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1. RATE OF R?BUNE?UTION, POLICY ON ENLARGED ACCESS, AND 
&XESS LIMITS - SPECIAL FACILITIES 

The E x e c u t i v e  D i r e c t o r s  resumed from t h e  p r e v i o u s  meet ing  (EBM/83/183, 
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 D i r e c t o r ' s  s t a t e m e n t  ( s e e  EBM/83/183). They had 
b e f o r e  them s t a f f  papers  on t h e  r a t e  of remunera t ion  (EBS/83/237, 11 /2 /83;  
Sup. I, 12/20/83; and Stip. 2 ,  12/22/83) as  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  o n  e n l a r g e d  access and t h e  a c c e s s  l i m i t s  f o r  
s p e c i a l  f a c i l i t i e s  (EBS/83/270, 12 /16/83) .  

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  t?;e lines he had 
d e s c r i 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  a s  Table  I, amended by t h e  s t a f f  t o  r e p l a c e  
t h e  average  SDR i n t e r e s t  ra te  by t h e  r a t e  i n  t h e  l a s t  week of t h e  preced- 
i n g  quarter 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 
took  an average  SDR i n t e r e s t  r a t e  as a base; a n o t h e r  was t h a t  all 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  o n  May 1, 1984, 
i r r e s p e c t i v e  of i n t e r e s t  r a t e  developments.  Tables  3A and 3 B  i l l u s t r a t e d  
M r .  Wicks's proposa 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 l u c -  
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  be ing  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 rare  as 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  
in t h e  c o e f f i c i e n t ,  o r ,  below t h e  average  in t h e  q u a r t e r  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  of c h a r g e  
i f  t h e r e  was 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 ,  a s  s u g g e s t e d  
by Mr. P o l a k ,  t o  keep t h e  r a t e  of remunera t ion  a t  a ra te  not  exceeding t h e  
SDR i n t e r e s t  r a t e .  It had not  been p o s s i b l e  t o  complete t h e  f u r t h e r  ca lcu-  
l r l t l o n s  r e q u e s t e d  by M r .  Po lak  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  o f  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  tab le  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 Treasjirer 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  r a t e  had been e l i m i n a t e d  as  a base ;  s e c o n d ,  t h e  
i n t e re s t  r a t e  s c o q a r i o s  had been changed; a n d ,  t h i r d ,  the. 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 T a b l e  38 was t h a t  i n  t h e  l a t te 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  v o u l d  change o n l y  i f  t h e  SDR i n t e r e s t  r a t e  f e l l  
below t h e  l o w e s t  l e v e l  t h a t  i t  had reached  p r e v i o u s l y ,  whi le  i n  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 .  
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  

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- 

- 1/ See Appendix I. 
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coefficient would t a k e  p l a c e .  For i n s t a n c e ,  Tahfe 5 i n c o r p o r a t e d  the 
a d j u s t m e n t  mechanism s u g g e s t e d  by H r .  P o l a k  under  w h i c h  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 n o t  3e 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  l e v e l  a t  t h e  beginning  of t h e  whole per iod--Apri l  30, 1984; that 
mechanism would provide  f o r  a slower a d j u s t m e n t .  I n  c o n t r a s t ,  T a b l e s  3A 
arid 4 i n c o r p o r a t e d  t h e  inethod proposed by Mr. Erb,  u n d e r  which any f a l l  
i n  t h e  SDR i n t e r e s t  ra te ,  even a d e c l i n e  from a l eve l  above t h a t  o €  
A p r i l  30, 2984 t o  which t h e  SDR r a t e  might  have risen s u b s e q u e n t l y ,  would 
t r i g g e r  ad jus 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 .  

Mr. Prowse 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 i '  l e d  t h e  g e a r i n g  r a t i o  of l O : l ,  t o  which t h e  
Deputy T r e a s u r e r  hati 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  c lear  t o  him whether  t h a t  r a t i o  was t h e  r e s u l t  
o f  using v a r i o u s  assumpt ions ,  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. Rut ,  i f  a c h o i c e  was t o  b e  made, i t  seemed i o  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  o n  t h e  r a c 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  psoposa l  as w e l l .  The 
s t a f f  had thought: i t  not  m 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 .  

_ _  
Mr. Polak  s a i d  t h a t  h e  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  r a t e  of remunera t ion  t h a t  was a t  l eas 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  ra te .  To o b t a i n  a precise 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 e 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  w a s  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 5 v i s a b l e  t o  have one t h a t  w a s ,  s a y ,  
l i a l f  t h e  s i z e  o r  t w i c e  a s  much a s  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 he  
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  
the  end o r  at t h e  beginning  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  r a t e  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  ra te  of ad jus tment  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  w a s  t h a t ,  as 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  r a t e  of r e m u n e r a t i o n  when i n t e r e s t  r a t e s  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  w a s  a f u n c t i o n  of 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  necessarily real is t ic .  
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M r .  Prowse asked  wh-ther ,  i f  t h e  n e t  income t a r g e t  remained unchanged 
and i f  t h e r e  was a 1O:l gearing r a t i o ,  a f a l l  in t h e  SDk i n t e r e s t  r a t e  
would of i t s e l f  provide  enough of a money e i f e c t  t o  o f f s e t  t h e  c o s t  of 
increasing the c o e f f i c i e n t ,  o r  whether  t h e r e  would be a p o s i t i v e  o r  nega- 
t i v e  impact on a c t u a l  n e t  income. 

The Deputy T r e a s u r e r  r e p l i e d  t h a t  t h e  outcome would depend on t h e  
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 t h e  e s t i m a t e d  s i z e  of  
b a l a n c e s  s u b j e c t  to  remui 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 should  be reca l led  t h a t  t h e  E x e c u t i v e  
Roard had agreed  n o t  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 c h a r g e .  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  i n p a c t  on  t h e  estimates of  n e t  income f o r  t h e  foLlowing s i x  months, but  
i f  the t a r g e t  was m e t  and n e t  income p e r m i t t e d  i t ,  t h e  Execut ive  Board 
c o u l d  e i t h e r  a g r e e  t o  a n  a u t o m a t i c  a d j u s t m e n t  i n  t h e  rate af remuneyat ion ,  
i n  accordance  with p r e s e n t  Rule  1-6(4)(b), o r  change i t  i n  accordance  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.  

M r .  Moerke s a i d  t h a t  when M r .  Grosche had made his p r o p o s a l ,  h e  had 
n o t  had ii s p e c i a l  r a t L  in mind. His b a s i c  i d e a  had been t o  p e r m i t  the. 
r a t e  of r e n u n e r a t i o n  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  
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 the  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  rate 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  b e c m s e  oE 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 ea r l i e r .  

M r .  Conrado remarked t h a t  i f  t h e  ra te  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 ,  b o t h  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  catching-up p e r i o d  mentioned i n  
Mr . G r  osche ' 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  exact 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  so 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  the  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  rate of d e c l i n e  
i n  the  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 ha t  the 
e f f e c t i v e  rate of r emunera t ion  should  be h e l d  c o n s t a n t  u n t i l  t h e  c0eft.i- 
c i e n t  r eached  100 p e r c e n t .  

M r .  Conrndo remarked t h a t  he had unde r s tood  that t h e  i d e a  was 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 n e t  
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  t h e  rate of 
r emunera t ion .  

M r .  E r b  s a i d  t h a t  i t  was a matter of d i f f e r e n t  assumptions as t o  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 r emunera t ion  c o n s t a n t ,  
under  the assumpt ion  t h a t  in te res 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 -  
c i e n t  would mean t h a t  t h e  impact  of t h e  i n c r e a s e  i n  t h o  c o e f f i c i e n t  oa 
the r emunera t ion  r a t e  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  on 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 w o u l d  
be d i f f e r e n t  i f  t h e  rate of c h a r g e  was h e l d  c o n s t a n t  from t h e  beginning  
because  of t h o s e  o t h e r  f a c t o r s ,  which would va ry .  

Mr. Conrad0 remarked t h a t  Mr. d e  Maulde’s  o r i g i n a l  p r o p o s a l  w a s  f o r  
a sys tem 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  wichout any  i n c r e a s e  
I n  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 Execut i7.r .e  D i r e c t o r s  exchanged views o n  t h e  d r a f t  i a k l e s  c i r c 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  ;ome 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/ 

Mr. Zhang ques t ioned  t h e  v a l u e  of t he  t ab les ,  which were based on 
f o r e c a s t s  of i n t e r e s t  ra tes  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  t h e  Fund had a lways  avoided  
C 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  only 
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  c i r -  
cumstances .  Annual a d j u s t m e n t s  had i n  f a c t  been i n c l u d e d  i n  one of t h e  
proposed fo rmulas .  

M r .  Salehkhou observed  t h a t  agreericnr: on t h e  o b j e c t i v e  of a remuner- 
a t i o n  c s e f f i c l e n t  O €  100 p e r c e n t ,  t o  be reached  a c c o r d i n g  t o  a g i v e n  
% i m e t a b l e ,  was presupposed i n  a l l  the  t a b l e s .  Yet t h e r e  was no consensus  
on. t h o s e  two i s s u e s ,  and unless 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  
further c a l 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  t h e  r a t e  of 
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 ,  3 B ,  and 5 ,  s e e  Appendix 11. 
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Executive D i r e c t o r s  a g r e e d  to a d j o u r n  i n  o r d e r  t o  give themSel~eS an 
oppt l t tunf ty  t o  look more c l v s e l y  at t h e  t a b l e s ,  

The meeting was adjourned a t  4:20 p.m. and reconvened a t  5 : 0 5  p.m. 

Mr. Malhotza s t a t e d  t h a t  t h e  p o s i t i o n  crf h i s  c h a i r  had been t h a t  any 
i n c r e a s e  i n  t h e  rate of remunera t ion  t h a t  would a t  p r e s e n t  lead t o  a n  
increase i n  t h e  r a t e  of c h a r g e  would be most I n a p p r o p r i a t e .  3ut coneider -  
i n g  the  viewpoin t  of o t h e r s ,  and d e s p i t e  h i s  l a c k  o f  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  the  p r e s e n t  d i f f i c u l t  t i m e ,  h e  c o d d  n e v e r t h e l e s s  
accede t o  an increase i n  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  in t h e  coef f ic ien t  from 
85 p e r c e n t  t o  87.5 p e r c e n t ,  v r  t o  88 p e r c e n t  if 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 .  
remunera t ion  c o u l d  be reviewed a t  any time; i n  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 .  
Mr, Zhang. 

L i k e  e v e r y  o t h e r  p o l i c y  o f  t h e  Fund, t h a t  r e l a t i n g  tc 

I n  s h o r t ,  h e  suppor ted  t h e  p o s i t i o n  t a k e n  by 

Mr. 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 p 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  o f  remunera t ion  would be r a i s e d  g r a d u a l l y ,  a s  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 m 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 3 n s  was t a k e n  i n t o  account .  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  
Ar t ic les  o f  Agreement, t h e  ra te  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 o f  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  r a t e  
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 Ar t ic les  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  r a t e  of c h a r g e  i n  c o n s i d e r i n g  t h e  ra te  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  time l i m i t  of May 1, 
1987. On May 1, 1984, 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  5e ing  
de termined  by t h e  Execut ive  Board i n  t h e  l i g h t  of e v o l v i n g  c i rcumstances  
o v e r  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  s e t t l e  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 .  E r b  observed t h a t  i t  was a v e r y  b i g  l e a p  from M r .  Grosche ' s  pro-  
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  
up t o  88 p e r c e n t  o r  87.5 p e r c e n t .  Two p o i n t s  t h a t  had come t o  light 
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 kept  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  of 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  o f  t h e  
SDR i n t e r e s t  r a t e  should  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 
General  Review of Quotas ,  which presumaSly would be sometime in 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 € 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  movemen: i n  t h e  r a t e  of  remunera t ion  and t h e  r a t e  of 
c h a r g e .  I t  w a s  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 over  t i m e .  To t a k e  a s t e p  on May 1, 1984 of t h e  o r d e r  
of  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  i n  t h e  f u t u r e  in o r d e r  t o  r e a c h  
100 p e r c e n t .  
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Mr. P c l a k  a g r e e d  w i t h  Mr. Erb that the moat s e r i o u s  effort p o s s i b l e  
shou ld  be made t:, r e a c h  agreement on thJe Grosche pxoposal ?>@fore taking 
u p  orhe r  proposals .  He was prepared  t o  a c c e p t  Mr. Grosihe's proposal.  

Mr. P i c k e r i n g  remarked t h z t  h i s  a u t h o r i t i e s  would be prepared PO 
a c c e p t  a proposal based on the one s u b m i t t c d  by Mr. Grosche a t  EBMf83/182, 
possibly amended t o  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  ra te  
from B bast p e r i o d  rather t h a n  on a n  a v e r a g e  rate i n  the p r e c e d i n g  period. 
The methods i l l u s t r a t e d  in t h e  latest tables p r e s e n t e d  more d i f f i c u l t i e s .  
For e x a m p l e ,  Mr. E r b ' s  p r o p o s a l ,  a s  s i m u l a t e d  i n  T a b l e s  4 and 5 ,  which 
would a l l o w  f o r  some i n c r e a s e  i n  t h e  r a t e  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 phen f e l l  back, was not: 
acceptable t o  h i s  a u t h o r i t i e s .  Not would h i s  a u t h o r i t i e s  wish t o  a c c e p t  
c o n t i n u o u s  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. G r o s c h e ' 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 .  

M r .  Wicks s a i d  t h a t  he would be g r a t e f u l  t o  M r .  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 t h e  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  to him. 

D e s p i t e  the  v e r y  d i f f e r e n t  a t t i 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. Wicks 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  i n  common. Most were w i l l i n g  t o  a c c e p t  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  
b e  t o  87/88 p e r c e n t  o r  t o  90 p e r c e n t  was a n  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  
rate of r e m u n e r a t i o n  and t h e  consequent  Level  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  remunera t ion  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  w a s  a n o t h e r  way, M r .  Wicks c o n s i d e r e d ,  which might  be c a l l e d  
a n  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  
b y  M r .  de  Maulde. It would be agreed  t h a t  t h e r e  should  be a one-step 
i n c r e a s e  on May 1, 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 re s t  r a t e  
wou1.i r e s u l t  i n  i n c r e a s e s  i n  t h e  r a t e  of r e m u n e r a t i o n ,  which, i t  w a s  hoped,  
o v e r  a peri-sd 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  ra te .  
O f  course, t h a t  might  t a k e  a long  t ime--possibly many years--and s e v e r a l  
D i r e c t o r s  wanted t o  see e q u a l i t y  o f  t h e  r a t e s  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, hac! well-known l e g i s l a t i v e  problems 
i n  approving  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  q u o t a ,  T h e r e f o r e ,  some Fund members n e e d c l  
a c e r t a i n  a s s u r a n c e  t h a t  t h e  remunera t ion  c o e f f i c i e n t  would be 100 p e r c e n t  
by tt-.e t i m e  of t h e  N i n t h  Quota Review. But p e r h a p s  E x e c u t i v e  Directors 
might  be w i l l i n g  n o t  t o  take i? 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  
date 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  o n l y  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 hzd sugges ted .  H e  w a s  
w i l l i n g  t o  have h i s  s u g g e s t i o n  e x p l o r e d  f u r t h e r ,  unless it was u n a c c e p t a b l e  



- 9 -  ESM/83/184 - 12/28/83 

t o  o t h e r s ,  a l t h o u g h  he  could no t  be sure that  his a u t h o r i t i e s  would agree 
w i t h  i t .  It Merit w i t h o u t  saying t h a t  h i s  propasaa would. have cansequences 
€or t h e  position he had t a k e n  on other r e l a t e d  matters. 

N r .  de Xaulde said t h a t  he gave h i s  f u l l  support to Mr. Wicks 's  pto- 
pasal ,  which 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  an  i n t e r e s t i n g  combina t ion  of prqmsals  had 
been  pu 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 basis f o r  
agreement .  H e  cou ld  s u p p o r t  t h e  Crosehe p r o p o s a l ,  a s  modi f ied  by t h e  
s taff . ,  o r  as i t  might be E u r t h e r  modi f ied  t o  avo id  t h e  drawbacks of the 
o r i g i n a l  v e r s i o n .  R e  had no strong p r e f e r e n c e s  r e g a r d f n g  the technical 
m o d a l i t i e s  t o  be employed 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  as long  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  Eied time. 

M r .  Erb added ;ha t  t h e  v a r i a t i o n  of t h e  Grosche p r o p o s a l  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 uf t h e  t e c h n i c a l  changes sugges t ed  
by the  s t a f f  a t  t h e  p r e v i o u s  mee t ing ,  i n c l u d i n g  u s e  of t h e  SDR i n t e re s t  
r a t e  i n  t h e  last week of t h e  quar te r  r a t h e r  t h a n  a q u a r t e r l y  average 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  l e v e l  t o  which i n t e r e s t  rates had moved a t  
the end of t h e  p reced ing  y e a r .  I n  t h a t  way, a po in t  would never  be 
reached  a t  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 made i f  no ad jus tmen 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  ave rage  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, 1'384 t o  October  1, 1985. The ad jus tmen 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  was 
a n  upward d r i f t  in i n t e r e s t  r a t e s  ove r  t h e  c o u r s e  of t h e  fo l lowi i lg  y e a r ,  
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  subsequen t  y e a r .  

Mr. de Maulde remarked t h a t  i t  d i d  no t  seem r e a s o n a b l e  t o  p r o v i d e  
€o r  y e a r l y  a d j u s t m e n t s  when t h e  pe r iod  contemplsred  i n  M r .  Grosche ' s  
method w a s  from May 1, 1984 t o  J a n u a r y  1, 1986; o n l y  one y e a r l y  a d j u s t m e n t  
would be  made, i f  he unde r s tood  Mr. E r b ' s  method c o r r e c t l y .  

M r .  Po lak  commented t h a t  h e  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  if i t  was hardened  s u b s t a n t i a l l y ,  as proposed by M r .  Erb. 

Mr. Wicks remarked t h a t  under  Mr. Grosche ' s  o r i g i n a l  p r o p o s a l ,  a 
d a t e  w a s  s p e c i f i e d  by which t h e  remunera t ion  c o e f f i c i e n t  would r e a c h  
100 pe rcen t .  The o t h e r  p r o p o s a l  t h a t  had been mooted would not necessa 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  cou ld  be a one-s tep  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  on May 1, 1084, and t h e  r a t e  of r emunera t ion  
cou ld  c o n t i n u e  t o  r i se  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  r h e  i n t e r e s t  
ra te .  Tha t  p r o p o s a l  s h o u l d  not  be r ega rded  as a ha rden ing  Qf t h e  fo rmula ,  
bu t  i n  a sense a s  a s o f c e n i n g  of i t .  

Thi? C!lairman remarked ttizt i t  would b e  n e c e s s a r y  under  such a v a r i a -  
t i o n  of Mr. Grosche's p r o p o s a l  t o  define a method f o r  a d j u s t i n g  t h e  r a t e  
of r emunera t ion  i n  r e l a t i o n  to  changes i n  t h e  i n t e r e s t  ra te .  
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WP. Erb s a i d  that  h f s  s u g g e s t i o n  was For o. method somewhere between 
Mr, W x k s ' s  proposal and Mr. Grosche's o r i g i n a l  proposal. H i s  suggestion 
would n ~ t  h a r d e n  Mt. Grosche's proposal b u t  would smooth o u t  t h e  a d j u s t -  
ments by s o f t e n i n g  t h e  chance  of 3 sudden l a r g e  upward a d j u s t m e n t  between 
October 1985 snd May 1987, or even i n  the p r e c e d i n g  p e r i o d  from Mag I ,  
L984* If t h e r e  was a n  upward d r i f t  i n  in te res t  rates, t h e  new base 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 clownward 
drift i n  in terest  rates, t h e  adjustment in the 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  at t h a t  p a 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  
increases were made la ter  kn t h e  p e r i o d .  H i s  p r o p o s a l  was w i t h i n  t h e  con- 
text a€  t h e  Gtosche method, which would not be changed i n  any major way; 
i t  would simply make F r o v i s i o n  f o r  s e t t i n g  a new b a s e ,  and  a l lowed f o r  
some adjus tment  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  
migh t  not t a k e  p l a c e  t i n t i 1  t h e  end of 1985. 

Mr. d e  Maulde remarked t h a t  h e  was p r e p a r e d  t o  go a l o n g  w i t h  
Mr. Grosche ' s  method, w i t h  t h e  v a r i o u s  amendments advanced by Mr. P o i a k ,  
i n c l u d i n g  t3e u s e  of t h e  SDR ra te  i n  t h e  l as t  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 r e m u n e r a t i o n ,  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  ra te  of c h a r g e  t o  t h e  SDR i n t e r e s t  
rate. There  might a l s o  be some a d v a n t a g e ,  as  Mr. P o l a k  had mentioned a t  
t h e  p r e v i o u s  meet ing ,  i n  a o r k i n g  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 re s t  r a t e s .  A s  he had a l r e a d y  s t a t e d ,  
h e  was w i l l i n g  t o  a c c e p t  M r .  G r o s c h e ' s  method ?:f t h e  p e r i o d  d u r i n g  which 
it would apply  was extended  from two y e a r s  t o  f o u r  y e a r s .  H e  might  a l s o  
b e  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  beginning  of t h e  Nin th  Quota Review, if 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  exercise would b e g i n  w i t h i n  f i ' re  y e a r s .  O f  
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 e s s  t h a n  
f o u r  y e a r s  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 proposa l  f o r  a n  a c c e s s  I . 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 .  

Mr. 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  h e  h i m s e l f  had s u g g e s t e d ,  h e  w a s  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 c r e a t e  
s e r i o u s  problems f o r  him. Because t h e  p e r i o d  of a d j u s t m e n t  under  
M r .  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 an a c c e s s  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  a t h r e s h o l d  a t  t h e  m i d p o i n t .  

M r .  Wicks r e c a l l e d  h i s  o b s e r v a r 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 Mr. P o l a k  as an  amendment t o  
M r .  G r o s c h e ' s  method, and which was r e f l e c t e d  in s q u a r e  b r a c k e t s  i n  
paragraph  ( e )  of t h e  d r a f t  amendment t(3 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  cir-  
cumstances t h a t  c o u l d  no; 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 r e 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 R u l e  1-10 t o  r e a d  " I f . . . t h e  
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r a t e  of charge.  . .would have t o  be s e t , . . a t  a ra te  h i g h e r  than t h e  a v e r a g e  
of +he SBR i n t e r e s t  rates f o r  t h e  q u a r t e r  p r e c e d i n g  t h e  review, t h e  
Executive b a r d  w i l l  r ev iew t h e  ra te  of remunera t ion  and ,  i n  p a r t i c u l a r ,  
cons ider  whether  t h a t  r a t e  shall be reduced t o  85 p e r c e n t  of t he  SUR 
t n t e r e s t  ra te  or t o  s u c h  h i g h e r  pe rcen tage  as would permi t  the r a t e  of 
cha rge  t o  be set . . .a t  t h e  a v e r a g e  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  -. . . " 

ilr. Erb  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  race 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 i n  
which cha rges  were s e 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 M r .  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  a c t i o n .  

Mr. Wicks conf i rmed t h a t  bis i n t e n t i o n  was t o  c o n s i d e r  the  r a t e  of 
r emunera t ion  i n  r e l a t i o n  t o  t h e  r a t e  of c h a r g e ,  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 .  There  would obv ious ly  be  var- 
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  E x e c u t i v e  Board, bu t  t h o s e  c o u l d  
not  be pre judged  and would have t o  be cons ide red  a t  t h a t  t i m e .  

Mr, Polak  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 l o n g  t h e  l i n e s  
sugges t ed  by M r .  Wicks would be a move i n  t h e  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 rec i se  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  such 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  s e e  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 L  of 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 remunera t ion  
i n  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  o f  remunera t ion  and t h e  SDR i n t e r e s t  r a t e  a t  a n  e a r l y  s t a g e  would 
not  be p rec luded ,  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  he s h a r e d  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  1-00 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 issues 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 t , > 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  funds  t c  t h e  i n s t i t u t i o n  to  be remunerated a t  a 
lower  r a t e  than  a l l  o t h e r  g roups  per forming  t h e  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 each  i t ,  which was l a r g e l y  a matter of 
p e r c e p t i o n .  
d a t e ,  n o t  o n  grouqds o f  l o g i c  bu t  f o r  p o l i t i c a l  r e a s o n s ;  and there  was 
some fear  of l a u n c h i n g  t h e  Nin th  Quota Review w i t h  a d i sc repancy  between 
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 .  

Some D i r e c t o r s  were a n x i o u r  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  
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Another wag t o  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 ,  b u t  t o  i n t r o d u c e  a n  e l emen t  0.f 

f l e x i b i l i t y  iriro t h e  mechanism f o r  r e a c h i n g  i t .  One method c f  d o i n g  s o  
would be t o  t a k e  advan tage  of f a l l s  i n  i n t e re s t  ra tes ;  i t  would o b v i o u s l y  
be easier t o  i n c r e a s e  t h e  r emunera t ion  c o e f f i c i e n t  when t h e  i n t e r e s t  ra re  
f e l l  because  t h e  rate of c h a r g e  would ~ 1 0 ~ :  have to  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 1  
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  du r ing  which t h e  ra te  of 
remuneration wo*:ld lncrease 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  r e a c h  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 s o  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  
Hr. Grosche's method, t h e r e  would on ly  b e  a change i n  t h e  r emunera t ion  
c o e f E 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  r a t e .  Such  
a p e r i o d  would be open-ended, and t h e  d a t e  a t  which e q u a l i t y  would be 
a c h i e v e d  would depend on the c i r c u m s t a n c e s  of t h e  t i m e .  As t h e  numer i ca l  
examples had shown, unde r  M r .  Grosche ' s  fo rmula ,  e q u a l i t y  c o u l d  be ach ieved  
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  pe r iod .  

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 ,  t h e r e  would be a f i r + r  
i n c r e a s e  from 85 p e r c e n t  as an e a r n e s t  of f u t u r e  s t e p s  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  
of r emunera t ion  would move up as i n t e r e s t  r a t e s  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  ra te  of r e m u ~ e r a t i o n ,  i n t e r  a l i a ,  i f  
ttte ra te  of charge became e q u a l  t o  t h e  SDEi i n t e re s t  rate.  Finally, t h e r e  
would be a move t o  e q u a l i t y  by May 1.987. 
c o u l d  be d r a f t e d  a l o n g  t h o s e  l i n e s .  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 emen t s  of a consensus  might  be w i t h i n  reach.  

It 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 com- 
promise.  Unless  t h e  Fund moved toward a r a t e  of r emunera 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 rov ide  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 s t e  of c h a r g e .  

M t .  Mtei said t h a t ,  as h e  r e a d  Ar t i c l e  V ,  S e c t i o n  9 ( a > ,  t h e  r a t e  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  was 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  Art ic les  of Agreement t o  s t a t e  as an  
o b j e c t i v e  t h a t  t h e  r a t e  of r emunera t ion  should be 100 p e r c d n t  of t h e  SDR 
i n t e r e s t  r s t e ,  e s p e c i a l l y  i f  i t  w a s  most u n l i k e l y  t h a t  i t  would e v e r  be 
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  unde r s t and ing  was t h a t  t he  p r i n c i p l e  
o f  100 p e r c e n t  was n o t  be ing  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  
claims on t h e  Fund i n  t h e  same way. Under t h e  method proposed by M r .  P o l a k  
and MK. kick; ,  p r o v i s i o n  would be made f o r  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  if the 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 n o t  be  set as an  immovable r u l e .  

The Deputy Genera l  Counse l  added t h a t  A r t i c l e  V ,  S e c t i o n  9 ( a ) ,  i n  
stating that  t h e  ra te  of r emunera t ion  shou ld  not  be more t h a n  t h e  SDR r a t e  
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  o f  r emunera t ion .  An a u t o m a t i c  formula 
was n e i t h e r  mentioned no 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  Execu t ive  Board co d e t e r m i n e  t h e  impact  OJ t h e  r a t e  of c h a r g e  of 
dec is ions  t a k e n  w i t h  r e s p e c r  t o  t h e  r a t e  of 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  Counse l  
confirmed 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  the. o b j e c t i v e  was t o  r each  a 
remunerati0.n 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, in moving t o  meet t h a t  o b j e c t i v e ,  t h e  
e f f ? c t s  on 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 .  It s h o u l d  be  
noted  t h a t  i n  d r a f t  Rule  I - l O ( e )  i t  was s t a t e d  t h a t  t h e  r a t e  of remunera- 
t i o n  should  be reviewed e v e r y  time t h e  r a t e  of c h a r g e  was cot i s idered .  

MT. Malhotra  s a i d  t h a t  he s t r o n g l y  suppor t ed  M r .  N te i ' s  p o s i t i o n .  
The Ar t i c l e s  c l e a r l y  s t a t e d  a maximum and a minimum r a t e  o f  r emunera t ion ,  
and f o r  r h e  Execu t ive  Board t o  deLidc t h a t  r h e  maxiinurn was ti le 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 set f o r  r e a c h i n g  i t  would d e t r a c t  f r o m  
t h e  Flexibility i n h e r e n t  i n  t h e  range s e t  o u t  i n  t h e  Articles.  In sp i r i t ,  
I f  n o t  r e c h n i c a l l y ,  s u c h  a d e c i s i o n  would be tantamount  t o  amending t h e  
A r t  i c  les . 

Article  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 3 e r e d ,  t h e  ra te  of c h a r g e  would a l so  be taker. i n t o  a c c o u n t ,  
Mr. Malhocra con t inued .  I f  a mechanica l  t i m e t a b l e  were adopted  f o r  
r'ais1n.g t h e  c o e f f i c i e n t  t o  100 p e r c e n t ,  i t  would be imposs ib l e  t o  con- 
s i d e r  t h e  impact of f u t u r e  i n c r e a s e s  i n  r emunera t ion  on t h e  r a t e  of 
cha rge ,  becauso f!rt.ure c h a r g e s  and t h e  e v o l u t i o n  of  v a r i a b l e s  e n t e r i n g  
i n t o  t h e i r  d e t e r s i 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 Mr. P o l a k ' s  p r o p o s a l  recognized  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  a n  uildue i n c r e a s e  i n  t h e  ra te  of 
c h a r g e ,  M r .  Malhot ra  sa id ,  h e  remained unconvinced t h a t  i t  took  c a r e  of 
o t h e r  i ;n?or tan t  problems f o r  which further s o l u t i o n s  would have  t o  be  
exp lo red .  The Fund vas a m u l t i f u n c t i o n a l  i n s t i t u L i o v ,  and  w a s  riot 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 .  The-e  was 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 c h e r  material ,  
he1.d d iscus ; ions  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  IV 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  would p l a c e  on t h e  bor- 
rowers al.1 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  i n  f u t u r e  
would be t o t a l l y  unaccep tab le .  A l l  members , whether  l e n d e r s  o r  bor rowers ,  
had an  i n t e i e s r  i n  the prope 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 t h e y  c o u l d  r ise r a p i d l y  
i n  a few y?ars-- the problzm 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 impor t an 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  f e e s  a l o n e ,  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 .  
That  i s s u e  was 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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He 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 i 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 ,  M r .  M a l h o t r a  
commented. AB h e  had a l r e a d y  i n d i c a t e d ,  h e  was prepared  t o  meet t h e  con- 
c e r n  o f  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  shew t h z 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  the  r a t e  of remunera- 
t i o n ,  even  though h e  was not  convinced  tha,: 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 l i m i t s  
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  saw no good r e a s o n  
f o r  r e d u c i n g  them. But h e  had d e f i n i t e  d i f f i c u l t i e s ,  l e g a l  and c o n c e p t u a l ,  
i n  a d o p t i n g  a t ime 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  r m u n e r -  
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  n o t  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.  

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 .  I n  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 s r r e d ,  namely,  of paying  t h e  same ra te  of i n t e r e s t  on all 
c l a i m s  on 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  in t h e i r  own cap t t a l  markets. 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  f 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 t h a t  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 ,  was why t h e  Uni ted  S t a t e s  had t o  bear a budgetary  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 thon  t h e  g e n e r a l  c o s t  
of c a p - i t a l  t h e  U.S. Government had t o  pay. 

The Deputy Genera 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  
Article 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  an;:::ints, t a k i n g  t h a t  s p e c i f i c  d e c i s i o n  
l i m i t e d  t h e  scDpe f o r  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 n o t  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 remunera t ion  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  ra te  of r e m u n e r a t i o n  a t  t h e  bottom of t h e  range  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  Ar t ic le  as s e t t i n g  t h e  ra te  
a t  t h e  t o p  of the  range ,  o r  a t  any p o t n t  i n  between. 

M r .  Mcei 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  ra te  o f  
r e m u n e r a t i o n  s h o u l d  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  r a t e ,  t h e  
e n j o i n d e r  i n  Ar t i c l e  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  of  c h a r g e  would be r e s p e c t e d .  
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 t i m e  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 wi thdrawn,  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  ra tes  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  
of r e m u n e r a t i o n .  

He c o n t i n u e d  t o  feel 

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  
Ar t ic le  V ,  S e c t i o n  9(a) was t h a t  t h e  ra tes  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  r a t e  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 . ,  T h e r e  w a s  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.  
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The Chairman n o t e d  t h a t  Execu t ive  Directors 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  cha rge  i n  examining t h e  impact  o f  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 t . i n g  t h e  ra te  o f  r emunera t ion  i n  r e l a t i o n  
t o  the  SDR r a t e  of i c t e r e s t .  Some D i r e c t o r s  might  p l a c e  g r e a t e r  we igh t  
on t h e  need t o  c o n s i d e r  t h e  i m p a c t  on t h e  r a t e s  o f  cha rge  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 t empted  t o  s o f t e n  t h e  
i m p a c t  on t h e  r a t e s  of cha rge .  I t  was b a s i c a l l y  a matter of a r r i v i n g  a t  
an  agreement o n  t h e  mer i t s  of us ing  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  o f  r emunera t ion  t o  9 3  p e r c e n t  
of t he  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 percent 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 rov id ing  f o r  a h a l t  t o  t h e  
i n c r e a s e  shou ld  t h e  ra te  of  cha rge  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 € o r  f l e x i b i l i t y .  But i n  no case could 
i t  be s a i d  t h a t  the r a t e  o f  c h a r g e  was n o t  be ing  t aken  i n t o  accoun t .  

Mr. Conrado r e c a l l e d  t h a t  o n  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' claims 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 th  them; Saudi  Arab ia ,  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  o f  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  marke t ,  i t  
might  no t  n e c e s s a r i l y  t r ea t  the  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  abou t  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  rate 
of remunera t ion  and t h e  SDR i n t e r e s t  r a t e ,  Mr. Conrado remarked,  n o t  s o  
much about  b r i n g i n g  t h e  r emunera 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  t i m e ,  as about  t h e  unde r ly ing  concep t .  S e t t i n g  such  an o b j e c t i v e  
w a s  i n  e E 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 r emunera 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  ra te .  

M r .  S u r a i k r y  s a i d  t h a t  f o r  some E x e c u t i v e  D i r e c t o r s ,  t h e  d i f f i c u l t y  
wi th  t h e  v a r i o u s  p roposa 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  twofcl-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 i m e t a b l e .  The proposal  by Mr. 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  present 
mee t ing ,  i t  would be h e l p f u l  t o  have M r .  Wicks's p roposa l  in 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 .  Malhot ra  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  
Art ic les  o f  Agreement t h a t  t h e  ra tes  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  ra te  of r emunera t ion  was no 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  Execu t ive  
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  assumpt ions  about  t h e  
f u t u r e  c o u r s e  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  in t en -  
t i o n  of  Ar t ic le  V ,  S e c t i o n  9(a )  w a s  t h a t  r emunera t ion  and cha rges  s h o u l d  
be c o n s i d e r e d  t o g e t h e r  when t h e  ra te  of i n t e r e s t  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 ,  in 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 concep t  o f  s e t t i n g  a t a r g e t  f o r  
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the 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 LOO p e r c e n t  was i n h e r -  
e r i t l y  d e f i c i e n t .  He a 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  ra te  of  c h a r g e ,  would be c o n s i d e r e d  
from time t o  t i m e .  

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 of 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  not be ignored .  A t  t h e  same 
time, 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  was to  
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- 
rCed 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 
p o i n t  to  be borne i n  mind ,  as 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  OE 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  in working o u t  an  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 r a t e  of r e m u n e r a t i o n  on t h e  ra te  of c b 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  ra te  t h e  r a t e  of remunera- 
t i o n  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 the  r a t e  of c h a r g e .  Under t h e  r u l e s ,  t h e  r a t e  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 percent  of 
r e s e r v e s ,  or 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 ,  I f  i n  t h e  
m i d d l e  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 c h a r g e  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  r a t e  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  Fund'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  ra te  of  remuner- 
a t i o n  was an  i l l u s t r a t i o n  of t h e  view t h a t  he had e x p r e s s e d  i n  prev ious  
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 he 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 ,  the  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  s u c h  views of t h e  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 ,  he  would refer congressmen t o  t h e  Ar t ic les  of Agreement, and i n  
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  promoe 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 ba lanced  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  e 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  rf  t h e  moment. C r e d i t o r s  s h o u l d  a t  l eas t  s p a r e  
t h e  Fund from commerc ia l iza tLon and pay more a c 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  Fun? would b e  v e r y  l i t t l e  d i f f e r e n t  from a commercial  
bank . 
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Those were t h e  r e a s o n s  for  h i s  o p p o s i t i o n  t o  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  a n y  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  should  be set 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 .  

MY. Erb s a i d  t h a t  n e i t h e r  he 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 i n t e r e s 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  was t o  ea rn  a commercial r a t e  
o f  re turn 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 o f  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 
impli.ed under t h e  p r e s e n t  system? By t h e  same t o k e n ,  c r e d i t o r s  were n o t  
a s k i n g  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  M r .  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 preceding  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 o r  less tantamount  t o  making i t  a commercial 
i n s t i t u t i o n .  Coopera t ion  c a l l e d  f o r  a b a l a n c e  o f  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 ,  as l o n g  a s  t h e  
Fund's r a t e  of charge-was l e s s  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  o f  Fund r e s o u r c e s  enjoyed en element  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 ,  as l o n g  as t h e  ra te  of c h a r g e  
w a s  n o t  h i g h  enough t o  meet t h e  c o s t  to  t h e  Fund of borrowing a t  a marke t  
rate--not 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  of t h e  i n s t i t u t i o n  and t h e  
amount of n e 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  of  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  was t o  what d e g r e e .  
It w a s  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- 
t i o n  s h o u l d  remain a t  85 p e r c e n t  o f  t h e  SDX i n t e r e s t  r a t e ,  o r  whether  i t  
should  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  a s  t h e  r a t e  moved toward 100 p e r c e n t ,  but  c o n c 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  ra te  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  1 G O  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 .  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 ,  p a i d  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  about  
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 r g u e  t h a t  w i t h  a 
r a t e  of remunera t ion  s e t  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  as 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 wi th  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  in 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  domes t i c  c u r r e n c i e s  and i t s  
compar ison  w i t h  t h e  SDR i n t e r e s t  ra te  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  
ra te  of i n t e r e s t  t o  l end  t o  t h e  Fund, But t he  SDR ra te  was a combined r a t e ,  
which fo l lowed  from t h e  d e c i s i o n  t o  adopt  t h e  SDR as a u n i t  of accoun t .  
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 might  a p p e a r  

The Chairman p o i n t e d  o u t  t h a t  i t  cou ld  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 7.63 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  ra te  and ra te  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  was c o n c e s s f o n a l ;  i t  would remain so as 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 rate t h a t  w a s  less 
t h a n  t h e  ra te  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 i v e  c o s t s  and accumula t ion  of r e s e r v e s .  

M r .  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  r a t e  of r emunera t ion  permanent1.y a t  1CO percen t  of t h e  SDR 
i n t e r e s t  rate. But t o  avo id  m i s p e r c e p t i o n s  on  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  clear t h a t ,  under  
whatever  fo rmula ,  t h e  a d j u s t m e n t  of t he  r a t e  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  rate would n o t  be permanent bu t  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 d j u s t i n g  t h e  r a t e  of r e m u n e r a t i o n ,  shou ld  cha rges  e v e r  
reach- o r  exceed t h e  SDR i n t e r e s t  rate. 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  reached  t h e  SDR 
rate,  w a s  t h a t  t h e  a d j u s t m e n t  would be p e r m i t t e d  i n  o n l y  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  A r t i c l e s  of Agreement t o  s ta te  
that  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 100 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  was no t  c lear  why i t  was n e c e s s a r y  t o  s t a t e  
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  contempla ted  i n  t h e  Art ic les .  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  found 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 .  I f  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  w a s  n o t  
c l a i m i n g  t h a t  t h e  rate 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  1.00 p e r c e n t .  However, i t  was no t  i n  acco rdance  w i t h  t h e  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  r a t e  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 b 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 t h e  r a t i o n a l e  f o 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 an  u n c e r t a i n  wor ld ,  
There w a s  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 ac t s .  H e  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 a n  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  Execut ive  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  
should 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-  
u,iel s l i k i n g .  

.Mr. E r b  commented t h a t  f o r  t h e  p a s t  two 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  LOO 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 s u e  was t o  o b t a i n  agreement o n  movement toward t h e  upper  end of t h e  
range .  

Mr. Prowse observed t h a t  Mr. E r b ' s  r e q u i r e m e n t  t h a t  t h e  ra te  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 ra te  w i t h i n  a r e c o g n i z e d  
p e r i o d  of time, and t h a t  t h e r e  should  be an immediate i n c r e a s e  i n  t h e  r a t e ,  
had r u n  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  r a t e  
o f  charge .  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  
t h e  l e g a l  a s p e c t s  of s e t t i n g  a t a r g e t  of a lo0  p e r c e n t  remunera t ion  c o e f f i -  
c i e n t ;  h e  was prepare2  t o  a c c e p t  t h e  s t a f f ' 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  Ar t ic les .  B u t  i t  remained e s s e n t i a l  t o  d e a l  
w t t h  t h e  more s e r i o u s  problem of cite e f f e c t  on t h e  rate of charge .  S i n c e  
one purpose In  b r i n g i n g  a l l  che 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 w a s  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  LO a c h i e v e  
agreement on t h e  rest, h e  wondered whether  t h e  n e t + i n c o m e  t a r g e t ,  which 
was 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 n o t  been mechanica l ,  nor 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  of t h e  r a t e  
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  of moving t o  t h e  r a t e  o f  remu- 
u e r a t  Lon sought .  

F o r  t h a t  purposep  M r .  Prowse c o n t i n u e d ,  he sugges ted  t h a t  a n o t h e r  l o o k  
be t a k e n  a t  a method under  which t h e  ra te  of remunera t ion  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 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 o t e  s p e c i f i e d ,  b u t  w i t h  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 
f o l l o w i n g  annual  o r  semlannual  reviews a t  t h e  d i s c r e t i o n  and judgment o f  
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  o f  
r e m u n e r a t i o n  c o u l d  be a d j u s t e d  t o  re l ieve the d i f f i c u l t  external d e b t  bur- 
den of  many member c o u n t r i e s  a t  a time of h i g h  rea l  i n t e r e s t  rates.  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 w a s  reduced;  he 
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  r e s e r ~ e s ,  
o r  any o c 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  the  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 i n a t i o n  o€ c h a r g e s  
(EBM/83/177, 12/19/83) and  had agreed  n o t  t o  change t h e  n e t  income t a r g e t .  

M r .  Malhotra observed t h a t  in  t h e  paper on  the 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  of c h a r g e s  (EBS/83/251, 11/25/83;  and Cor. 1, 
11/29/83)  the s t a f f  had mentioned t h e  possibility o f  u s l n g  reserxes accu- 
milfated s i n c e  1981 i n  e x c e s s  of t h e  t a r g e t  i n  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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24  an i n c r e a s e  i n  t h e  ra te  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  rate 
o f  r e m u n e r a t i o n .  Such a n  i n c l i n a t i o n  would be compat ib le  w i r h  t h e  agreement  
KO 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.  

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 p u t  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 ,  t h e r e  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  wi thout  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 .  Be d i d  n o t  b e l i e v e  t h a t  t h a t  p r o p o s a l  
would o b t a i n  quch s u p p o r t ,  bu t  i t  had been f a v o r e d  by Mr. M a l h o t r a ,  
M r .  Zhnng, 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  an 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  i t  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 se t  a predetermined 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  an i n i t i a l  i n c r e a s e  i n  
+ h e  remunera t ion  c o e f f i c i e n t ,  and put  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  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 l t h o u g h  i t  c o u l d  do s o ,  depending on i n t e r e s t  
ra te  developments .  The maln d i f f e r e n c e  between t h e  second and t h i r d  method 
was t h a t  t h e  former would i n c l u d e  a catching-up p e r i o d ,  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  
r a t e  i n  i n s t a l l m e n t s ,  i f  i t - h a d  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 e .  Both methods would provide  f o r  a review of t h e  r e m u n e r a t i o n  c o e f f f -  
cient, s h o u l d  t h e  r a t e  of charge exceed t h e  SDR in te res t  ra te .  

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  a p p l y  t h e  formula 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  from 
J a n u a r y  1, 1984,  i n  a d d i t i o n  to  t h e  one-s tep  i n c r e a s e ,  and w i t h  a p r o v i s i o n  
f o r  a n  a n n u a l  ad jus tment .  

The E x e c u t i v e  D i r e c t o r s  agreed  t o  resume t h e i r  d i s c u s s i o n  of t h e  
v a r i o u s  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 3 0 ,  1983. 

APPROVED: May 15, 2984 

LEO VAN HOUTVEN 
S e c r e t a r y  
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