a l l  f a c t o r s  a f f e c t i n g  t h e  i n t e r n a t i o n a l  economy. 

M r .  Erb  observed t h a t  it was a v e r y  b i g  l e a p  from Mr. Grosche 's  p r o -  
posed formula  t o  t h e  o t h e r  p r o p o s a l  p u t  forward f o r  moving t h e  c o e f f i c i e n t  
u p  to 88 Fercent  o r  87 .5  p e r c e n t .  
d u r i n g  t h e  c o u r s e  of t h e  d i s c u s s i o n  needed t o  be k e p t  i n  mind. The f i r s t  
was t h a t  any a d j u s t m e n t  o f  t h e  r a t e  of r e m c n e r a t i o n  t o  100 p e r c e n t  of t h e  
SDR i n t e r e s t  r a t e  s h o u l d  b e  made b e f o r e  d i s c u s s i o n s  began on t h e  Ninth 
Genera l  Review of Quotas ,  which presumaSly would be sometime i a  e a r l y  1987 
a t  t h e  l a t e s t .  Second, and perhaps  t h e  o v e r r i d i n g  p o i n t ,  was t h a t  most 
D i r e c t o r s  d i d  not  want a sudden l a r g e  i n c r e a s e  i n  t h e  c o e f f i c i e n t  t o  l e a d  
t o  a p r e c i p i t o u s  movement i n  t h e  r a t e  of remunera t ion  and t h e  ra te  of 
c h a r g e .  It  was t h e r e f o r e  n e c e s s a r y  t o  f o r m u l a t e  a p l a n  f o r  a d j u s t i n g  t h e  
c o e f f i c i e n t  upward o v e r  t i m e .  To take a s t e p  on May 1, 1984 of t h e  o r d e r  
o f  magni tude mentioned by M r .  Ma1ho;ra and M r .  Mtei,  would l e a v e  a much 
l a r g e r  gap t o  be a d j u s t e d  a t  some p o i n t  in t h e  f u t u r e  i n  o r d e r  t o  r e a c h  
100 p e r c e n t .  

Two p o i n t s  t h a t  had come t o  l i g h t  
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Mr- Pctlak agreed with Nr. Etb tha t  t h e  nost serious e f i o t t ,  p o s s i b l e  
should be made t 3  r e a c h  agreement on rhae Grosche proposal b e f o r e  t a k i n g  
u p  o t h e r  proposals.  H e  w a s  p repared  t o  a c c e p t  M t ,  Gros&c*s  proposal. 

Ht, P i c b r i n g  remarked thtzt: h i s  a u t h o r i t i e s  would be p r e p a r e d  to 
a c c e p t  a p r o p o s d  based on t h e  C X I ~  submitted by Xr. Crosche a t  EBM/83/182, 
possibly amended to  c a l c u l a t e  f u r t h e r  i n c r e a s e s  i n  t h e  remunera t ion  r a t e  
from a bast p e r i o d  r a t h e r  t h a n  on a n  a v e r a g e  ra te  in t h e  preceding  period. 
The methods i l l u s t r a t e d  i n  the la tes t  t a b l e s  p r e s e n t e d  more d i f f i c u l t i e s .  
For example,  Mr. E r b ' s  proposal, a s  s i m u l a t e d  in T a b l e s  4 and 5 ,  which 
would a l l o w  fo r  some iricrease i n  t h e  ra te  of remunera t ion  i f  t h e  SDR 
i n t e r e s t  rate i n c r e a s e d  by a l a r g e  amount and + h e n  f e l l  back, w a s  n o t  
a c c e p t a b l e  t o  h i s  a u t h o r i t i e s .  Nor would h i s  a u t h o r i t i e s  w i s h  t o  a c c e p t  
con t inuous  c o r r e c t i o n s  of t h e  r a t e  as  i n t e r e s t  rates r o s e  and f e l l .  
Mr. Grosche 's  o r i g i n a l  p r o p o s a l  d i d  n o t  c o n t a i n  e i t h e r  of t h o s e  two 
f e a t u r e s .  

Mr. Wicks s a i d  t h a t  he would be g r a t e f u l  t o  Mr. E r b  f o r  a f u l l e r  
e x p l a n a t i o n  of the approach h e  was s k e t c h i n g  o u t ,  because t h e  I m p l i c a t i o n s  
were n o t  f u l l y  a p p a r e n t  t o  him. 

D e s p i t e  t h e  v e r y  d i f f e r e n t  a t t l t u d e s  t a k e n  d u r i n g  t h e  d i s c u s s i o n ,  
Mr. Wlcks c o n t i n u e d ,  E x e c u t i v e  D i r e c t o r s  n e v e r t h e l e s s  seemed t o  h o l d  some 
p o i n t s  in common. Most were w i l l i n g  t o  accept some i n c r e a s e  i n  t h e  remu- 
n e r a t i o n  c o e f f i c i e n t  on  May 1, 1984, a l t h o u g h  whether  t h e  i n c r e a s e  s h o u l d  
be t o  87/88 p e r c e n t  o r  t o  9 0  p e r c e n t  was an unreso lved  q u e s t i o n .  
D i r e c t o r s  wanted t o  b u i l d  i n t o  t h e  d e c i s i o n  a n  o p p o r t u n i t y  t o  r e v i e w  t h e  
r a t e  of r e m u n e r a t i o n  and t h e  consequent  l e v e l  of c h a r g e s .  Some D i r e c t o r s  
were s e e k i n g  a c l e a r l y  d e f i n e d  program under  which i t  would be known i n  
advance  t h a t  t h e  r e m u n e r a t i o n  c o e f f i c i e n t  would reach  1Cc) p e r c e n t  by  a 
c e r t a i n  d a t e ;  t h a t  approach was o b v i o u s l y  c a u s i n g  r e a l  d i f f i c u l t i e s  f o r  
some o t h e r  D i r e c t o r s .  

Most 

But t h e r e  was a n o t h e r  way, M r .  Wicks c o n s i d e r e d ,  which might  be ca l led  
an open-ended Grosche a p p r o a c h ,  i n c o r p o r a t i n g  a p r o p o s a l  made a t  one s t a g e  
by M r .  de Maulde. It would be agreed  t h a t  t h e r e  should  be a one-s tep  
i n c r e a s e  on May I, 1984; c o n s e q u e n t l y ,  f a l l s  i n  t h e  SDR i n t e r e s t  ra te  
would r e s u l t  in i n c r e a s e s  in t h e  ra te  of r e m u n e r a t i o n ,  which, i t  was hoped,  
o v e r  a p e r f - d  of t i m e  would r e a c h  100 p e r c e n t  of t h e  SDR i n t e r e s t  rate. 
O f  c o u r s e ,  t h a t  might t a k e  a l o n g  t ime--poss ib ly  many years--and severa l  
D i r e c t o r s  wanted t o  see e q u a l i t y  of t h e  rates much sooner .  C e r t a i n l y ,  
many p a r l i a m e n t s ,  i n c l u d i n g  h i s  own, had well-known l e g i s l a t i v e  problems 
i n  a p p r o v i n g  q u o t a  i n c r e a s e s ;  q u e s t i o n s  were always r a i s e d  about  t h e  c o s t  
of an i n c r e a s e  i n  a c o u n t r y ' s  quota .  T h e r e f o r e ,  some Fund members needL3 
a c e r t a i n  a s s u r a n c e  t h a t  t h e  r e m u n e r a t i o n  c o e f f i c i e n t  would be 100 p e r c e n t  
by t k e  t i m e  of t h e  Ninth Quota Review. But p e r h a p s  E x e c u t i v e  Directors 
might be willing n o t  t o  t a k e  a d e c i s i o n  a t  t h e  p r e s e n t  s t a g e  on t h e  p r e c i s e  
d a t e  a t  which e q u a l i t y  s h o u l d  be r e a c h e d ,  d e c i d i n g  only t o  move toward t h a t  
o b j e c t i v e  o v e r  a p e r i o d  of t i m e ,  i n  t h e  manner he h&d s u g g e s t e d .  H e  was 
w i l l i n g  to have h i s  s u g g e s t i o n  explored f u r t h e r ,  u n l e s s  it w a s  u n a c c e p t a b l e  
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t o  o t h e r s ,  a l t h o u g h  he c o u l d  n o t  be s u r e  t h a t  h i s  a u t h o r f r i e s  would agree 
w i t h  i t .  It. went w i t h o u t  s a y i n g  t h a t  h i s  p r o p o s a l  would have coasequences 
for the position he had t a k e n  on other related matters. 

Mr. d e  Maulde s a i d  t h a t  he gave h i s  f u l l  s u p p o r t  to Mr. Wicka's pro- 
posal ,  whieh resembled t h e  method he h imsel f  had o r i g i n a l l y  proposed. 

Mr. Hirac remarked t h a t  a n  i n t e r e s t i n g  combina t ion  oE prGposa2.s had 
been p u t  forward by E x e c u t i v e  D i r e c t o r s  t h d t  provided  a good b a s i s  f o r  
agreement .  H e  c o u l d  s u p p o r t  t h e  Grosche p r o p o s a l ,  a s  modi f ied  by t h e  
s t a f f ,  or as i t  might be F u r t h e r  modi f ied  t o  a v o i d  t h e  drawbacks of t h e  
o r i g i n a l  v e r s i o n .  We had no strong p r e f e r e n c e s  r e g a r d i n g  the t e c h n i c a l  
m o d a l i t i e s  t o  be employed d u r i n g  r h e  i n t e r m e d i a t e  p e r i o d  a s  lorlg as t h e  
r a t e s  were e q u a l i z e d  w i t h i n  t h e  s p e c i f i e d  time. 

M r .  Erb added Chat t h e  v a r i a t i o n  of t h e  Grosche proposal t h a t  would 
be a c c e p t a b l e  t o  him would i n c l u d e  some of t h e  t e c h n i c h l  changes sugges ted  
by t h e  s t a f f  a t  t h e  p r e v i o u s  meet ing ,  i n c l u d i n g  use of t h e  SDR i n t e r e s t  
ra:e i n  t h e  last week of t h e  q u a r t e r  r a t h e r  t h a n  a q u a r t e r l y  a v e r a g e  rate.  
However, i t  would a l s o  be i m p o r t a n t  t o  make ?revision f o r  a d j u s t i n g  t h e  
base on which t h e  Grosche p l a n  would be implemented a t  t h e  beginning  of 
each year, depending on t h e  level t o  which i n t e r e s t  ra tes  had moved a t  
t h e  end of t h e  preceding  y e a r .  I n  t h a t  way, a p o i n t  would n e v e r  be 
reached  at which l a r g e  d i s c r e t e  upward a d j u s t m e n t s  i n  t h e  remunera t ion  
c o e f f i c i e n t  would have t o  be reade i f  no a d j u s t m e n t s  were made under  t h e  
o r i g i n a l  Grosche formula  based on f a l l s  i n  t h e  a v e r a g e  SDR i n t e r e s t  r a t e ,  
i n  t h e  p e r i o d  from May 1, 1384 t o  October  1, 1985. The a d j u s t m e n t  i n  t h e  
c o e f f i c i e n t  and i t s  impact would be smoother.  I n  a d d i t i o n ,  i f  t h e r e  w a s  
a n  upward d r i f t  i n  i n t e r e s t  ra tes  o v e r  t h e  c o u r s e  of t h e  f o l l o w i n g  year ,  
i t  would be r e f l e c t e d  i n  t h e  e s t a b l i s h m e n t  of a new base p e r i o d  a t  t h e  
beginning  of t h e  subsequent  y e a r .  

M r .  de  Maulde remarked t h a t  i t  d i d  not  seem r e a s o n a b l e  t o  p r o v i d e  
f o r  y e a r i y  a d j u s t m e n t s  when t h e  p e r i o d  c o n t e m p l s t e d  i n  Mr. Grosche ' s  
method w a s  f r o m  May 1, 1984 to J a n u a r y  I, 1986; o n l y  o n e  y e a r l y  a d j u s t m e n t  
would b e  made, i f  he  u n d e r s t o o d  Mr. E r b ' s  method c o r r e c t l y .  

Mr. Polak  commented t h a t  he c o u l d  no l o n g e r  s u p p o r t  t h e  Grosche pro- 
p o s a l  i€ i t  w a s  hardened  s u b s t a n t i a l l y ,  ab proposed by Mr. Erb. 

Mr, Wicks remarked t h a t  under Mr. G r o s c h e ' s  o r i g i n a l  p r o p o s a l ,  a 
date w a s  s p e c i f i e d  by which t h e  r e m u n e r a t i o n  c o e f f i c i e n t  would r e a c h  
100 p e r c e n t .  The o t h e r  p r o p o s a l  t h a t  had been mooted would n o t  n e c e s s a r -  
i l y  s p e c i f y  t h e  d a t e ,  a l t h o u g h  t h e r e  c o u l d  be a one-s tep  increase i n  t h e  
remunera t ion  c o e f f i c i e n t  on May 1, 1984, and t h e  r a t e  of remunera t ion  
c o u l d  c o n t i n u e  t o  r ise  t h e r e a f t e r ,  c o r r e s p o n d i n g  t o  f a l l s  i n  t he  i n t e r e s t  
r a t e .  That  p r o p o s a l  s h o u l d  n o t  be r e g a r d e d  as a hardening  Qf t h e  formula ,  
bu t  i n  a s e n s e  a s  a s o f t e n i n g  of i t .  

The C ? l a i r m a n  remarked ttict i t  would be n e c e s s a r y  under  such a v a r i a -  
t i o n  of L-lr. G r o s c h e ' s  p r o p o s a l  t o  d e f i n e  a method f o r  a d j u s t i n g  t h e  r a t e  
of remunera t ion  i n  r e l a t i o n  t o  changes i n  t h e  i n t e r e s t  ra te .  
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Mr. Erb said c h a t  h f s  s u g g e s t i o n  w a s  for a method somewhere between 
Mr. Wicks's p r o p o s a l  and Mr. Grosche ' s  o r i g i n a l  p r o p o s a l .  H i s  s u g g e s t i o n  
would not harden  Mr. Crasche*s p r o p o s a l  but would smooth o u t  the a d j u s t -  
uents  by s o f t e n i n g  t h e  c h a n c e  of ,z sudden l a r g e  upward a d j u s t m e n t  betrween 
October 1985 and May 1987, or  even i n  the p r e c e d i n g  p e r i o d  from Nag 1, 
1984, If t h e r e  was a n  upward d r i f t  En i n t e r e s t  rates, the new b a s e  would 
be set at t h e  b e g i n n i n g  of 1985; i f  t h e r e  was s u b s e q u e n t l y  a downward 
drift in irtterest rates,  t h e  a d j u s t m e n t  in t h e  r e m u n e r a t i o n  c o e f f i c i e n t  
would begin  a t  t h a t  p o i n t  and  would n o t  be d e l a y e d  u n t i l  t h e  t h r e e  d i s c r e t e  
i n c r e a s e s  were made l a t e r  i n  t h e  p e r i o d .  His p r o p o s a l  was w i t h i n  t h e  con- 
text oE the Crosche method, which would n o t  be changed i n  any major  way; 
i t  would s i m p l y  make provision far s e t t i n g  a new base, and  a l lowed f o r  
some a d j u s t m e n t  of t h e  r e m u n e r a t i o n  r a t e  ea r l ie r  i n  1985 t h a t  o t h e r w i s e  
might not t a k e  p l a c e  u n t i l  t h e  end of 1985. 

Mr. d e  Maulde remarked t h a t  h e  w a s  p r e p a r e d  t o  go a l o n g  w i t h  
Mx. G r o s c h e ' s  method, w i t h  t h e  v a r i o u s  amendments advanced by M r .  P o l a k ,  
i n c l u d i n g  t h e  u s e  of t h e  SDR rate i n  t h e  last  week of t h e  q u a r t e r  and i n  
p a r t i c u l a r  t h e  p r o v i s i o n  f o r  s e t t i n g  t h e  r a t e  of remunera t ion ,  i f  neces-  
s a r y ,  a t  a l e v e l  t h a t  would r e d u c e  t h e  r a t e  of c h a r g e  t o  t h e  SDR i n t e r e s t  
ra te .  There  might also be some a d v a n t a g e ,  as P f r .  P o l a k  had mentioned a t  
the p r e v i o u s  m e e t i n g ,  i n  working o u t  a method f o r  c o n t i n u i n g  t o  t a k e  
a c c o u n t  of f u r t h e r  d e c l i n e s  i n  i n t e r e s t  r a t e s .  A s  he had a l r e a d y  s r a t e d ,  
h e  was w i l l i n g  t o  accept M r .  G r o s c h e ' s  method j.f t h e  p e r i o d  d u r i n g  which 
i t  would apply  was extended  from two y e a r s  t o  f o u r  y e a r s .  He might  a l s o  
be p r e p a r e d  t o  go a l o n g  w i t h  a s h o r t e r  p e r i o d  t h a t  would c o i n c i d e ,  f o r  
i n s t a n c e ,  w i t h  t h e  b e g i n n i n g  of t h e  N i n t h  Quota Review, i f  i t  c o u l d  be 
shown t h a t  t h e  n e x t  q u o t a  e x e r c i s e  would b e g i n  w i t h i n  f i v e  y e a r s .  Of 
c o u r s e ,  h i s  a c c e p t a n c e  of t h e  Grosche method f o r  a p e r i o d  of l ess  t h a n  
f o u r  years would depend upon a p p r o v a l  of  t h e  Managing D i r e c t o r ' s  compro- 
mise p r o p o s a l  f o r  a n  a c c e s s  l i m i t  of 85 p e r c e n t  f o r  t h e  compensatory 
f i n a n c i n g  f a c i l i t y .  

M r .  E r b  e x p l a i n e d  t h a t  i n  a c c e p t i n g  the. Grosche p r o p o s a l ,  w i t h  t h e  
m o d i f i c a t i o n s  t h a t  he h i m s e l f  had s u g g e s t e d ,  h e  was n o t  a t  t h e  same time 
a c c e p t i n g  M r .  P o l a k ' s  amendment t o  t h a t  p r o p o s a l ,  which would create  
s e r i o u s  problems f o r  him. Because t h e  p e r i o d  OE a d j u s t m e n t  under  
Mr. G r o s c h e ' s  method would be a l e n g t h y  o n e ,  h e  would have d i f f i c u l t y  
going  beyond a n  access l i m i t  of  80 p e r c e n t  f o r  t h e  compensatory f i n a n c i n g  
f a c i l i t y ,  w i t h  8 t h r e s h o l d  a t  t h e  m i d p o i n t .  

Mr. Wicks r e c a l l e d  h i s  o b s e r v a t i o n  a t  an e a r l i e r  s t a g e  of t h e  d i s -  
c u s s i o n  t h a t  t h e  p r o v i s i o n  proposed by M r .  Po lak  as a n  amendment t o  
Mr. Grosche ' s  method, and which was r e f l e c t e d  i n  s q u a r e  b r a c k e t s  i n  
p a r a g r a p h  ( e )  of t h e  d r a f t  amendment t o  Rule  1-10, w a s  a somewhat mechan- 
i c a l  approach t h a t  would p r e j u d g e  a c t i o n  by t h e  E x e c u t i v e  Board i n  c i r -  
cumstances t h a t  c o u l d  not  be f u l l y  f o r e s e e n  a t  p r e s e n t  and t h a t  would 
a l s o  remove t h e  i n c e n t i v e  t o  c o n t r o l  a d m i n i s t r a t i v e  e x p e n d i t u r e s .  While 
he a c c e p t e d  t h a t  t h e r e  c o u l d  be a problem i f  t h e  r a t e  of c h a r g e  exceeded 
t h e  SDR i n t e re s t  r a t e ,  h e  would prefer t o  d e a l  w i t h  i t  s l i g h t l y  d i f f e r e n t l y .  
H e  had i n  mind a n  amendment t o  p a r a g r a p h  ( e )  of Rule 1-10 t o  r e a d  " I f . . . t h e  
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race of charge. . .would have t o  be ser, . .at  a ra te  h i g h e r  t h a n  t h e  a v e r a g e  
of f-he SDR i n t e r e s t  ra tes  f o r  t h e  q u a r t e r  p reced ing  t h e  review, t h e  
Execu t ive  Board w i l l  r ev i ew t h e  rate of r emunera t ion  and ,  i n  p a r t i c u l a r ,  
c o n s i d e r  whether t h a t  r a t e  s h a l l  be reduced t o  85 p e r c e n t  nf the SDR 
t n t e t e s t  rate o r  t o  such  h i g h e r  p e r c e n t a g e  as would p e r m i t  t h e  r a t e  of 
cha rge  t o  be s e t , . . a t  the ave rage  of t h e  SDR i n t e r e s t  ra tes  f o r  t h e  
p reced ing  q u a r t e r . .  . . " 

Mr. E r b  commented t h a t  a problem w i t h  t h a t  f o r m u l a t i o n  was t h a t  t h e  
burden of a d j c s t m e n t  would be p l aced  e n t i r e l y  on t h e  r emunera t ion  ra te  and 
not  on o t h e r  f a c t o r s  t h a t  might  need t o  be a d j u s t e d ,  i n c l u d i n g  t h e  way in 
which cha rges  were se t .  Pe rhaps  mention cou ld  be made of t h e  need  t o  
rev iew such o t h e r  f a c t o r s  as w e l l .  

The Chairman remarked t h a t  t h e  p roposa l  by Mr. Wicks f o r  a rev iew 
of t h e  r a t e  of r emunera t ion  would n o t  n e c e s s a r i l y  p rec lude  o t h e r  ac t ion , .  

Mr. Wicks conf i rmed t h a t  his i n t e n t i o n  was t o  c o n s i d e r  the ra te  of 
remunera t ion  i n  r e l a t i o n  t o  t h e  r a t e  of  cha rge ,  i f  t h e  c i r cums tances  
d e s c r i b e d  i n  pa rag raph  ( e )  d i d  t r a n s p i r e .  The re  would obv ious ly  be va r -  
i o u s  p o s s i b i l i t i e s  f o r  a c t i o n  by t h e  Execu t ive  Board, but  t h o s e  c o u l d  
n o t  be pre judged  and would have t o  be cons ide red  a t  t h a t  t i m e .  

Mr. Po lak  s a i d  t h a t  a more f l e x i b l e  p r o v i s i o n  a long  t h e  l i n e s  
sugges t ed  by Mr, Wicks would be a move i n  :he r i g h t  d i r e c t i o n .  H e  sug- 
g e s t e d  t h a t  t h e  p r e c i s e  wording be c o n s i d e r e d  when i t  was known whether  
Mr. Grosche ' s  p r o p o s a l ,  amended t o  i n c l u d e  s u c h  a p r o v i s i o n ,  was g e n e r a l l y  
a c c e p t a b l e .  

Mr. Zhang s t a t e d  t h a t  he s t i l l  f a i l e d  t o  see t h e  l o g i c  u n d e r l y i n g  
t h e  p r o p o s a l  t o  r e a c h  a r emunera t ion  c o e f f i c i e n i  oE 100 p e r c e n t  a t  a 
p a r t i c u l a r  t i m e .  Re fe rence  w a s  be ing  made t o  t h e  v a r i o u s  components of 
a package,  but  s i n c e  none of t h e  o t h e r  components i n c o r p o r a t e d  such  a 
set p a t t e r n ,  s u r e l y  t h e  mechanism f o r  a d j u s t i n g  t h e  r a t e  of r emunera t ion  
in f u t u r e  shou ld  be based on a more f l e x i b l e  mechanism. E q u a l i t y  of t h e  
r a t e  of r emunera t ion  and t h e  SDR i n t e r e s t  ra te  a t  an  e a r l y  s t a g e  would 
not  be  p r e c l u d e d ,  and a r ev iew cou ld  be h e l d  annua l ly .  

M r .  Salehkhou s a i d  t h a t  h e  sha red  M r .  Zhang's f e e l i n g  t h a t  t h e r e  was 
r e a l l y  no b a s i s  e i t h e r  f o r  r e a c h i n g  100 p e r c e n t  o r  f o r  s e t t i n g  a t i m e t a b l e  
f o r  doing so.  

The Chairman c o n s i d e r e d  t h a t  t h e r e  were two i ssues  a t  s t a k e :  t h e  
p r i n c i p l e  of a 109 p e r c e n t  r emunera t ion  c b ' f f i c i e n t ,  i n  which he person-  
a l l y  saw some l o g i c  on t h e  grounds t h a t  i t  was perhaps  anomalous f o r  one  
group of p r o v i d e r s  of Eunds t o  t h e  i n s t i t u t i o n  t o  be  remunerated a t  a 
lower r a t e  t h a n  a l l  o t h e r  groups  per forming  the same f u n c t i o n ;  and t h e  
s e t t i n g  of a d a t e  by which t o  r e a c h  i t ,  which was l a r g e l y  a matter of 
p e r c e p t i o n .  Some D i r e c t o r s  were anxiouz  Lo a c h i e v e  e q u a l i t y  by a c e r t a i n  
d a t e ,  n o t  on grounds of l o g i c  b u t  f o r  p o l i t i c a l  r e a s o n s ;  a.nd t h e r e  was 
nome fear  of l aunch ing  t h e  Nin th  Quota Review w i t h  a d i s c r e p a n c y  between 
t h e  ra te  of r emunera t ion  and t h e  SDR i n t e r e s t :  rate.  
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Another way to  approach  t h e  matter, t h e  Chairman went o n ,  w a s  t o  
acknowledge t h e  d e s i r a b i l i t y  of e q u a l i t y ,  bu t  t o  i n t r o d u c e  a n  e lement  of 
f l e x i b i l i t y  i n t o  t h e  mechanism €or  r e a c h i n g  i t .  
would be t o  take advantage  of f a l l s  i n  i n t e re s t  r a t e s ;  i t  would o b v i o u s l y  
be easier t o  i n c r e e s e  t h e  r e m u n e r a t i o n  c o e f f i c i e n t  when t b e  i n t e r e s t  r a t e  
f e l l  because t h e  ra re  of c h a r g e  would I:OC h a v e  Eo be i n c r e a s e d .  T h e r e  
were t h r e e  components embedded i n  Mr. Grosche ' s  s o l u t i o n :  a n  i n i t i a l  
i n c r e a s e  from 85 p e r c e n t  t o  90 p e r c e n t ;  a p e r i o d  d u r i n g  which t h e  rate of 
remunera t ion  wo-ld increase i n  r e s p o n s e  t o  f a l l s  i n  i n t e r e s t  r a t e s ;  and  
a ca tch ing-up  p e r i o d  t o  reach 100 p e r c e n t  b e f o r e  May 1987. It would be 
p o s s i b l e  t o  a r r a n g e  matters so t h a t ,  d u r i n g  t h e  i n t e r m e d i a t e  p e r i o d  i n  
H r .  G r o s c h e ' s  method, t h e r e  would o n l y  b e  a change i n  t h e  r e m u n e r a t i o n  
c o e f f i c i e n t  i f  t h e r e  were a downward movement i n  t h e  i n t e r e s t  ra te .  Such 
a p e r i o d  woul-d be open-ended, and  t h e  d a t e  a t  which e q u a l i t y  would be 
achieved would depend on  t h e  c i r c u m s t a n c e s  of t h e  t i m e .  A s  t h e  n u m e r i c a l  
examples had shown, u n d e r  Mr. G r o s c h e ' s  formula ,  e q u a l i t y  c o u l d  be a c h i e v e d  
even b e f o r e  t h e  end of t h e  i n t e r m e d i a t e  p e r i o d .  

One method of  d o i n g  so 

To r e c a p i t u l a t e ,  t h e  Chairman c o n t i n u e d ,  :here  would be a f i r s t  
i n c r e a s e  f rom 85 p e r c e n t  as  an e a r n e s t  of f u t u r e  steps i n  t h e  same d i r e c -  . 
t i o n .  Then t h e r e  would be a n  open-ended p e r i o d  d u r i n g  which t h e  ra te  
o f  remunera t ion  would move u p  as j n t e r e s t  ra tes  d e c l i n e d ;  aud t h e r e  would 
be a p r o v i s i o n  f o r  r e c o n s i d e r i n g  t h e  r a t e  of rernuqerat ion,  i n t e r  a l i a ,  i f  
ct,e r a t e  of c h a r g e  became equal t o  t h e  SDK i n t e r e s t  rate. F i n a l l y ,  t h e r e  
would be a move t o  e q u a l i t y  by May 1987. 
c o u l d  be  d r a f t e d  a l o n g  t h o s e  lines. No i n d i v i d u a l  would be f u l l y  s a t i s f i e d ,  
b u t  t h e  e l e m e n t s  of a consensus  might  be w i t h i n  r e a c h .  

I t  would be h e l p f u l  i f  a d e c i s i o n  

Mr, d e  Maulde remarked t h a t  h e  was w i l l i n g  t o  a t t e m p t  t o  f i n d  a corn- 
promise.  Unless t h e  Fund moved toward a r a t e  of remunera t ion  e q u a l  t o  t h e  
SDR i n t e r e s t  r a t e ,  i t  was e v i d e n t  t h a t  c r e d i t o r s  would p r o v i d e  less 
f i n a n c i n g .  But t h e  c r e d i t o r s  had t o  compromise on the i a t e  of c h a r g e .  

M r .  M t e i  s a i d  t h a t ,  as he r e a d  A r t i c l e  V ,  S e c t i o n  9 ( a ) ,  t h e  ra te  of 
i n t e r e s t  had t o  be between 80 p e r c e n t  and 100 p e r c e n t  of t h e  r a t e  of 
i n t e r e s t  on t h e  SDR. The q u e s t i o n  w a s  whether  i t  would be c o n t r a r y  t o  
t h e  l o g i c  and t o  t h e  s p i r i t  of t h e  Articles of Agreement t o  s t a t e  as a n  
o b j e c t i v e  t h a t  t h e  r a t e  of remunera t ion  s h o u l d  be 100 p e r x n t  of t h e  SDR 
i n t e r e s t  r3te,  e s p e c i a l l y  if i t  was most u n l i k e l y  t h a t  it would e v e r  b e  
a g r e e d  t h a t  t h e  r a t e  s h o u l d  c o n s e q u e n t l y  be reduced.  

The Chairman responded t h a t  h i s  u n d e r s t a n d i n g  was t h a t  t h e  p r i n c i p l e  
of 100 p e r c e n t  w a s  n o t  b e i n g  embodied permanent ly  i n  a d e c i s i o n .  H e  saw 
some l o g i c  i n  p r e s e n t  c i r c u m s t a n c e s  f o r  t r e a t i n g  c o u n t r i e s  w i t h  d i f f e r e n t  
c l a i m s  on t h e  Fu3d i n  t h e  same way. Under t h e  method proposed by Mr. P o l a k  
a n d  Mr. k i c k s ,  p r o v i s i o n  would be made for r e c o n s i d e r i n g  t h e  r a t e  of remu- 
n e r a t i o n  i f  t h e  r a t e  of c h a r g e  exceeded t h e  SDR i n t e r e s t  r a t e ,  s o  t h a t  t h e  
100 p e r c e n t  p r i n c i p l e  would no t  be set  as a n  immovable r u l e .  

T h e  Deputy G e n e r a l  Counsel  added t h a t  A r t i c l e  V ,  S e c t i o n  9(a), i n  
s t a t i n g  t h a t  t h e  r a t e  of r e m u n e r a t i o n  shoul_d not  be more t h a n  t h e  SDR ra te  
of i n t e r e s t ,  d i d  s t a t e  t h a t  t h e  ra tes  of c h a r g e  were t o  be t a k e n  i n t o  
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accoun t  i n  e s t a b l i s h i n g  t h e  ra te  of r emunera t ion .  An a u t o m a t i c  f o r u x l a  
w a s  n e i t h e r  ment ioned n o r  p r o h i b i t e & ;  i t  w a s  l e f t  t o  :he d i s c r e t i o n  of 
t h e  E x e c u t i v e  Board LO d e t e r m i n e  t h e  impact  oa t h e  r a t e  of c h a r g e  of 
d e c i s i o n s  t a k e n  w i t h  r e s p e c c  t o  t h e  r a t e  !)f remunera t ion .  

I n  r z sponse  t o  a q u e s t i o n  by t h e  Chairman, t h e  Deputy Genera l  Counsel  
conf i rmed t h a t  t o  s t a t e  i n  a d e c i s i o n  t h a t  t h e  o b j e c t i v e  was t o  r e a c h  a 
r emunera t ion  r a t e  e q u a l  t o  t h e  SDR i n t e r e s t  r a t e  would n o t  be c o n t r a r y  
t o  Art ic le  V ,  S e c t i o n  9 ( a >  when, i n  moving t o  meet t h a t  o b j e c t i v e ,  t h e  
e f f i c t s  o n  t h e  ra te  of c h a r g e  had been t a k e n  i n t o  accoun t .  
no ted  t h a t  i n  d r a f t  Rule  I , - lO(e)  i t  w a s  s t a t e d  t h a t  t h e  ra te  of remunera- 
t i o n  shou ld  be reviewed e v e r y  time t h e  ra te  of c h a r g e  was co i l s idered .  

I t  s h o u l d  be  

M r .  Malhotra  s a i d  t h a t  he s t r o n g l y  suppor t ed  M r .  Mtei's p o s i t i o n .  
T h e  Arcicles c l e a r l y  s t a t e d  a maximum and a minimum r a t e  of r emunera t ion ,  
and f o r  t h e  Execl1t.ive Board 50 d e c i d c  t h a t  +.he maximum was t h e  o b j e c t i v e  
and t h a t  a t i m e t a b l e  s h o u l d  be  s e t  f o r  r e a c h i n g  i t  would d e t r a c t  from 
t h e  f l e x i b i l i t y  i n h e r e n t  i n  t h e  range set: o u t  i n  t h e  Art ic les .  In s p i r i t ,  
i f  no t  t e c h n i c a l l y ,  such  a d e c i s i o n  would  be tantamount  t o  amending t h e  
Ar t i c l e s .  

A r t i c l e  V a l s o  i n d i c a t e d  t h a t  whenever t h e  r a t e  0;  r emunera t ion  
was c o n s i d e r e d ,  t h e  ra te  o f  c h a r g e  would a l s o  be taker ,  i n t o  accoun t ,  
Mr. Malhot ra  ccrntinued. I f  a mechan ica l  t i m e t a b l e  w e r e  adopted  f o r  
raising zhe c o e f f i c i e n t  t o  100 p e r c e n t ,  i t  would he i m p o s s i b l e  t o  con- 
s i d e r  t h e  impact of f u t u r e  increases i n  r emunera t ion  on t h e  r a t e  of 
c h a r g e ,  becaus9  f u t u r e  c h a r g e s  and t h e  cwolu t ion  of  v a r i a b l e s  e n t e r i n g  
j n t o  t h e i r  d e c e m f n a t i o n  c o u l d  o b v i o u s l y  n o t  be p r e d i c t e d .  Thus,  a n o t h e r  
s p e c i f i c  d i r e c t i o n  i n  A r t i c l e  V would be undermined. 

Even though M r .  P o l a k ' s  p r o p o s a l  r ecogn tzed  more s p e c i f i c a l l y  t h e  
need t o  p rov ide  a s a f e g u a r d  a g a i n s t  an uiidue i n c r e a s e  in t h e  rate of 
c h a r g e ,  Mr. Malhot ra  s a i d ,  he remained unconvinced t h a t  i t  took  care  of 
o t h e r  i ;n.?ortant problems f o r  which f u r t h e r  s o l u t i o n s  would have  t o  be 
exp lo red .  The Fund w a s  a m u l t i f u n c t i o n a l  i n s t i t u c i o v ,  and w a s  not mere ly  
i n  t h e  b u s i n e s s  of l e n d i n g  rroney and c o l l e c t i n g  i t  back. Even i f  t h e  
Fund had no f i n a n c i n g  a r r angemen t s  w i t h  members, t h e  o r g a n i z a t i o n ' s  admin- 
i s t r a t i v e  e x p e n d i t u r e s  would n o t  d e c l i n e  g r e a t l y .  T h e r e  w a s  a s t a n d i n g  
s t a f f  which had many € u n c t i o n s ;  i t  c o l l e c t e d  s t a t i s t i c s  and o t h e r  material, 
h e l d  d i s c u s s i o n s  w i t h  n a t i o n a l  a u t h o r i t i e s  under  A r t i c l e  I V  c o n s u i t a t i o n s ,  
and monitored t h e  wor ld  economy. Any scheme t h a t  wculd place on t h e  bor- 
rowers  a l l  i n c r e m e n t a l  a d m i n i s t r a t i v e  e x p e n d i t u r e s  and  r e s e r v e s  in f u t u r e  
would be t o t a l l y  u n a c c e p t a b l e .  All members, whether  l e n d e r s  o r  bor rowers ,  
had an i n t e r e s t  i n  t h e  p rope r  f u n c t i o n i q g  of t h e  Fund. Depending on t h e  
pace a t  which t h e  Fund ' s  e x p e n d i t u r e s  rose--and they  c o u l d  r ise r a p i d l y  
i n  a few yPars-- the p r o b l m  of  burden-shar ing  would become i n c r e a s i n g l y  
v i s i b l e  and i m p o r t a n t .  F u r t h e r ,  bor rowers  were a l r e a d y  b e a r i n g ,  t h rough  
f ront -end  fees alone, abou t  one t h i r d  of t h e  Fund ' s  t o t a l  e x p e n d i t u r e s .  
T h a t  i s s u e  w a s  d i s t i n c t  from t h a t  of c o n c e s s i o n a l i t y .  
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H e  a c c e p t e d  t h e  - ,oint  made by t h e  Chairman i n  h i s  r e c a p i t u l a t f o n  of 
t h e  d i s c u s s i o n  t h a t  c r e d i t o r s  were s e e k i n g  a r e a s o n a b l e  r e t u r n ,  Mr. M a l h o t r a  
commented. As he had a l r e a d y  i n d i c a t e d ,  h e  was p r e p a r e d  t o  meet t h e  can-  
c e r n  of t h o s e  E x e c u t i v e  D i r e c t o r s  who wanted t o  shcw t h s i r  a u t h o r i t i e s  o r  
p a r l i a m e n t s  t h a t  t h e r e  would be a n  upward movement i n  t h e  r a t e  of remunera- 
t i o n ,  e v e n  though h e  was n o t  convinced  thaL t h e  t i m e  f o r  such  movement was 
r i g h t .  S i m i l a r l y ,  he had been w i l l i n g  t o  compromise on t h e  access limits 
u n d e r  t h e  compensatory f i n a n c i n g  f a c i l i t y ,  a l t h o u g h  h e  s a w  no  good r e a s o n  
f o r  r e d u c i n g  them. 
in a d o p t i n g  a t i m e  p l a n  f o r  r e a c h i n g  t h e  o b j e c t i v e  of a 100 p e r c e n t  remuner- 
a t i o n  c o e f f i c i e n t .  He urged D i r e c t o r s  not: t o  o v e r l o o k  what he b e l i e v e d  
were w e i g h t y  c o n s i d e r a t i o n s  i n  working toward a consensus*  

But h e  had d e f i n i t e  d i f f  i c u l t i e g  , l e g a l  and c o n c e p t u a l ,  

M r .  E r b  remarked t h a t  h i s  a u t h o r i t i e s  had. a l s o  been making compromises 
a l o n g  t h e  way o n  a l l  of t h e  i s s u e s .  In  a d d i t i o n  t o  t h e  l o g i c  t o  which t h e  
Chairman had r e f a r r e d ,  namely ,  of paying t h e  s a m e  r a t e  of i n t e r e s t  on all 
claims o n  t h e  Fund, t h e r e  was a n o t h e r  compel l ing  Logic ,  r e l a t i n g  t o  , the 
f a c t  t h a t  most c r e d i t o r s ,  i n  l e n d i n g  t o  t h e  Fund, would be o b t a i n i n g  t h e  
f u n d s  i n  t h e i r  own c a p f t a l  m a r k e t s .  Governments took advantage  of t h e i r  
c r e d i t  s t a n d i n g  and  p r i v i l e g e d  a c c e s s  t o  t h e  marke ts  t o  o b t a i n  c a p i t a l  a t  
a v e r y  2 a v o r a b l e  r a t e ,  which t h e y  r e - l e n t  t o  t h e  Fund. The q u e s t i o n  t h a t  
h i s  a u t h o r i t i e s  always p u t  t o  him,  and  that :  t h e y  c o u l d  n o t  e x p l a i n  t o  t h e  - 
Congress, w a s  why t h e  U n i t e d  S t a t e s  had t o  b e a r  a b u d g e t a r y  c o s t  i n  l e n d i n g  
t o  t h e  Fund because t h e  r a t e  of r e m u n e r a t i o n  was less  t h a n  t h e  g e n e r a l  c o s t  
o f  c a p i t a l  t h e  U.S. Government had t o  pay. 

The Deputy G e n e r a l  Counsel  o b s e r v e d ,  i n  r e s p o n s e  t o  M r .  M a l h o t r a ' s  
comments, t h a t  whenever a d e c i s i o n  was t a k e n  under  t h e  a u t h o r i t y  of  
A r t i c l e  V ,  S e c t i o n  9 ( a >  t o  change t h e  r a c e  of r e m u n e r a t i o n ,  whether  by 
means o f  a formula o r  by s p e c i f i c  aui:>.ints, t a k i n g  t h a t  s p e c i r i c  d e c i s i o n  
l i m i t e d  t h e  scQpe €or  t a k i n g  a n o t h e r  and d i f f e r e n t  d e c i s i o n .  The E x e c u t i v e  
Board was not  however p r e c l u d e d  from t a k i n g  a n o t h e r  d e c i s i o n  on t h e  r a t e  
of r e m u n e r a t i o n  i n  t h e  f u t u r e  i n  a c c o r d a n c e  w i t h  t h a t  Ar t ic le .  A d e c i s i o n  
t o  s e t  t h e  r a t e  of r e m u n e r a t i o n  a t  t h e  bot tom of t h e  r a n g e  had t h e  same 
l i m i t i n g  e f f e c t  on t h e  " f l e x i b i l i t y "  under  t h e  Article as s e t t i n g  t h e  ra te  
a t  t h e  t o p  of t h e  r a n g e ,  o r  a t  any po'nt i n  between. 

M r .  Mtei asked  w h e t h e r ,  by s t a t i n g  as a n  o b j e c t i v e  t h a t  t h e  r a t e  o f  
r e m u n e r a t i o n  s h o u l d  reach 100 p e r c e n t  of t h e  SDR i n t e r e s t  r a t e ,  t h e  
e n j o i n d e r  i n  Art ic le  V ,  S e c t i o n  9 ( a )  t h a t  t h e  Fund s h o u l d  t a k e  i n t o  
a c c o u n t  t h e  ra tes  o f  c h a r g e  would be r e s p e c t e d .  He c o n t i n u e d  t o  f e e l  
t h a t  i t  was i n c o n s i s t e n t  t o  adopt  t h e  maximum p e r m i s s i b l e  c o e f f i c i e n t  of 
100 p e r c e n t  u n l e s s  i t  c o u l d  a t  t h e  same time be s t a t e d  t h a t  i t s  a p p l i c a -  
t i o n  c o u l d  be withdrawn,  i f  n e c e s s a r y ,  t o  comply w i t h  t h e  r e q u i r e m e n t  
t h a t  t h e  rates of c h a r g e  s h o u l d  be t a k e n  i n t o  a c c o u n t  i n  s e t t i n g  t h e  r a t e  
Q €  remunera t ion .  

The Deputy G e n e r a l  Counsel  responded t h a t  t h e  o n l y  r e q u i r e m e n t  i n  
A r t i c l e  V, S e c t i n n  9(a) w a s  t h a t  t h e  r a t e s  of  c h a r g e  would be t a k e n  i n t o  
a c c o u n t  when t h e  rate of r e m u n e r a t i o n  w a s  e s t a b l i s h e d .  There  was no 
r e q u i r e m e n t  f o r  c o n t i n u e d  rev iew.  



The Chairman n o t e d  t h a t  Execut ive  D i r e c t o r s  had i n  f a c t  been t a k i n g  
i n t o  c o n s i d e r a t i o n  t h e  r a t e s  o f  c h a r g e  i n  examining t h e  impact  of  t h e  
v a r i o u s  p r o p o s a l s  f o r  c a l c u l a l . i n g  t h e  r a t e  of remunera t ion  in r e l a t i o n  
t o  t h e  SDR r a t e  of i c t e re s t .  Some D i r e c t o r s  might  place g r e a t e r  w e i g h t  
on t h e  need t o  c o n s i d e r  t h e  impact on t h e  r a t e s  o f  charge  t h a n  o t h e r s .  
A t  t h e  same time, a l l  t h e  methods proposed had a t tempted  t o  s o f t e n  t h e  
impact  on t h e  r a t e s  of charge .  It w a s  b a s i c a l l y  a matter of a r r i v i n g  a t  
a n  agreement o n  t h e  mer i t s  of u s i n g  a formula as opposed t o  d i s c r e t e  
i n c r e a s e s .  An i n i t i a l  i n c r e a s e  i n  t h e  r a t e  of remunera t ion  t o  93 p e r c e n t  
of the  SDR r a t e  of i n t e r e s t  would l i m i t  t h e  scope f o r  f u t u r e  f l e x i b i l i t y .  
A formula t h a t  would move t h e  remunera t ion  r a t e  toward 100 p e r c e n t  of 
t h e  SDR i n t e r e s t  r a t e ,  a t  t h e  same t i m e  p rovid ing  f o r  a h a l t  t o  t h e  
i n c r e a s e  s h o u l d  t h e  r a t e  of charge  be i n c r e a s e d  above t h e  SDR i n t e r e s t  
r a t e ,  would a l s o  l i m i t  t h e  room f o r  f l e x i b i l i t y .  But i n  no c a s e  could  
i t  be s a i d  t h a t  t h e  r a t e  of c h a r g e  was n o t  be ing  t a k e n  i n t o  a c c o u n t .  

MY. Conrado r e c a l l e d  t h a t  on v a r i o u s  o c c a s i o n s  h i s  c h a i r  had drawn 
a t t e n t i o n  t o  t h e  d i f f e r e n t  t r e a t m e n t  accorded t o  members' c la i ins  on t h e  
Fund t h a t  devolved from t h e  n a t u r e  of t h e  q u o t a  system. Not a l l  claims 
on  t h e  Fund c a r r i e d  v o t i n g  r i g h t s  w i t h  them; Saudi  Arabia ,  f o r  i n s t a n c e ,  
was one of t h e  l a r g e s t  h o l d e r s  of claims o n  t h e  Fund but  i t  d i d  not  have 
comparably l a r g e  v o t i n g  r i g h t s .  I f  t h e  Fund borrowed on t h e  m a r k e t ,  i t  
might  not n e c e s s a r i l y  t r e a t  t h e  c r e d i t  o b t a i n e d  i n  t h e  same way a s  i t  
t r e a t e d  o t h e r  claims. 

He was a l s o  worr ied  about  t h e  o b j e c t i v e  of e q u a l i t y  between t h e  r a t e  
of remunerat ion and t h e  SDR i n t e r e s t  r a t e ,  Mr. Conrado remarked,  n o t  so  
much about  b r i n g i n g  t h e  remunera t ion  c o e f f i c i e n t  up t o  100 p e r c e n t  a t  a 
g i v e n  time, a s  about  t h e  u n d e r l y i n g  concept .  S e t t i n g  such a n  o b j e c t i v e  
was i n  e f f e c t  tantamount  t o  a d e c i s i o n  t h a t  t h e  r a t e  of remunera t ion  
s h o u l d  a c t u a l l y  be and remain 100 p e r c e n t  of  t h e  SDR i n t e r e s t  r a t e .  

M r .  S u r a i k r y  s a i d  t h a t  f o r  some Execut ive  D i r e c t o r s ,  t h e  d i f f i c u l t y  
w i t h  t h e  v a r i o u s  p r o p o s a l s  under d i s c u s s i o n  stemmed from t h e  a t t e m p t  t o  
a c h i e v e  t h e  twofL1-d o b j e c t i v e  of a 100 p e r c e n t  c o e f f i c i e n t  and a g i v e n  
t imetable.  The proposa l  by M r .  Wicks w a s  of i n t e r e s t  as a p o s s i b l e  com- 
promise.  S i n c e  a d e c i s i o n  was not  l i k e l y  t o  be reached a t  t h e  p r e s e n t  
m e e t i n g ,  i t  would be h e l p f u l  t o  have M r .  Wicks's  p roposa l  i n  w r i t i n g ,  
f u r t h e r  r e f i n e d  i f  n e c e s s a r y ,  f o r  d i s c u s s i o n  a t  a subsequent  meet ing .  

M r .  Malhotra  s t a t e d  t h a t  h i s  u n d e r s t a n d i n g  of t h e  e n j o i n d e r  i n  t h e  
A r t i c l e s  o f  Agreement t h a t  t h e  r a t e s  o f  c h a r g e  be t a k e n  i n t o  account  i n  
s e t t i n g  t h e  r a t e  of r e m u n e r a t i o n  w a s  n o t  s a t i s f i e d  by t h e  t e c h n i c a l  
e x e r c i s e s  r e f l e c t e d  i n  t h e  t a b l e s  t h a t  had been c i r c u l a t e d  t o  E x e c u t i v e  
D i r e c t o r s .  Those t a b l e s  were based on c e r t a i n  assumptions about  t h e  
f u t u r e  coi i rse  of i n t e r e s t  rates and o t h e r  v a r i a b l e s ,  whereas t h e  i n t e n -  
t i o n  of A r t i c l e  V ,  S e c r i o n  9(a)  w a s  t h a t  remunera t ion  and charges  s h o u l d  
be c o n s i d e r e d  together when t h e  ra te  of interest and t h e  movement of 
o t h e r  r e l e v a n t  v a r i a b l e s ,  i n  t h e  r e c e n t  p a s t ,  o r  some months ahead,  
c o u l d  be known w i t h  f a i r  c e r t a i n t y .  The concept  of s e t t i n g  a t a r g e t  f o r  
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t h e  achievement  of a r e m u n e r a t i o n  c o e f f i c i e n t  of 100 p e r c e n t  was i n h e r -  
e r , t l y  d e f i c i e n t .  He z d W  n o  a l t e r n a t i v e  t o  an approach  under  which t h e  
r a t e  of r e m u n e r a t i o n ,  a l o n g  w i t h  t h e  r a t e  of  c h a r g e ,  would he c o n s i d e r e d  
from time t o  time. 

I t  was not t h a t  he w a s  o b l i v i o u s  t o  t h e  needs o f  c r e d i t o r s ,  
Mr. Malhotra  s a i d .  The r o l e  of c r e d i t o r s  i n  p r o v i d i n g  t h e  Fund w i t h  
r e s o u r c e s ,  b o t h  o r d i n a r y  and  borrowed, c o u l d  n o t  b e  ignored .  At t h e  same 
t C m e ,  t o  t h i n k  of q u o t a s  i n  t h e  Fund as  j u s t  a n o t h e r  i n v e s t m e n t  w a s  t o  
t a k e  a l i m i t e d  view. A s  M r .  Conrad0 had r i g h t l y  poin ted  o u t ,  q u o t a s  car- 
ri.ed g r e a t  decis ion-making power, which was n o t  t o  be s c o f f e d  a t .  Another  
point:  t o  be borne  i n  mind,  a s  he had a l r e a d y  s u b m i t t e d ,  was t h e  f a i r n e s s  
w i t h  which Euture  c o s t s  of t h e  Fund would be d i s t r i b u t e d  among members. 
A l l  t h e  r e l e v a n t  f a c t o r s  s h o u l d  be c o n s i d e r e d  i n  working out  a n  agreement .  

The Deputy Genera l  Counsel  s a i d  t h a t  t a k i n g  i n t o  account  t h e  e f f e c t  
of any ra te  of r e m u n e r a t i o n  on t h e  r a t e  of c h a r g e  d i d  not mean t h a t  a f i x e d  
r e l a t i o n s h i p  was i n t e n d e d .  It was a p o l i c v  matter f o r  t h e  E x e c u t i v e  Board 
t o  d e c i d e  a t  what p e r c e n t a g e  of t h e  SDR i n t e r e s t  rate t h e  r a t e  of ,remunera- 
tion s h o u l d  be s e t ,  t a k i n g  i n t o  account  a l l  f a c t o r s ,  i n  p a r t i c u l a r ,  t h e  . 
e f f e c t  on t h e  r a t e  of c h a r g e .  Under t h e  r u l e s ,  t h e  ra te  of c h a r g e  was s e t  
once a y e a r  t o  meet t h e  n e t  income t a r g e t  f o r  t h e  y e a r  of 3 p e r c e n t  of 
reserves, o r  such  o t h e r  p e r c e n t a g e  as t h e  Board might  d e c i d e .  If i n  t h e  
middle  of t h e  f i n a n c i a l  y e a r  t h e  a c t u a l  n e t  income was a p p r e c i a b l y  above 
o r  below t h e  t a r g e t ,  t h e  E x e c u t i v e  Board must c o n s i d e r  how t o  d e a l  w i t h  
t h e  matter. It wouid t h e n  a g a i n  c o n s i d e r  t h e  r a t e  of  charge  and o t h e r  
f a c t o r s ,  i n c l u d i n g  t h e  rate of remunera t ion .  

Mr. Salehkhou remarked t h a t  t h e  Chairman's  r e f e r e n c e  t o  t h e  i n t e r e s t  
of t h e  p r o v i d e r s  of t h e  F u n d ' s  l i q u i d i t y  i n  i n c r e a s i n g  t h e  r a t e  of remuner- 
a t i o n  w a s  an i l l u s t r a t i o n  of t h e  view t h a t  h e  had e x p r e s s e d  i n  p r e v i o u s  
d i s c u s s i o n s  t h a t  t h e  proponents  of a h i g h  remunera t ion  r a t e  based t h e i r  
c o n t e n t i o n s  p r i m a r i l y  on commercial  c o n s i d e r a t i o n s .  That  was p r e c i s e l y  
why h i s  c h a i r  had been a s k i n g  f o r  a l a r g e r  q u o t a  i n c r e a s e ,  t o  p r o v i d e  t h e  
Fund w i t h  i t s  own r e s o u r c e s ,  and p r e c i s e l y  why h e  had urged t h a t  as f a r  as 
p o s s i b l e  t h e  Fund r e f r a i n  from borrowing. A s  f o r  t h e  problem of t h e  U.S. 
a u t h o r i t i e s ,  t h e  view t a k e n  by t h e  U.S. Congress of t h e  Fund w a s  t h a t  i t  
was a commercial  i n s t i t u t i o n  and nc?  a c o o p e r a t i v e  one. H i s  s t r o n g  b e l i e f  
was t h a t  such  views of t h 2  Fund s h o u l d  be avoided.  I f  h e  were i n  Mr. E r b ' s  
p o s i t i o n ,  h e  would re fer  congressmen t o  t h e  Ar t ic les  o f  Agreement, and in 
p a r t i c u l a r ,  t o  Ar t ic le  I ,  s t a t i n g  t h e  p u r p o s e s ,  of t h e  I n t e r n a t i o n a l  Monetary 
Fund, which i n c l u d e d  t h e  promot i o n  of i n t e r n a t i o n a l  monetary c o o p e r a t i o n  
and t h e  expans ion  and b a l a n c e d  growth of i n t e r n a t i o n a l  t r a d e .  

F u r t h e r m o r e ,  M r .  Salehkhou c o n s i d e r e d ,  t h e  p r o v i d e r s  of c r e d i t  t o  t h e  
Fund had a g r e a t  s t a k e  i n  t h e  c o u n t r i e s  t h a t  borrowed from t h e  Fund, based  
o n  t r a d e ,  i n v e s t m e n t ,  and t h e  s e t t l e m e n t  of o u t s t a n d i n g  i n d e b t e d n e s s ,  which 
were t h e  fundamenta l  i s s u e s  n €  t h e  moment. C r e d i t o r s  s h o u l d  a t  l ea s t  s p a r e  
t h e  Fund from commercia1izat:on and pay more a t t e n t i o n  t o  i t s  c o o p e r a t i v e  
n a t u r e ;  o t h e r w i s e ,  t h e  Fund would be v e r y  l i t t l e  d i f f e r e n t  from a commercial  
bank. 



- 17 - EBM/83/184 - 12/28/83 

Those were t h e  r e a s o n s  f o r  h i s  o p p o s i t i o n  to  a t a r g e t  of 100 p e r c e n t ,  
a s i d e  from t h e  l e g a l  i s s u e s ,  Mr. Salehkhou s t a t e d .  It had not  been t h e  
practice so  f a r  t o  se t  d e a d l i n e s ;  t h e  E x e c u t i v e  Board..was a b l e  a t  any  t i m e  
t o  make a d j u s t m e n t s  i n  t h e  ra te  of remunera t ion .  He f a i l e d  t o  u n d e r s t a n d  
why a t a r g e t  s h o u l d  be s e t  o r  why t h e r e  s h o u l d  be a d e a d l i n e  f o r  meet ing  
i t .  

Mr. E r b  s a i d  t h a t  n e i t h e r  h e  nor h i s  a u t h o r i t i e s  were s e e k i n g  t h e  
c o m m e r c i a l i z a t i o n  of t h e  Fund. A much h i g h e r  ra te  of in te res t  t h a n  t h e  
SDR r a t e  would be needed i f  t h e i r  o b j e c t i v e  w a s  t o  earn a commercial r a r e  
o €  r e t u r n  on t h e i r  c r e d i t o r  p o s i t i o n .  As f o r  t h e  meaning of  c o o p e r a t i o n ,  
s h o u l d  c r e d i t o r  members have t o  i n c u r  a c o s t  t o  lend  t o  t h e  Fund, as 
i m p l i e d  under t h e  p r e s e n t  sys tem? Ry t h e  same token ,  c r e d i t o r s  were n o t  
asking t o  make a p r o f i t  on t h e i r  l e n d i n g  t o  t h e  i n s t i t u t i o n ,  whose cooper- 
a t i v e  c h a r a c t e r  t h e y  r e s p e c t e d .  He r e c a l l e d  t h a t  Mr. de Maulde had 
a d d r e s s e d  t h a t  v e r y  q u e s t i o n  i n  a p r e c e d i n g  d i s c u s s i o n ,  

Mr. Sslehkhou commented t h a t  t o  i g n o r e  t h e  c o n c e s s i o n a l  a s p e c t  of 
Fund f i n a n c i n g  was more or less tantamount  t o  making i t  a commercial 
i n s t i t u t t o n .  Coopera t ion  c a l l e d  f o r  a b a l a n c e  of c o n c e s s i o n s  b o t h  on t h e  
borrowing and on t h e  l e n d i n g  s i d e s .  

The Chairman c o n s i d e r e d  t h a t  i t  c o u l d  be argued t h a t ,  a s  l o n g  as  t h e  
Fund's r a t e  of  c h a r g e  was less t h a n  what a c o u n t r y  would have t o  pay t o  
borrow on t h e  m a r k e t ,  u s e r s  of  Fund r e s o u r c e s  enjoyed a n  e lement  of con- 
c e s s i o n a l i t y .  It c o u l d  a l s o  be s a i d  t h a t ,  a s  l o n g  as t h e  r a t e  o f  c h a r g e  
w a s  not h i g h  enough t o  meet the c o s t  t o  t h e  Fund of borrowing a t  a market 
r a t e - n o t  t o  ment ion t h e  a d m i n i s t r a t i v e  c o s t s  Gf t h e  i n s t i t u t i o n  and t h e  
amount of n s t  income needed t o  b u i l d  u p  reserves- -an  e lement  of conces- 
s i o n a l i t y  would remain.  There w a s  no argument t h a t  a n  element  o f  conces-  
s i o n a l i t y  e x i s t e d  i n  t h e  Fund's  o p e r a t i o n s :  t h e  i s s u e  w a s  to  what d e g r e e .  
It was up t o  t h e  E x e c u t i v e  Board t o  d e c i d e  whether  t h e  r a t e  of remunera- 
tion s h o u l d  remain a t  85 p e r c e n t  of t h e  SDR i n t e r e s t  r a t e ,  o r  whether  i t  
s h o u l d  be moved toward 100 p e r c e n t .  C l e a r l y ,  t h e r e  would be less  
c o n c e s s i o n a l i t y  as  t h e  r a t e  moved toward 100 p e r c e n t ,  but c o n e e s s i o n a l i t y  
would n o t  be e l i m i n a t e d  i f  t h e  E x e c u t i v e  Board adopted  a mechanism under  
which t h e  rate of r e m u n e r a t i o n  d i d  i n  f a c t  r e a c h  1C!O p e r c e n t  o f  t h e  SDR 
i n t e r  es t r a t  e. 

M r .  Malhot ra  remarked t h a t  t h e  r a t e  of c h a r g e  was a d d i t i o n a l  t o  o t h e r  
c o s t s ,  such  as front-end f e e s ,  pa id  by borrowers .  The amount of  o t h e r  
c o s t s  would of c o u r s e  v a r y  w i t h ,  i n t e r  a l i a ,  t h e  l e v e l  of commitment of  
Fund r e s o u r c e s  e v e r y  y e a r .  But a t  p r e s e n t ,  t h o s e  c o s t s  a g g r e g a t e d  a b o u t  
SDR 7 0  m i l l i o n  a y e a r .  It was t h e r e f o r e  p o s s i b l e  t o  a rgue  t h a t  w i t h  a 
ra te  of remunera t ion  set  a t  100 p e r c e n t  of t h e  SDR i n t e r e s t  r a t e ,  t h e r e  
would be no c o n c e s s i o n a l i t y  l e f t .  As f a r  a s  he knew, t h e  measure of con- 
c e s s i o n a l i t y  i n  Fund l e n d i n g  had never been d e r i v e d  by comparison w i t h  t h e  
c o s t  of commercial  bank f i n a n c i n g .  C o n c e s s i o n a l i t y  i n  t h e  Fund d e r i v e d  
e s s e n t i a l l y  from lower remunera t ion  a g r e e d  i n  t h e  c o n t e x t  of t h e  Fund b e i n g  
a c o o p e r a t i v e  i n s t i t u t i o n .  
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Refe rences  t o  t h e  c o s t  of borrowing i n  domest ic  c u r r e n c i e s  and  i t s  
compar i son  w i t h  t h e  SDR i n t e r e s t  r a t e  were p r o b l e m a t i c a l .  
t o  t h e  a u t h o r i t i e s  of a c o u n t r y  t h a t  t h e y  were paying t o o  h i g h  a domes t i c  
rate of i n t e r e s t  t o  ' lend t o  t h e  Fund. 
which fo l lowed  from t h e  d e c i s i o n  to  adopt  t h e  SDR as a u n i t  of account .  
The i m p l i c a t i o n s  of  t h a t  d e c i s i o n  would have t o  be a c c e p t e d .  

It migh t  a p p e a r  

But t he  SDR r a t e  was a combined r a t e ,  

The Chairman po in ted  o u t  t h a t  i t  c o u l d  be s e e n  from Tab le  3B. 
( c o r r e c t e d ) ,  under  t h e  p a r t i c u l a r  assumpt ions  t h a t  had been i n d i c a t e d ,  t h a t  
when t h e  r emunera t ion  c o e f f i c i e n t  reached  100 p e r c e n t ,  t h e  rate of  c h a r g e  
would be 7 . 6 3  p e r c e n t ,  o r  less t h a n  t h e  SDR i n t e r e s t  r a t e  and r a t e  of remu- 
n e r a t i o n ,  which would be  8 p e r c e n t  a t  t h a t  p o i n t .  Thus, h e  would con tend  
t h a t  such a ra te  of c h a r g e  w a s  c o n c e s s i o n a l ;  i t  would remain so a s  long  
as t h e  i n s t i t u t i o n  f i n a n c e d  i t s  l e n d i n g  o p e r a t i o n s  a t  a r a t e  t h a t  w a s  less 
t h a n  t h e  r a t e  of r e m u n e r a t i o n  p l u s  the  e a r n i n g s  needed t o  cover  adminis-  
t r a t ive  c o s t s  and accumula t ion  of r e s e r v e s .  

Mz. E r b  noted t h a t  i t  would be n e c e s s a r y  t o  amend t h e  Articles t o  
e n s h r i n e  t h e  rate of r emunera t ion  permanent ly  a t  100 percen t  of t h e  SDR 
i n t e r e s t  ra te .  But t o  avo id  m i s p e r c e p t i o n s  o n  t h a t  s c o r e ,  a f o r m u l a t i o n  
a l o n g  t h e  l i n e s  sugges t ed  by Mr. Wicks s h o u l d  make i t  c lear  t h a t ,  under  
wha teve r  fo rmula ,  t h e  a d j u s t m e n t  of t h e  ra te  of r emunera t ion  t o  100 per -  
c e n t  of t h e  SDR i n t e r e s t  r a te  would n o t  be permanent but  t h a t  c o n s i d e r a t i o n  
would be g i v e n  t o  a a j u s t i n g  t h e  r a t e  of r emunera t ion ,  shou ld  c h a r g e s  e v e r  
r e a c h  or exceed t h e  SDR i n t e r e s t  r a t e .  The problem w i t h  a f o r m u l a t i o n  
s t a t i n g  t h a t  c h a r g e s  r a t h e r  t h a n  t h e  r emunera t ion  c o e f f i c i e n t  would au to-  
m a t i c a l l y  be a d j u s t e d  downward, i f  ever t h e  ra te  of charge  r eached  t h e  SDR 
r a t e ,  w a s  t h a t  t h e  a d j u s t m e n t  would be pe rmi t t ed  i n  on ly  o n e  d i r e c t i o n .  
It would a f t e r  a l l  be i n  acco rdance  w i t h  t h e  Articles of Agreement t o  s t a t e  
t h a t  t h e  i n c r e a s e  i n  t h e  r emunera t ion  c o e f f i c i e n t  shou ld  not  exceed LOO per-  
c e n t  and  t h e r e  would be no i m p l i c a t i o n  t h a t  t h e  c o e f f i c i e n t  would remain  
f o r e v e r  a t  100 p e r c e n t .  

Mr. Malho t ra  s a i d  t h a t  i t  w a s  no t  c l e a r  why i t  was n e c e s s a r y  t o  s ta te  
t h a t  t h e  r emunera t ion  c o e f f i c i e n t  shou ld  r e a c h  100 p e r c e n t  when t h a t  p o s s i -  
b i l i t y  was  a l r e a d y  con templa t ed  i n  t h e  Articles.  The Execu t ive  Board c o u l d  
raise t h e  r emunera t ion  c o e f f i c i e n t  t o  100 p e r c e n t  a t  any t i m e  i t  f o u n d ' t h a t  
t o  be a d v i s a b l e .  No new p r i n c i p l e  w a s  t o  be e s t a b l i s h e d ,  and indeed none 
w a s  c a l l e d  f o r .  As he r e a d  them, t h e  Articles had e s t a b l i s h e d  a r a n g e ,  
w i t h i n  which the  Execu t ive  Board w a s  g i v e n  f l e x i b i l i t y  t o  s e t  t h e  r a t e  of 
r emunera t ion .  If  a p a r t i c u l a r  t a r g e t  were e s t a b l i s h e d ,  t h e  f l e x i b i l i t y  
e n s h r i n e d  i n  t h e  A r t i c l e s  o f  Agreement would be undermined. H e  was  n o t  
c l a i m i n g  t h a t  t h e  r a t e  of r emunera t ion  s h o u l d  under no c i r c u m s t a n c e s  
r e a c h  100 p e r c e n t .  However, i t  was no t  i n  acco rdance  w i t h  the  Art ic les  
t o  p rede te rmine  t h a t  t h e  ra te  of r emunera t ion  shou ld  r e a c h  100 p e r c e n t  of 
t h e  SDR i n t e r e s t  ra te  a t  a g i v e n  d a t e  o r  a c c o r d i n g  t o  a t i m e t a h l e .  More- 
o v e r ,  i t  was d i f f i c u l t  f o r  him t o  comprehend the r a t i o n a l e  f a r  making such  
a p r e d e t e r m i n a t i o n  several y e a r s  i n  advance  i n  such a n  u n c e r t a i n  world.  
There  was a s t a n d i n g  E x e c u t i v e  Board, w i l l i n g  t o  t a k e  a p p r o p r i a t e  d e c i s i o n s  
based on g i v e n ,  n o t  imagined,  f a c t s .  He t h e r e f o r e  f a i l e d  t o  unde r s t and  
t h e  i n s i s t e n c e  on an  agreement  on t h e  s u g g e s t e d  package i n  a l l  i t s  p a r t s  
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w i t h o u t  more ado. As r e s p o n s i b l e  members of t h e  E x e c u t i v e  Board, w i t h  t h e  
h e a l t h  of t h e  i n s t i t u t i o n  and of t h e  w o r l d  economy a t  h e a r t ,  D i r e c t o r s  
s h o u l d  c h a r t  t h e  f u t u r e  w i t h  mutual  c o n f i d e n c e  and t r u s t ,  and s h o u l d  n o t  
be under  p r e s s u r e  t o  a c c e p t  a package of d e c i s i o n s  t h a t  was n o t  t o  every-  
-.le’ s Liking.  

M r .  Erb commented t h a t  f o r  t h e  p a s t  t w o  y e a r s ,  t h e r e  had been no move- 
ment from t h e  lower end of t h e  range  of 80 p e r c e n t  t o  100 p e r c e n t ;  t h e  rate 
of remunera t ion  had remained a t  85 p e r c e n t  of t h e  SDR i n t e r e s t  rate. The 
i s sue  was t o  o b t a i n  agreement o n  movement toward t h e  upper  end of t h e  
range. 

MK. Prowse observed t h a t  M r .  E r b ‘ s  r e q u i r e m e n t  t h a t  t h e  rate of remu- 
n e r a t i o n  should  r e a c h  100 p e r c e n t  of t h e  SDR rate w i t h i n  a r e c o g n i z e d  
p e r i o d  of t ime, and t h a t  t h e r e  should  be a n  immediate i n c r e a s e  i n  t h e  r a t e ,  
had run up a g a i n s t  t h e  problem of how t o  moderate t h e  e f f e c t  on t h e  ra te  
o f  c h a r g e ,  That c o u l d  be done by a n  i n t r i c a t e  formula t h a t  might  be  
d i f f i c u l t  t o  e x p l a i n  t o  t h e  p u b l i c  a t  l a r g e .  Some D i r e c t o r s  had s t r e s s e d  
the l e g a l  aspects o f  s e t t i n g  a t a r g e t  of a 100 p e r c e n t  r e m u n e r a t i o n  c o e f f i -  
c i e n t ;  h e  was prepare4  t o  a c c e p t  t h e  s t a f f ’ l s  l e g a l  view t h a t  t h e  p r o p o s a l  
w a s  not i n c o n s i s t e n t  w i t h  t h e  Articles. B u t  i t  remained e s s e n t i a l  t o  d e a l  
w i t h  t h e  more s e r i o u s  problem of c n e  e f f e c t  on t h e  ra te  of charge .  S i n c e  
one purpose i n  b r i n g i n g  a l l  r h e  d r a f t  d e c i s i o n s  under d i s c u s s i o n  t o g e t h e r  
i n  one package was t o  s e e k  m o d i f i c a t i o n  i n  one o r  t h e  o t h e r  to a c h i e v e  
agreement a n  t h e  res t ,  h e  wondered whether  t h e  netbincome t a rge t ,  which 
w a s  one of t h e  most i m p o r t a n t  v a r i a b l e s  i n  t h e  c a l c u l a t i o n  of t h e  ra te  of 
c h a r g e ,  c o u l d  be r e c o n s i d e r e d .  U n t i l  r e c e n t l y ,  t h e  a c c r e t i o n  of r e s e r v e s  
had not been mechanica l ,  n o r  had i t  been a t  t h e  rate of  3 percent .  He 
would be prepared  t o  c o n s i d e r  a d j u s t i n g  t h a t  o t h e r  d e t e r m i n a n t  o f  t h e  ra te  
of c h a r g e  i n  o r d e r  t o  a m e l i o r a t e  t h e  e f f e c t  o f  moving t o  t h e  rate of remu- 
n e r a t i o n  sought .  

For  t h a t  purpose,  M r .  Prowse c o n t i n u e d ,  h e  sugges ted  t h a t  a n o t h e r  look 
be t a k e n  at a method under  which t h e  rate of remunera t ion  would b e  r a i s e d  
t o  e q u a l i t y  w i t h  t h e  SDR r a t e ,  w i t h  a f i r s t  i n i t i a l  i n c r e a s e ,  and a n  end 
d a t e  s p e c i f i e d ,  b u t  with f u r t h e r  i n c r e a s e s  i n  t h e  c o e f f i c i e n t  t o  be made 
following annual o r  semiannual  reviews a t  t h e  d i s c r e t i o n  and judgment of  
t h e  E x e c u t i v e  Board. In t h a t  way, t h e  i n i t i a l  i n c r e a s e s  i n  t h e  ra te  of 
remunera t ion  could  be a d j u s t e d  t o  r e l i e v e  t h e  d i f f i c u l t  e x t e r n a l  d e b t  bur- 
den o f  many member c o u n t r i e s  a t  a time of h i g h  r e a l  i n t e r e s t  r a t e s .  Such 
a method would be f e a s i b l e  i f  t h e  t a r g e t  f o r  n e t  income was reduced;  h e  
would be prepared  t o  a c c e p t  a t a r g e t  of 1 . 5  p e r c e n t  of t h e  Fund’s  reserres, 
o r  any o t h e r  t a r g e t  t h a t  seemed n e g o t i a b l e .  

The Chairman r e c a l l e d  t h a t  t h e  E x e c u t i v e  Board had r e c e n t l y  d i s c u s s e d  
t h e  l e v e l  and growth of Fund r e s e r v e s  and t h e  d e t e r m h a t i o n  of c h a r g e s  
(EBM/83/1?7, 12/19/83) and  had a g r e e d  n o t  t o  change t h e  n e t  income t a r g e t .  

Mr. Malhot ra  observed t h a t  i n  the paper on t h e  l e v e l  and growth of 
r e s e r v e s  and t h e  d e t e r m i n a t i o n  o f  c h a r g e s  (EBS/83/251, 11/25/83;  and Cor. 1, 
11/29/83) t he  staff had mentioned the p o s s i b i l i t y  of using reserves accu- 
mulated s i n c e  1981 i n  e x c e s s  o f  t h e  t a r g e t  in o r d e r  t o  a m e l i o r a t e  t h e  impact 
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2 4  a n  i n c r e a s e  i n  t h e  r a t e  of charge  e n s u i n g  from a n  i n c r e a s e  i n  t h e  ra te  
o f  remunera t ion .  
t o  m a i n t a i n  t h e  t a r g e t  of a 3 p e r c e n t  a n n u a l  i n c r e a s e  i n  reserves. 

Such a n  i n c l i n a t i o n  would be compat ib le  w i t h  t h e  agreement  

The Chairman proposed t h a t  t h e  s t a f f  s h o u l d  p r e p a r e  a papcr  on t h e  
t h r e e  approaches  r e f l e c t i n g  t h e  views put  forward  i n  t h e  c o u r s e  of t h e  d i s -  
c u s s i o n .  Under t h e  f i r s t ,  there would be a n  i n c r e a s e  i n  t h e  r a t e  of remu- 
n e r a t i o n  on May 1, 1984,  b u t  w i t h o u t  e n s h r i n i n g  t h e  p r i n c i p l e  of r e a c h i n g  
100 p e r c e n t  of t h e  SDR i n t e r e s t  r a t e ;  t h e  remunera t ion  c o e f f i c i e n t  would 
be reviewed on a r e g u l a r  b a s i s .  
would o b t a i t t  yuch s u p p o r t ,  b u t  i t  had been f a v o r e d  by M r .  M a l h o t r a ,  
Mr. Zhang, and a number of o t h e r  D i r e c t o r s .  The second method would a l s o  
p r o v i d e  f o r  a n  i n c r e a s e  i n  t h e  remunera t ion  c o e f f i c i e n t  o n  May 1, 1984, 
but  it would i n c o r p o r a t e  a inechanism f o r  r a i s i n g  t h e  r a t e  of r e m u n e r a t i o n  
t h e r e a f t e r ,  and would set  a prede termined  d a t e  f o r  r e a c h i n g  100 p e r c e n t .  
A t h i r d  method would n o t  e s t a b l i s h  a prede termined  d a t e  f o r  r e a c h i n g  
100 p e r c e n t .  I n s t e a d ,  i t  would a l s o  p r o v i d e  f o r  a n  i n i r f a l  i n c r e a s e  i n  
t h e  remunera t ion  c o e f f i c i e n t ,  and p u t  i n  t r a i n  a mechanism f o r  i n c r e a s i n g  
t h e  ra te  of r e m u n e r a t i o n ,  which would not  n e c e s s a r i l y  r e a c h  200 p e r c e n t  
of t h e  SDR i n t e r e s t  r a t e ,  a l t h o u g h  i t  could  do s o ,  depending on i n t e r e s t  . 
r a t e  developments .  The main d i f f e r e n c e  between t h e  second and t h i r d  method 
w a s  t h a t  t h e  former would i n c l u d e  a catching-up period,  d u r i n g  which t h e  
r e m u n e r a t i o n  c o e f f i c i e n t  would be r a i s e d  t o  e q u a l i t y  w i t h  t h e  SDR i n t e r e s t  
ra te  i n  i n s t a l l m e n t s ,  i f  i t  had n o t  a l r e a d y  reached  e q u a l i t y  by a c e r t a i n  
d a t a .  Both methods would p r o v i d e  f o r  a rev iew of the  r e m u n e r a t i o n  c o e f f i -  
cient, s h o u l d  t h e  ra te  of charge exceed t h e  SDR interest r a t e .  

H e  d i d  n o t  b e l i e v e  t h a t  t h a t  proposal.  

M r .  Wicks added t h a t  a n o t h e r  p o s s i b i l i t y  t h a t  s h o u l d  be borne  i n  mind 
w a s  t o  apply  t h e  formula  f o r  i n c r e a s i n g  t h e  ra te  of remunera t ion  from 
J a n u a r y  1, 1984, i n  a d d i t i o n  t o  t h e  one-step i n c r e a s e ,  and w i t h  a provision 
f o r  a n  a n n u a l  ad j u s  tment . 

The E x e c u t i v e  D i r e c t o r s  agreed  to resume t h e i r  d i s c u s s i o n  of the 
various approaches  t o  t h e  d e t e r m i n a t i o n  of t h e  ra te  of remunera t ion  on 
December 30, 1983. 

APPROVED: May 15 ,  1984 

LEO V A N  HOUTVEN 
S e c r e t a r y  



- 2 1  - EBM/83/184 - 12/28/33 
.WPENDIX 3: --- 

---- 
VI 

? 
bl a 

? 
e 
Q) 
cu 

E: 

0 z 

M 

3 

x 
z" 

VI In 
h m m  . .  
m -4 9 m I3 

u o  
r-VI 

h h  
* .  

-j. 
VI 

h 

VI 
h a 0  
m c v o  
W W C O  
. . .  VI LA 

hl L n p l  

l-i e l m  
m 01 

* .  
m o  
h r n  
plh 

. .  OI 

9 
h 

. . .  . .  . .  
C O C D C O  0 dl-i r - h  h 

cn 0 

. .  
h h  h 

e 
U 

h 

a,* 
OD O T l  

--e- ---I------------ 



EBM/E3/184 - 1 2 / 2 8 / 8 3  - 2 2  - UPEN13T.X I 

---- 
In 
30 

In 
a3 
LI 
b c -  

so 
LA2 

> 
0 z 

M 

3 

00 
h a  

P.h 
. .  . . .  

h c J 3  
2 m 

o m  
or- 

mi-. 
. .  0 m a  

3 Lna 
a . .  
n m r -  
ul m 

3 -  C-I 

N 

h 
"0.". 
h r c  

- 0  

c o c o  
"i9 

h 
4 

PI 

n n  
PI- 

W I ,  
. .  3 -j. * 

n 
m 

h 
9 

I-r 
r3 
il 

M ' P  
aJc 

o e  
QT) 0 

a, 
.c 



- 23 - 

0 
4 

h 

F-l 

c.l 

b 

ri * 
h 

ri 
U 

r. 

m 
ri 

P. 

ol 
(? 

r. 

ln 
m 
r- 

0 0  
0 0  0 1 0  . I .  

m u-l 
m ul 

\- u 
m a  
P.b 
. .  . .  

a m  

U 

- J U  
$4 

Y 4  
: %  

I 
" Q  
mco 

h 
o m  
b-l .a 
m cc. 
. .  

" 0  
cum 
coco 
. .  

o m  
LON 

coco 
. .  

m 0  
hlll 

mco 
. .  

corn . .  0 I O  . I .  
u-l m a h  m OI 

a 0  
m " 0  

N Nu-l  
m cn 

. .  q c o  
0 0 0  

h c o  
1 .  

0 
U-l l u - l  . I .  
+I N. 
m m 

m a  
C Q  

a3 I. 
. .  

. .  
mP. 

o m  
u-l- 

co co 
. .  0 - I O  . I .  

N h l  
ai m 

0 0  
L R L n  

a c o  
. .  0 0  

0 " 0  
N c u  mco . . m  . .  

0 CIhi  
ol m 

. .  
br-  

- 0  
r - "  
c o c o  
. .  co" 

mu3 . .  
hr. 

I 
-3-3 
ma2 

h 

U 
G 

h 

";". 
coco 



0 0  C I Q  . .  

-0 

m w  
27 

4 -¶ 0 1 0  m u  
? ?  
03- r 

9 ' 9  
m m  
0' m 

m o  *I l r  . .  
a m  

c 
-7 

r. 

v m m c  c 0 0  "- In c 
-1 r., m 

. .  
r - m  

. . .  
m m  

m o  
c. m . .  
m m  

Q) CII 0 I O  N m  
m I m  
N N  
m m  

- "19 clln r p h  

m w  c m  
. .  

00 N N N  

3 i l  r - h  P- 
g "o?  0 0  r p m  

m m  
. .  

m m  

Y 
Y 

MD B E  m u  . - 



0 0  0- . .  
cor -  

m c  R C  

m m  
. .  

o m  O h  

c c c  r( 

. .  

W -2 ., 0 

0 0  " 
PI 9 s 0 0  "- c c  

h m o  
. I .  

- 3  " 2  

00 CYI 

- c  
. .  

3 -  

0 N w 3  m o l  3 I C 3  

0 0  
m m  

. .  
m 

9 I C .  

0," 

c- 
r.m r. 

m o  X 

m t n  0 1 0  

c c  
m c I  

. .  9 ' ?  h r .  

*.-I 
. .  

rl + 

mLn 
h r - .  . .  
c o o  

. 
?a 1 

U 
\c 

W W  
w -  

3 oo 
a c c  
Ln "-lo h m  h 

. .  . . .  
m m  

m r. 

1 0  

-2 .? 

h 

u 

m a 
Y 

u m 0 

Iu U 

c 

d i3 m 

@ 

_. - 
U 
4 + II 



"?VI 

h r .  
( F n  

. .  




