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1. STAFF RETIREMENT PLAN - PROPOSED MODIFICATIONS

The Executive Directors considered a staff paper (EBAP/90/95, 4/11/90)
outlining the arrangements envisaged for implementing the proposed changes
in the Staff Retirement Plan (EBAP/89/296, 12/13/89).

The Chairman of the Staff Association Committee made the following
statement:

We welcome the opportunity to address the Board on manage-
ment’s proposal for amendments to the Staff Retirement Plan.
While we have not expressed our views directly to the Board on
this proposal before, we have worked closely with the staff repre-
sentatives on the Pension Committee, and we have followed the
informal Board discussions on management'’'s proposal. As you know,
the Plan has been under review, more or less intensely, for the
past decade. This prolonged review has created considerable
uncertainty among staff members concerning their retirement expec-
tations and the adequacy of their pensions. Under the circum-
stances, we urge the Board to bring this review to a conclusion.

In considering management’s proposal, you should bear in mind
that for most staff members, the Fund retirement represents by far
the major element of financial security for themselves and their
families. Equally important, staff members contribute a signifi-
cant portion of their income to the Plan: 7 percent of gross
pensionable remuneration and substantially more in terms of net
salaries. By comparison, for FY 1991, the contribution rate of
the Fund to the current Plan is less than half that of the staff,
and it is projected to be nil in the following year.

By way of background, you may be aware that management’s
proposal represents a compromise with World Bank management on a
package developed last August that was supported by the staff and
the Staff Association as broadly balanced, in terms of both over-
all value and equity in the distribution of benefits among differ-
ent groups of staff. Two important changes were made to the
August package that reduced its value to the staff: the weight of
the United States in the grossing-up formula was increased to one
half from a level the staff already viewed as too large, and a
pension supplement for lower-income staff was eliminated. On the
positive side, the proposed modifications to the structure of
benefits were retained. The staff supports these changes, which
provide greater flexibility in the choice of retirement options
with little change in cost.

In judging management'’s proposal overall, the bottom line
for the staff is the value of the pension package in relation to
the total and employer-provided retirement benefits of market
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comparators. It has been the position of the Staff Assoclation
that the value of the current Plan is not out of line with the
market. The results of the Quadrennial Benefits Survey, which
became available to the Staff Association only recently, solidly
confirm this view. We regret that a thorough comparison of the
kind we had been urging from the outset was not carried out much
earlier.

The Survey shows that the total value of pension benefits
under the current Plan is slightly below the mean of retirement
benefit values for the three comparator countries, with the
largest shortfalls at the lower income levels. The revisions to
the Plan proposed by management would not alter these results,
except at the lowest income levels where the value of the revised
Plan is somewhat less than the current Plan. While the wvalue of
the pension benefits does not differ markedly from the average of
comparators, this is only because the staff’s own contributions
are relatively high. The value of employer-provided retirement
benefits ranges from 34 percent to 46 percent below those of com-
parators. These gaps would be narrowed somewhat under manage-
ment's proposal, but they would remain large.

Clearly, the proposal before the Board is not a generous one.

Indeed, the results of the Survey indicate that there is scope

to improve benefits or reduce the relative contributions of the
staff. We do not feel that it would be productive at this late
stage to change the amendments to the Plan that management has
proposed; compromises have had tc be made on all sides to reach
this point. However, we would like to share with you our views
on the principal areas where the package falls short of what is
justified on the basis of comparability and equity.

First, the Plan should provide greater assurances on main-
taining the inflation-adjusted value of pension benefits to
participants. The valuation of the Plan for purposes of market
comparisons is based on the assumption of full indexation of Fund
pensions; anything less would reduce its value relative to the
market even further. More generally, we believe that participants
must be assured of the continuing adequacy of their postretirement
incomes.

Second, the cost sharing between the staff and the Fund
should be brought in line with the market. 1If the total pension
value is kept at a competitive level, it stands to reason that
contribution rates would need to maintain market relativities and
ensure that the financial strength of the Plan is not eroded.

Third, the results of the Survey justify a pension adjustment
for lower-income staff. The adjustments to the tax line at lower
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income levels do not fully compensate for the well-documented
inadequacy of pension benefits for thisz group of staff. Moreover,
the cost to the Fund of providing thls supplement would be rela-
tively small,

Fourth, the periodic revlews of tha Plan proposad by manage-
ment should be infrequent and limited to updating the grossing-up
formula for developments In tax laws and exchange rates. This
would ensure the more stable framework that many Directors and the
staff believe 1s an essentlal feature of a pension plan. Issues
of comparability should be dealt with by establishing market-
related contributlion rates for the staff and the Fund.

Fifth, as a matter of equity, the provisions for grandfather-
ing should cover all staff. Cutoff rules by their nature treat
staff in similar circumstances differently. Full grandfathering
would not involve a significant increase in costs to the Fund
since the provisions of the two packages are of broadly equal
value, and staff members who choose to stay on the old Plan would
bear the cost of continuing to contribute at the current higher
tax line.

We welcome the Director of Administration’s remarks at the
meeting of April 2, suggesting that once the baseline pension is
established, consideration could be given to optional savings
plans or other vehicles that might benefit the staff. However,
we would stress that in an international organization such as the
Fund, the pension plan must provide an adequate and competitive
retirement income in order to attract and retain highly qualified

staff.

To summarize our positlon, the results of the Quadrennial
Benefits Survey clearly show that the value of employer-provided
benefits in the proposed Plan remains well below that of market
comparators. In our view, any weakening of the package would be
unjustified and, procedurally, would require the endorsement of
the Pension Committee. Finally, while we believe that there is
justification for the recommendations we have outlined and that
they deserve your consideration, we agree with management that the
prolonged uncertainty over pensions must be brought to a conclu-
sion.

The Director of Administration reported that the proposed decision,
giving effect to changes in the Plan as recommended by management, had been
circulated following consideration by the Committee of the Whole on April 2,
1990. The decision was complex and technlcal, because it would serve as the
legal basis for administering pensions during the period between the time
the decision giving effect to the modifications was adopted and the time
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that formal amendments to the text of the Plan could be drafted, reviewed by
the Administration and Pension Committees, and placed before the Board for
consideration.

World Bank Executive Directors would meet on April 18 to consider the
Bank management's proposals, which in all material respects were similar to
those of the Fund, the Director continued. The normal practice in matters
of joint interest involving parallelism--such as changes in the Staff
Retirement Plan--was that although one institution’s Board could decide to
adopt the proposals in principle, the decision would not become effective
until the other institution had had an opportunity to consider the matter.
Therefore, even if the Fund Board were disposed to agree to management's
changes, it was not proposed that a formal decision be adopted that day.
Instead, as soon as a clear picture was available of developments in the
Bank, and assuming no changes had been proposed by the Bank that would
suggest the need to reccnsider some of the Fund’s provisions, a decision,
including the effective date, would be circulated for approval on a lapse
of time basis. The staff hoped that the effective date could be May 1--the
beginning of the Plan’s fiscal year--which would be useful for technical
reasons.

The Chairman commented that all aspects of the Staff Retirement Plan
had been studied by Directors, and their suggestions had been incorporated
in the package of proposals. Therefore, he hoped that the decision could be
approved in principle that day, according to the procedures described by the
Director of Administration.

Mr. El Kogali and Mr. Posthumus said that they supported the draft
decision.

Mr. Warner made the following statement:

We have comnsistently and strongly advocated the global
approach to the review of benefits as the most secure method for
the fair and equitable determination of individual benefits. It
also facilitates the appropriate balancing of the Fund’s total
package. The Quadrennial Benefits Survey by Hewitt Associates
has now further substantiated that position. The section of the
Quadrennial Benefits Survey by Hewitt Associates devoted to
retirement benefits is described in EBAP/90,/78 (3/29/90) as a
"more comprehensive and sophisticated analysis" than the
Hay-Huggins study. The strength of management’'s embrace of this
Survey is impressive. Indeed, Hewitt’s study has shed much needed
light on the evaluation of the Staff Retirement Plan and strongly
verifies the validity of our steadfast insistence on a second
opinion prior to taking a decision. Hewitt’s study also demon-
strates clearly the essentiality of several independent findings
to support a judicious evaluation process. The beneficial
perspective gained through the "total picture approach® is
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unmlstakable. Notwithstanding the scale of effort by the Joint
Compensation Committee (JCC) and the many hours devotad by'tha
Board to the definition of the market and the Fund’'s relationship
to that market, we remain concerned that this basis is not sound
and will continue to transmit defective inputs into the oversight
process of this Board. ‘ ' '

The Hewitt correspondence of March 23, 1990, contalned in
EBAP/90/78, Supplement 1 (4/10/90), raised a profound point rela-
vant to this and future reviews. Hewitt states: "Unless an inte-
grated study of direct compensation and benefits is performed, it
is not possible to determine accurately the percentile at which
benefits must be provided in order to achleve a particular percen-
tile relationship for total compensation." We strongly endorse
this independent observation and urge management to lnitiate this
study. We see great potential in an integrated study that would
bring clarity to an otherwise flawed procedure for overseeing our
benefits program. The Administration Department has developed:
recognized competence in compensation and retirement benefits. A
more approprlately framed base of data is needed te compliment
those agsets. A properly drawn integrated study would make a
measurable contribution te that goal. ‘

My reference to reaching a goal indicates our view that a
sound basis for oversight has not yet been reached. This chair
has consistently expressed concerns over the comparator market
survey methodology as it has been applied to the compensation
system and now employed in support of recommended changes in the
Staff Retirement Plan. Other Directors have joined in these con-
cerns and have expressed other independent concerns as well. The
record is replete with these positions. We maintain the view that
comparator market data were founded on an unsound basis last year;
therefore, all subsequent decisions predicated on these data
remain open to question. Our discussion later this week on
compensation will afford us an appropriate time to develop this
fundamental reservation in greater detail.

For our purposes today, I shall comment on two basic ele-
ments that management has recommended for change. First, the
weighing of the comparator markets in the grossing-up formula
needs moderate rebalancing to reflect properly the actual pattern
of retiree activity. A 60-20-20 alignment 1s advocated now,
rather than deferring an obvious present need for reproportioning
to the regular review interval program noted in the staff paper.
Second, upon further reflection, we see merit in the retention
of the present accrual system of the nominal uniform rate of
2 percent per year of service up to a maximum of 70 percent at
35 years. Therefore, management's proposal for revision of
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the accrual system, as presented in the staff paper as well as
in EBAP/89/296 (Section X), is not supported.

I have one final recommendation: the inclusion of -a capital
accumulation plan in the Fund’s pension system. One of the prin-
cipal findings of Hewitt’s study was the significance of the capi-
tal accumulation plans in the U.S. and French comparator markets.
In the course of the Board’s long examination of proposed changes
to the Staff Retirement Plan, a number of constructive proposals
have been tabled, and innovative suggestions were presented by
several Directors. The Board, while observing their relative
merits, chose to move ahead to fulfill what it deemed a higher
priority--the time frame for reaching a conclusion. I will not
speculate on what may have been lost through this course of
action; however, the Board has a clear opportunity to be innova-
tive and to establish a capital accumulation plan and fund it by
ending the process of separation grants. As an employer contribu-
tion, it would strengthen the Staff Retirement Plan, bringing it
in line with the comparator market. As an employer contribution,
it should be recognized by the staff as a major enhancement. In
the vein of budget neutrality, the Fund would be ending a mush-
rooming contingent liability, latent with management complexities,
replacing it with a straightforward element in the qualified
retirement system that would, through compounding effects, work
productively for the staff. As we have reviewed this concept
earlier with the Administration Department, we look forward to the
staff’s amplification.

At several points in the course of this lengthy review, cer-
tain innovative and realistic proposals were under consideration,
and this chair considered that endcrsable standards were within
reach. Those moments have passed, and those standards were not
reached. Accordingly, we camnnot support this decision.

Mr. Grosche wondered whether Mr. Warner was advocating an annual inte-
grated study of direct compensation and benefits. Such a procedure would
deviate from the recommendation of the JCC that the character of both parts
of the total compensation package--direct compensation and benefits--was
such that it would be extremely difficult to have an integrated study under-
taken on a recurrent basis.

Mr. Warner agreed that the review need not be an annual one. His chair
had consistently concurred with Mr. Grosche and other Directors that reviews
of the Staff Retirement Plan, except for a very few components such as the
grossing-up formula and certain tax determinations, should be infrequent.
However, Hewitt Associates, at the end of their work on the Quadrennial
Benefits Survey, had recommended to management that a study be made of total
compensation, and he supported that recommendation.
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The staff representative from the Administration Department recalled
that, in reply to a gquestion that had arisen in the course of the Executive
Board discussion concerning the interaction of salaries and benefits in
teims of the market pitch, Hewitt Associates had stated that they were not
in a positicn to provide a definitive answer and that further study of
marker data would be necessary. He did not consider their response a recom-
mendation that the Fund should move toward a total compensation system for
determining salary and benefits in an integrated fashion. For many reasons,
the Board had felt that to do so would be inappropriate. Nevertheless,
further analysis of market behavior in establishing compensation could
provide useful background information.

The Director of Administration observed that the range of surveys
available was already quite wide and expensive. The Board had mandated a
survey of benefits every four years and a survey of salaries every year.

The issues raised by a comprehensive compensation survey could more usefully
be discussed in the broader context of the Board’'s consideration of the
Quadrennial Benefits Survey. It could prove informative to have a Hewitt
consultant meet with Board members in a seminar discussion of the methodol-
ogy used by the consultants and of the points made in their report.

Mr. Grosche said that the suggestion put forward by Mr. Warner might
entail a salary study by Hewitt Associates, in parallel with the survey
already undertaken by Hay, ralsing concerns about a possible link to one
particular consultant firm and about cost effectiveness.

Mr. Warner explained that he shared Mr. Grosche'’s concerns about the
viilnerability of using one consultant exclusively and about the unjusti-
fiable cost of parallel studies. However, he had found that an enormous
amount ¢f time was consumed by the Board on discussions on compensation and
benefits, aithough, admittedly, it was difficult for all members of the
Board to be equally expert on such matters. A reasonable investment of
time and resources in a survey of the compensation-benefit package would be
fundamentally important to achieve transparency while promoting efficient
use of the Board's time. It would be opportune at the time of the review of
the Quadrennial Benefits Survey to determine whether the demand for a second
opinien was such that the Fund was willing to invest in a more global study.

Mr. Ismael said that he supported management’s proposals for the Staff
Retirement Plan.

Mr. Menda made the following statement:

Prolonged discussions in the Pension Committee, as well as in
the Committee of the Whole, were held on the review of the Staff
Retirement Plan. These were warranted, as the reform package
being considered is both comprehensive and complex. The Quadren-
nial Benefits Survey has provided additional information on the
comparability of the proposed Plan that reinforces previous
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conclusions. We hope that, in view of those previous discussions,
it is now possible to reach a consensus on this question, and
therefore to end a period of uncertainty for staff members.

This chair has supported management’s proposals from the
beginning, basically for three main reasons. First, we belleve,
as the Chairman said in his statement to the Committee of the
Whole, that these proposals constitute "a careful and thoughtful
balancing of different interests."” On the one hand, the proposals
provide more accuracy to the definition and calculations of pen-
sions, with the introduction of a new grossing-up formula more in
line with the present tax structures of member countries. Lengthy
discussions were held on the comparators used to establish the
grossing-up formula, and I believe that the present sample, which
balances high-level personal taxaticn countries--namely, the
Federal Republic of Germany and France--with a low-level taxation
country--the United States--is appropriate. A different sample
would not have produced significantly different results, although
compensatory modifications should have been adopted to keep the
Plan broadly competitive vis-a-vis comparator markets. We also
note that this new formula results in a large decrease in the
grossing-up figure, and consequently, in savings for the Plan.

On the other hand, the proposed Plan incorporates some fea-
tures that are not only necessary to ensure its competitiveness,
but are also sound from a personnel management’'s point of view.
Indeed, 4 of the 11 proposed modifications aim at reducing the
present Plan’s heavy bilas against early retirement. The adoption
of a split accrual rate is certainly the most innovative feature
of the package. I can understand those who believe that a pension
plan should not be a tool for personnel management; however, in
the present case, it seems well adapted to the Fund's present
employment structure and is certainly less costly than specific
early retirement packages.

Second, it is of the utmost importance to keep the Staff
Retirement Plan in line with comparator markets. We have had
lengthy discussions on this matter, including very technical ones
about the adequate pitch to the market. Additional information
provided by the recent report of Hewitt Associates on the Quadren-
nial Benefits Survey allows us to draw two main conclusions. The
first, which is shared with the earlier study, is that the retire-
ment benefits are broadly in line with the mean of the comparator
markets and will remain so after the proposed changes. It also
shows clearly that, given the correlation between the value of
benefits and salary levels, a benefit structure pitched at the
market mean would result in a total compensation that would not
reach the 75th percentile of the market. The second conclusion
drawn from the Hewitt study is that the share of the employer’s
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contributicn--the employer-provided value--is significantly below
the mean of the comparator markets, and therefore that the appro-
priate level of retirement benefits is due to the higher level of
the staff’s contributions. I agree that the burden-sharing for-
mula may have to be reviewed if, in the future, the Fund seems to
be moving out of line with market trends.

Our third consideration in supporting the Plan was the finan-
cial cost to the Fund. The initial study showed that the new
package would bring some savings to the Fund. We recognize, how-
ever, the sensitivity of such valuations to actuarial assumptions,
but it is reasonable to say that, because of the margin for error
of such estimates, the proposed package is broadly cost neutral to
the Fund. This is an important conclusion.that should make the
package acceptable to those members of this Board who are less
supportive of the package. “

All in all, the rights and benefits of the staff are pre-
served or improved, an aspect that i1s egssential to make the pack-
age acceptable to this institution. Present staff members will be
able to preserve their situation, while future staff members will
face a different environment. This is a good balance: the pack-
age is both acceptable in the short term and far-reaching in its
consequences in the longer term.

Mr. Thorlaksson said that his chair had, on several occasions,
expressed its support for the suggested changes Iin the Staff Retirement
Plan. The recent findings of the Quadrennial Benefits Survey reinforced his
opinion that the effects on total compensation of the proposed retirement
benefits would not lead to undue deviation from the comparator markets.
Therefore, he welcomed the conclusion of the review and supported the pro-
posed decision, including the proposal that May 1, 1990 be the effective
date.

Mr. Cassell noted, on one point raised by Mr. Menda, that while the
proposals for the Staff Retirement Plan were revenue neutral on the Fund
side, they were not so on the World Bank side; that situation did not cause
a problem for the Fund Board, but it should be explored in the Bank to
understand why costs in the two institutions were different.

Originally, he had not supported Fund management's proposals, and one
of his main reservations had been the suggestion that the pension should be
set at a 10 percent premium over the comparator market, Mr. Cassell
remarked. It had been argued that the premium was justified as a proxy for
the 75th percentile used in the calculation of Fund salaries. That argument
seemed spurious since pensions were a function of salaries, which were
already set at the 75th percentile of those comparator organizations; to set
pensions at a further 10 percent premium would result in double counting.
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However, his worries had been resolved in a rather unexpected way,
Mr. Cassell continued. The Quadrennial Benefits Survey by Hewitt Associates
indicated that the Fund’'s contribution to the Staff Retirement Plan was
substantially below that of comparator organizations. If that conclusion
was correct, and he considered the methodology underlying it superior to
that of the Hay-Huggins study, there was a good case for management’s pro-
posals to bring the Fund’s contributions up to the mean of the comparator
market. Especially welcome was the fact that the Hewitt survey accepted the
principle that Fund benefits should be set at the mean of the market--a
principle established not only for the present exercise but for others as
well.

For those reasons, he could accept the proposals before the Board,
Mr. Cassell stated. But the process by which the proposals had been defined
left a lot to be desired. For months, the Hay-Huggins study had been dis-
cussed without any hint that the data would soon be superseded by better
information. Indeed, Directors had been discouraged from waiting for the
results of the Quadrennial Benefits Survey. Not only had Directors’ time
been wasted, but the quality of the work of the Hay organization in general
was called into question. The Fund should deal only with the highest qual-
ity supplier of information. Two rival studies would, rather than assist
the Board in reaching future decisions, render the process more complicated
and more protracted.

In addition, no attempt had been made to consider the merit of flexible
contributions, although that idea had been submitted earlier, Mr. Cassell
said. Nor had any attention been given to the extent to which pensions were
transferable to or from the Fund--a curious omission in an organization that
set great store in attracting people in midcareer. He hoped that those
aspects could be considered in the future. Meanwhile, he could support
management’s proposals.

Mr. Kyriazidis said that he endorsed the proposed decision.

Mr. Evans commented that he had expressed his disappointment at the
outcome of the review of the Staff Retirement Plan on previous occasions.
However, bearing in mind the need to bring the matter to a conclusion, he
was prepared to join a consensus in support of the proposals.

The staff paper (EBAP/S0/95) stated that Article 12 of the Plan gave
the Board the authority to act as employer with regard to modifying or
amending provisions of the Plan, Mr. Evans noted. He considered that the
current procedure would have been helped had the Beoard played that role at
an earlier stage in the review. For the future, it would be essential that
the Board act as employer throughout the review as necessary.

Mr. Obame said that his chair could go along with the proposed changes
in the Staff Retirement Plan and, therefore, he supported the proposed
decision. '
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Mr. Feldman reiterated his support for the proposed decision; he
expressed the hope that, following the discussion in the World Bank, the
effective date could be May 1.

Mr. Arora, Mr. Kabbaj, Mr. Othman, Mr. Prader, and Miss Napky said that
they supported the proposed decision.

Mr. Al-Jasser commented that, following protracted Board discussions,
it was time to conclude the matter. He endorsed the proposed decision, and
he hoped that following the World Bank's timely consideration of the issue,
a mutually convenient date for implementation could be determined.

Mr. Shao remarked that he could agree to management’'s proposed changes
in the Staff Retirement Plan. Given the considerable length of time spent
discussing those changes, both in the Pension Committee and in the Board, it
was appropriate to conclude the debate if no major differences remained. To
that end, the proposed decision should be approved in principle, with the
effective date to be determined, and final adoption on a lapse of time basis
should colncide with the World Bank's decision on the same subject. He
therefore supported the proposed decision.

Mr. Noonan sald that he favored the proposed decision; it would, in
fact, be unfair to the staff to defer the decision further, Nevertheless,
he regretted that despite the time spent considering the proposals, no
solution had been put forward in response to Mr. Evans’s criticism of the
grossing-up formula, particularly the breakdown in progressivity for remu-
neration between $50,000 and $80,000. He also regretted that the staff's
preference for the grandfathering optlon, which would have been inexpensive,
had not been incorporated in the proposals.

Mr. Quiros recalled that his chair had stated that it did not favor a
grandfathering clause applicable to those with 20 years of service with the
Fund; rather, it considered that the option should protect the rights only
of those who had accrued 25 years of service with age and service totaling
70 years. Nevertheless, he could go along with the consensus.

Mr. Grosche observed that during the thorough discussions of the pro-
posed changes, the staff had gone a long way toward addressing the many
questions and concerns raised, including those pertaining to the revised
grossing-up formula. Although his reservations remained with regard to the
provisions facilitating early retirement, he could join the consensus in
support of the proposed decision.

Mr. Yoshikuni commented that he had no difficulties with the results of
the Quadrennial Benefits Survey, and he could go along with the proposed
changes to the Staff Retirement Plan. His authorities hoped that the Board
could reach a clear consensus on the matter.
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The Chairman observed that while one chair could not support the pro-
posal and while some reservations had been expressed by a few speakers, the
broad sense of the meeting was that there was a strong endorsement of the
proposed changes to the Staff Retirement Plan.

The Director of Administration noted that although it was not essential
that the World Bank adopt exactly the same decision, care would be taken
that the Bank did not endorse any material differences in provisions that
were common to the two institutions., If that difficulty should arise, Board
members would be given the opportunity te discuss the issue. Otherwise, a
decision would be circulated shortly for approval on a lapse of time basis.

Mr. Grosche stated that he endorsed the staff’s position. He found it
awkward to attempt to define parallelism too strictly; the primary objective
was to determine benefit packages that filled the needs of each organiza-
tion.

Mr. Cassell and Mr. Yoshikuni said that they concurred witch
Mr. Grosche’s views.

Subsequently, the Executive Board took the following decision: 1/
The Executive Board approves the modifications in the Staff
Retirement Plan proposed by management as set forth in EBAP/90/95,
Supplement 1 (4/19/90).
Decision No. 9416-(90/64), adopted
April 20, 1990

2. SUSPENSION OF VOTING AND RELATED RIGHTS

The Executive Directors considered a staff paper on a possible amend-
ment of the Articles of Agreement to provide for the suspension of voting
and related rights (SM/90/55, 3/30/90).

Mrs. Filardo recalled that some months previously the staff had circu-
lated a note on the suspension of voting and related rights of membership
(2/1/90), which contained several points that had to be evaluated before any
decision on an amendment of the Articles could be taken. As that evaluation
had not yet been provided, she considered it inappropriate to indicate a
preference for a preliminary version of a possible amendment at that time.

Mr. El1 Kogali said that he was opposed to amending the Articles cf
Agreement simply to include additional punitive measures that the Fund could
take against a member with overdue financial obligations. Therefore, he saw

1/ The text of the decision was approved on April 20, 1950 on a lapse of
time basis (EBM/S90/64, 4/23/90).
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no useful purpose in discussing the proposed alternative amendments. On the
one hand, it was unacceptable that the Fund would amend its Articles to
harden its stance vis-a-vis the very few cases of protracted arrears that
appeared difficult. There was no stronger action than compulsory with-
drawal, and the Articles already included a transparent provision to that
effect, On the other hand, using the amendment to deter future cases of
arrears seemed a moot point, because the Board had recently spent an enor-
mous amount of time working out procedures to prevent the re-emergence of
that problen.

One of the arguments heard In the Board was that a provision for sus-
pension was necessary because it would likely be difficult to have the Board
of Governors approve a resolution for compulsory withdrawal, Mr. El Kogali
remarked. He did not accept that argument; it prejudged the actions of
Governors by attempting to implement Executive Directors’ preferred course
of action when the Governors might want to act otherwise. Such methods were
not expected of the Board. Also, the suspension provision would not neces-
sarily strengthen the resolve of the Board of Governors to vote for expul-
sion.

The present provision in the Articles of Agreement, which required an
85 percent majority to effect the compulsory withdrawal of a member, pro-
vided a sufficient safeguard against precipitous actions injurious to the
interest of members and the reputation of the Fund, Mr. El Kogall concluded.
When an 85 percent majority supported a decision on compulsory withdrawal,
the member concerned would have little doubt that the international commu-
nity disapproved of its behavior.

The Chairman noted that the purpose of the proposal was to avoid the
heavy sanction of compulsory withdrawal by instituting a penultimate step.

Mr. Dawson made the following statement:

As Directors are aware, my authorities have considered a
suspension provision an integral part of a strengthened arrears
strategy. This view reflects three fundamental considerations.
First, we consider such a provision a matter of equity. A country
that does not fulfill the obligations of membership should not
enjoy the associated rights and privileges, particularly its right
to exercise its voice and vote to influence the affairs of the
institution. Second, such a provision would provide the Fund with
a more flexible instrument than that now provided in the Articles
of Agreement. We consider suspension a measure that would be
applied somewhere between a declaration of ineligibility and the
ultimate sanction of compulsory withdrawal. Suspension, which can
be reversed when the member is again fulfilling its obligations,
represents a less draconian sanction than compulsory withdrawal
while still leaving open compulsory withdrawal for the most egre-
gious cases. Third, a suspension provision is essential to ensure
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that -the package of measures to strengthen the arrears strategy
is credible and balanced. A consensus is emerging on steps to
prevent new arrears cases and to handle the ones that now exist.
The third leg of the strategy needs to deal with the situation
when a member does not cooperate with the Fund in meeting its
obligations.

I would also note that the World Bank has had a suspension
provision since its inception which has been used only once. It
is our hope that the Fund will never need to suspend a member but
we should also prepare for the worst.

With regard to the alternatives in the staff paper, I do not
find Alternative C appealing. It could delay decisions undesir-
ably in each case by causing a debate over which voting and repre-
sentation rights are being affected. In this connection, we see
no particular logic in suspending representation at one level,
such as the Board of Governors, but not at another, such as the
Executive Board. Furthermore, we are concerned that choosing
among a menu of options could lead to sharp differences in treat-
ment among members.

As between Alternatives A and B, I have a preference for B.
This reflects my view that members of a constituency that elect an
Executive Director should be able to decide how they wish to be
represented in the event that a member is suspended. The most
democratic means of expressing that wish is through a new election
to fill the unexpired term of the Executive Director. If the
members of the constituency wish to keep the same Executive
Director, we would have no objection. We would, however, appre-
ciate clarification from the staff as to whether a suspended
member, under either Alternative A or B, would be permitted to
attend Interim Committee meetings, vote on resolutions submitted
to the Board of Governors on issues other than amendments, and
speak or circulate papers at the Annual Meetings, Interim
Committee meetings, or Executive Board sessions.

Given our view that suspension should be regarded as a step
prior to, and more flexible than, compulsory withdrawal, we
believe that the suspension process should differ from that for
compulsory withdrawal. Thus, a decision should be taken by the
Executive Board based on-a 70 percent majority vote. Similarly,
repeal of a suspension decision should also be by a 70 percenc
majority of the Executive Board.

Although we have been considering suspension primarily in the
context of the arrears strategy, it would apply te any failure of
a member to meet its obligations to the Fund. Therefore, some
flexibility in the timing of suspension should be permitted,
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rather than setting a fixed timetable in the amendment. However,
in developing the schedule for remedial measures in arrears cases,
we continue te believe that suspension should come at the midway
peint and be related to a declaration of noncooperation. '

Finally, 1 believe that there has been some confusion regard-
ing U.S. views on the relationship between a suspension amendment
and the quota increase. Given that we are in the final stages of
our discussions on these matters, I want to make the position of
my authorities perfectly clear. The United States 1ls convinced
that a strengthened arrears strategy 1s essential to obtain public
and congressional support for an increase in Fund quotas and the
use of Fund gold to backstop resources of the enhanced structural
adjustment facility to finance purchases under the rights program.
In this context, a suspension amendment is vital to ensure that
the arrears package is credible and balanced. Therefore, my
authorities believe that the quota resolution should provide that
any quota Increase will become effective only when the amendment
of the Articles of Agreement providing for suspension has been
ratified and adopted by the necessary 85 percent majority vote.

The General Counsel explained that in Alternative B, as in Article XII,
Section 3(f), the reference to the election of "another" Executive Director
did not mean that a new Executive Director would have to assume that posi-
tion--the same Director could be maintained, irrespective of mnationality.

As to attendance at Interim Committee and Board of Governors’' meetings, a
provision to the effect that the Governor could not attend--already present
in Alternative C--could be added to the language of Alternative A, 1In
Alternative B, there was no need for.such a provision as a suspended member
could not have a Governor. Of course, when a matter particularly affecting
the member was being considered, a representative could be in attendance, as
stated in paragraph 5 of Alternative B and paragraph B.4 of Alternative C.

In reply to a question, the General Counsel noted that, according to
Article XXVI, a declaration of ineligibility or compulsory withdrawal could
be applied in the case of any breach of obligation under the Articles of
Agreement. There were few precedents, but one example was Czechoslovakia,
which had not provided information required by the Fund. Obligations under
the Articles included the undertaking to avoid manipulating exchange rates,
imposing restrictions on the making of payments and transfers for current
international transactions, or engaging in any discriminatory currency
arrangements or multiple currency practices.

The Chairman commented that Mr. Dawson had stated clearly the views of
his authorities: the adoption of the proposed amendment of the Articles
would create the condition necessary for the effectiveness of the quota
increase. He invited other Directors to make their positions known.
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Mr. Grosche stated that he preferred Alternative B. The Executive
Board, rather than the Board of Governors, should have the responsibility
to suspend the voting rights of the member and, if appropriate, terminate
the suspension. He could go along with the proposed majority requirement
of 70 percent. To have any tangible impact on the arrears country, the
new step between the declaration of ineligibility and compulsory with-
drawal had to make a difference--an effect not produced by Alternative A.
Alternative C presented too broad a menu of options and, because it would
undoubtedly lead to lengthy discussions in the Board, was not workable.

He basically agreed with Mr. Dawson’s position on the effectiveness of
the quota increase, Mr. Grosche continued. Nevertheless, he was concerned
that if there was no assurance that the quota increase--linked to an amend-
ment of the Articles--would take effect by the end of 1991, the Fund’s
liquidity position could be jeopardized, and the Fund’s access policy in
the interim periocd would have to be reviewed carefully. As borrowing was
not an option he could support, access might have to be reduced in the
period until the quota increase became effective.

Mr. Prader observed that three basic issues were being discussed.
First, Directors were being asked to consider the question of suspension
and whether an amendment of the Articles of Agreement required by such an
instrument was acceptable. He believed that essentially the matter lay
within the purview of the Interim Committee because of its implications for
the Articles; nevertheless, he had some preliminary views.

Before introducing such a measure, it was necessary to be clear about
its purpose, Mr. Prader continued. Would it constitute the penultimate step
before expulsion, or would it be an instrument to avoid expulsion? He
tended to favor the second view, and therefore he could support the adoption
of suspension by a 70 percent majority. Thus he could not endorse any
version that led, as in the case of the related World Bank rules, to auto-
matic expulsion after one year because that would be tantamount to an under-
standing that suspension was a preparation for expulsion, which he believed
should be undertaken only on the basis of an 85 percent majority. That
approach was confirmed by the views of Sir Joseph Gold who, in an interview
reported in the Staff News, argued, on the basis of his experience, against
expelling members. Sir Joseph considered it essential to keep the dialogue
with members open, even if at some point the membership’s patience might be
close to exhaustion. The question of a further reasonable period before
compulsory withdrawal was critical, and he himself believed that it should
be addressed in a flexible manner.

On the second issue--the three alternatives for amending the Articles--
he could accept Alternative B, for the reasons described by Mr. Grosche,
Mr. Prader said. Alternative C, although attractive from the point of view
of the Fund’'s case-by-case approach, did not seem advisable because it would
give rise to disputes when deciding on a menu of options, as a result of
political lobbying, maneuvering, and judgmental differences.
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As to the third issue--the relationship between the quota increase and
the suspension amendment cited by Mr. Dawson--during the discussion on the
draft report to the Interim Committee, he had stated that reference to the
link should not be included in the report, Mr. Prader remarked. A guota
review should be conducted on its own merits and not be used as an instru-
ment for other purposes. The link might exist as an implicit political
understanding but should not be explicit in a quota decision or in a discus-
sion leading to that decision. With respect to the effect on the Fund'’s
liquidity position resulting from the timing of' the effectlveness of the
quota increase, he shared Mr. Grosche's views.

Mr. Posthumus recalled that at earlier meetings he had indicated that
he could accept in principle a proposal to make it possible to suspend
voting and related rights, and to amend the Articles of Agreement for that
purpose, if a member failed to fulfill any of its obligations under the
Articles. The possibility of suspension could act as a real deterrent,
vet suspension could be terminated, while forced withdrawal was a more
definitive step. The aim was to bring a member back to cooperative
behavior--a legitimate desire on the part of the other members of a
multilateral, cooperative institution. Therefore Alternative B seemed
the best option from the point of view of a deterrent that made it pos-
gible to suspend a member. Alternative C, which modlfled suspen31on
seemed to involve too much finetuning. :

However, Alternative B raised a number of questions, Mr. Posthumus
continued. One concerned the conditions under which suspension could be
terminated; they should be clear--perhaps stated in the text of the new
Article--and it should be apparent that suspension could be terminated only
if the circumstances leading to suspension ceased to exist.  To indicate
only that suspension could be terminated at any time opened the way to
arbitrary behavior. Suspension and its repeal should take place by a
70 percent majority of the total voting power and should be enacted by the
Executive Board. He would appreciate comment from the staff as to whether
it had looked into the relationship of the Fund’s actions with the applic-
able rules of the World Bank. :

At an earlier stage, he had expressed considerable hesitation about a
reference, in the report to the Board of Governors, to a link between the
quota increase and an amendment to the Articles, Mr. Posthumus remarked.
Amendment of the Articles required not only 85 percent of total voting power
but also acceptance by three fifths of the members, while the quota increase
was conditional only on an 85 percent majority. He wondered whether linking
the two proposals might not be legally unacceptable, as the possibility
could arise where two fifths of the members’ refusal to endorse an amendment
of the Articles would be ineffective. He recognized that the same procedure
had been used for the Second Amendment of the Articles, but as that package
had concerned only the Articles, he did not regard that precedent as bind-
ing. He hoped that two distinct votes by each Governor would be possible on
the two proposals; if that distinction was possible, he had no problem with
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the linkage. Otherwise, Directors should return to that aspect when the
nature of the link and the consequences for the individual voting behavior
of Governors were clearer.

The General Counsel said that the present Articles did not state the
particular condition that had to be fulfilled for a termination of ineligi-
bility because it could be extremely difficult in practice to ascertain
whether the circumstances leading to ineligibility had changed; thus, the
Executive Board had the freedom to determine whether termination was appro-
priate. As to suspension, it would seem that, in the light of past Fund
experience, flexibility in the application of provisions was necessary, but
the staff could look into the question of formulating specific conditions
for termination.

The World Bank’s Articles of Agreement referred to the termination of
membership in the Fund, which normally terminated membership in the Bank
unless decided otherwise by a 75 percent majority vote, the General Counsel
noted. But because suspension had not existed in the Fund’'s Articles when
the World Bank had been established, it was not cited. Thus, suspension of
voting rights in the Fund would have no effect in the World Bank unless the
Bank amended its Articles of Agreement.

The difference between adoption of a quota increase resolution and
a proposed amendment of the Articles had been described correctly by
Mr. Posthumus, the General Counsel remarked. At the time of the Second
Amendment, two separate legal instruments had been proposed: a quota in
crease resolution and an amendment of the Articles; it had been specified
that the quota increase would not become effective before the amendment. He
believed that the intention of Executive Directors who advocated a linkage
between the quota increase and a Third Amendment of the Articles was not to
have a single resolution but rather to have two separate legal instruments.
It would therefore be possible for a Governor to vote for the quota increase
but to oppose the amendment. As long as the required majority supported the
amendment and a required majority supported the quota increase, both pro-
posals would become effective, but not necessarily owing to endorsement by
the same constituencies.

There was no reason in the present case to find the linkage between a
quota increase resolution and an amendment of the Articles contrary to the
Articles, the General Counsel stated. The main function of a quota increase
was to provide liquidity to the Fund, and obviously members might want to
consider whether that liquidity was used effectively. A paragraph in the
quota increase resolution submitted to the Board of Governors for approval
could specify, for example, that the effectiveness of the increase would be
suspended until the amendment of the Articles became effective--a technique
used at the time of the Second Amendment.

Mr. Grosche suggested that the staff draft a formulation to the effect
that Governors could vote with, say, an 85 percent majority on a declaration
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stating that they were committed to obtain the necessary authorization from
legislatures to vote in favor of the resolution on the amendment of the
Articles, without linking it formally to the effectiveness of the quota
increase. ‘

Mr. Evans said that both the industrial and developing country members
of his constituency belleved at present that there was a role for a suspen-
sion provision in the Articles. In particular, the developing countries had
become increasingly frustrated about the issue of prolonged arrears; indeed,
one country had communicated those views frankly in a communication to the
Managing Director. He therefore supported the suspension proposal.

Alternative A did not provide an adequate deterrent; Alternative C was
too unwieldy; therefore he preferred Alternative B, Mr. Evans stated. The
decision should be taken by the Executive Board, and 70 percent was an
adequate majority. On the link of the amendment with the quota increase, he
was opposed In principle, but he would be willing to keep an open mind on
the issue pending further consideration,

Mr. Quiros reiterated the position of his chair, which opposed the
amendment of the Articles to provide for the suspension of wvoting rights.
In the history of the Fund, previous amendments had been constructive: the
creation of the SDR, and the adoption of a mechanism when the par value
systen had collapsed. A recognized authority had recently stated that the
Fund's influence was mainly over the conduct of its developing country
members; and it would seem that the Fund was adopting punitive measures that
would affect only those members. Such action was neither equitable nor
constructive. The present Articles had adequate mechanisms to penalize
those countries that did not comply with the overall obligations of members.
He believed that the two resolutions--one on the quota increase and the
other on the amendment of the Articles--should be voted on separately.

The Chairman commented that the proposed amendment would protect the
institution from the serious danger of arrears. The Fund was not establish-
ing a code of conduct applicable only to developing countries. Suspension
would be activated not only in the case of arrears but in respect of
breaches of other obligations, for example, the provision of information or
compliance with exchange rate obligations--which applied to both developed
and developing countries as well as to surplus and deficit countries.

Mr. Clark said that over the past few months, the Board had discussed
extensively the ways to develop a strengthened arrears strategy, including
preventive and deterrent measures and the rights approach. Those discus-
sions had yielded constructive proposals on how to proceed, and in that
respect he could support a proposed amendment to the Articles on the suspen-
sion of voting and related rights. That action should not be regarded as
punitive but should be considered part of the process of having those coun-
tries not fulfilling their obligations practice cooperation and return to a
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more normal financial relationship with the Fund. He favored Alternative B,
with a 70 percent majority enacted by the Executive Board.

As to the link between the quota increase and the proposed amendment,
Mr. Clark considered that the question of prolonged arrears to the Fund
could not be separated from the proposed increase. If legislatures were to
be asked to ratify a quota increase, they should first be shown that the
Fund was prepared to deal with countries that were not fulfilling their
obligations to the Fund, as evidenced by the proposed legislation on suspen-
sion. Therefore, he could support the proposal by Mr. Dawson with respect
to the linkage.

Mr. Filosa made the following statement:

I wish to reiterate our support for introducing into the
Articles of Agreement a form of suspension of voting rights for
those members who fail to fulfill their obligations under the
Articles. This amendment will constitute an additional deterrent
measure in our arrears strategy, We see the interdependence
between this amendment and the quota increase, and we can sympa-
thize with the desire expressed by some members to link the two
issues. The rationale of the interdependence between the quota
increase and the strengthened arrears strategy, aimed at providing
a more effective solution to the problem of overdue obligations,
lies in the fact that a further accumulation of arrears would
seriously limit the smooth functioning of this institution while
the quota increase is expected to facilitate the functioning of
the Fund. Therefore, the increase in quotas and the implementa-
tion of the arrears strategy, including its deterrent components,
need to be agreed simultaneously.

We are, however, seriously concerned that the benefits
expected from the completion of the Ninth Quota Review could be
delayed owing to the sometimes long administrative process needed
to complete the amendment on suspension. To give more certainty
to the Fund and its membership on the timing of the availability
of these additional resources, T wonder whether a satisfactory
interdependence between these two issues could not be substan-
tially assured by the approval of this amendment by the Board of
Governors and by the commitment to ratify the amendment by the end
of 1991.

On the staff’s proposals for the amendment of the Articles,
I would tend to rule out Alternative C, because its flexibility
vis-a-vis the member could well be its major shortcoming, perhaps
giving rise to a two-step decision and a multitude of unnecessary
differentiations.
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Alternative A 1s a less drastic solution than Alternative B.
However, all things considered, Alternative B is closer to the
formulation we could accept than the other two proposals. In any
event, the decision to suspend a member should be taken by the
Executive Board, leaving to the Board of Governors only the
further step of compulsory withdrawal. Since this proposal was
included in the staff paper, I assume that it should not create a
legal problem. I believe that the principle of symmetry should
hold and that a 70 percent majority should be required both to
suspend a member and to terminate such a suspension. As to the
wording of the proposed amendments, I wonder whether the insertion
of "further" in paragraph (c¢) of all three alternatives indicates
that suspension is a required step before compulsory withdrawal.
If so, I would prefer to avoid introducing a new constraint on the
exercise of the Fund's power to decide on compulsory withdrawal.

The General Counsel confirmed that Mr. Filosa's interpretation was
accurate: suspension would constitute an intermediate step between ineli-
gibility and compulsory withdrawal, reflecting the Board's desire to have
a more compelling measure at that point. Incidentally, the time period
between ineligibility and compulsory withdrawal had not been defined but had
been left to the discretion of the Executive Board.

Mr. Cirellil said that, on the proposed amendment, as his chair had
stated several times during past discussions on the new arrears strategy, he
supported measures that strengthened pressure on member countries to stay
current with the Fund. While countries currently in arrears could be helped
with the rights approach, it was also necessary to ensure that no further
arrears cases of such magnitude appeared in the future. Therefore, he
supported additional deterrent measures. His chair had indicated that it
could endorse an amendment of the Articles aimed at introducing the possi-
bility of suspending voting and related rights of a noncooperating member as
a supplementary deterrent weapon in the Fund’s arsenal; but it had also
indicated that the amendment should be balanced by a strengthened strategy
to asslst those countries cooperating with the Fund.

With respect to the link between the quota increase and the amendment,
he understood that two conditions were necessary for the coming into effect
of the quota increase, Mr. Cirelli continued. The first, but not suffi-
cient, condition was adoption of the quota increase resolution by an 85 per-
cent majority of the Board of Governors. The second was the adoption of an
amendment of the Articles. It would thus be necessary to rewrite the para-
graph on the period of consent in the resolution. Like some Directors, he
had a strong reluctance to establish such a tight link between the adoption
of a suspension amendment and the quota increase, which could delay the
quota increase unduly, given the long parliamentary process required in most
member countries. Indeed, after lengthy discussions, he had accepted the
extension of the period of consent for the quota increase to end-1991, and
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his authorities were concerned that a further extension of the period could
be entailed by Mr. Dawson's proposal. A clearer description of the link was
necessary.

On the modalities of the amendment, he had a slight preference for
Alternative C, but he was flexible, Mr. Cirelli concluded. The 70 percent
majority was appropriate, with the Executive Board in charge of the proce-
dure.

Mr., Sarr remarked that his chair had stated on previous occasions that
the actual sanctions provided under the Articles of Agreement for countries
failing to fulfill their obligations to the Fund were sufficient to address
the problems of members with protracted arrears to the Fund. The Board had
recently thoroughly reviewed and strengthened the strategy on arrears to the
Fund. In particular, the sequence and timetable of deterrent measures had
been addressed, and he believed that suspension would not greatly add to the
arsenal of measures dealing with arrears and could even reduce incentives
for countries facing arrears problems to take the necessary steps. In
addition, the relationship that had been established between the Ninth Quota
Review and the amendment to the Articles of Agreement would entail further
delays in the period until the quota review would become effective. In view
of the problems raised with respect to the linkage, a decision on suspension
should await further clarification of that issue.

He also had a number of problems in determining the consequences of
suspension on multiple country constituencies, as well as the conditions
under which suspension would be terminated, Mr. Sarr concluded. Under those
circumstances, his chair could not support any of the alternatives proposed
by the staff on the suspension of voting rights. In any event, should the
Board decide to submit that proposal to the Board of Governors, he could not
agree to the majority requirement of only 70 percent. '

Mr. Yamazaki said that, as he had already indicated on previous occa-
sions, his authorities supported the introduction of suspension of voting
rights as an intermediate step between a declaration of ineligibility and
compulsory withdrawal. The suspension would constitute a credible deterrent
measure without resorting to an irreversible measure, thereby encouraging
arrears countries to normalize their relationship with the Fund. It would
be important for the Fund to take timely action on a case-by-case basis, in
terms of both suspension and terminatien of suspension. Therefore, the
Executive Board would be an appropriate organ to decide those issues.

He supported the proposal that suspension should be imposed by a
70 percent majority, Mr. Yamazaki noted. As to the requirement for termina-
tion, he would also prefer a 70 percent majority of total voting power in
order to make the provision credible. Nonetheless, if the majority of the
Board had a different view, he was willing to be flexible. Similarly, he
preferred Alternative B, which contained reasonable implications for sus-
pended members. However, given the importance of the Board reaching a
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consensus on the issue in order to secure smooth implementation of the
strengthened arrears strategy, he was ready to be flexible if the Board was
moving toward a compromlse,

The issue of the timing of the amendment of the Articles had been
raised by Mr. Dawson, Mr. Yamazakl recalled. The strengthened arrears
strategy should be well balanced, and suspension would constitute an essen-
tial element of the package. Thus, the amendment should be agreed by the
Ministers at the Interim Committee as an element of the strengthened arrears
strategy, and the Board should propose the amendment to Governors imme-
diately after ministerial endorsement.

Mr. Cassell said that it was necessary to add suspension to the Fund’'s
arsenal, and he supported an amendment to the Articles to incorporate that
power. A 70 percent majority of the Executive Board was credible and work-
able, and as a matter of balance, the same majority should also be required
to terminate suspension. The Governors should remain executors of the final
sanction, namely, compulsory withdrawal, by an 85 percent majority.

The timing of suspension would fall between ineligibility and compul-
sory withdrawal, Mr. Cassell continued. While such a serious step should
be precedsd by a warning of ineligibility, a rigid timetable should not be
incorporated in the Articles, and he preferred not to specify that compul-
sory withdrawal must be preceded by suspension. When the Board had dis-
cussed remedial measures, 1t had expressed a strong preference for flexi-
bility. Suspension could be applicable in the case of a breach of the
Articles, when timely action and flexibility would be required.

On the scope of suspension, the options under consideration extended
only to voting and related rights, which was acceptable, Mr. Cassell stated.
The Articles already contained provisions for partial suspension.through
ineligibility, and another restrictive measure was not inconsistent. Of the
three options, like most speakers he would rule out Alternative C, and he
preferred Alternative B to Alternative A because it was fairer and more
definite.

There was bound to be a link between the quota increase and the amend-
ment to the Articles, Mr. Cassell remarked. But formulations should be
drafted to define the link, as it was difficult to discuss the issue in_the
ahstract, '

Mr. Dal said that his position on the proposed amendment remained
unchanged, as he was not convinced that it was necessary and appropriate to
amend the Articles of Agreement at present simply to insert the new measure
of suspension of voting and related rights. Given that deterrent measures
had been further modified and intensified following recent meetings, a
reasonable time should be allowed for the newly strengthened approach to
take effect and to be tested in practice before adopting additional drastic
measures requiring changes in the Fund’s Articles of Agreement. In any
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event, even if & decision could be made on a proposed amendment to the
Articles, the process would be time consuming, and serious consideration
would have to be given to the grave conseguences.

An amendment to the Articles was a sericus matter and should be under-
taken only when absolutely necessary, Mr. Dal stated. He did not see the
justification for an amendment at the present time, and his chair, there-
fore, continued to have strong reservations regarding the proposal.

Mr. Arora recalled that the Chairman had referred to the deadly danger
that faced the Fund in the form of arrears. His chair shared that concern;
arrears were a serious problem, with implications for the Fund’s members.
However, the Fund had found the right instrument to deal with the situation:
the strengthened cooperative strategy in which the rights approach was a
cardinal element. It was strange that while the Fund was not yet assured of
adequate financial resources under the rights approach to help & country in
arrears that wished to cooperate with the Fund, it was ready to institute an
element which, while some justification for it had been given, would not
prevent members from falling into arrears and would not correct the situa-
tion of countries that were already in arrears.

Arrears had arisen for a variety of causes--as exemplified by the spe
cific cases discussed by the Board--that had not been adequately addre uubd
by the Fund or other institutions, Mr. Arora commented. He agreed with
Mr. Dai that it was a serious matter to alter the Articles of Agreement
without due regard for the consequences for both members and the effective-
ness of the Fund in the difficult period ahead. Therefore, he could not
support a link as suggested by Mr. Dawson or as modified by Mr. Gresche.
The quota increase had its own rationale, merit, and justification; it
should not be impaired by the mechanics of a supplementary resclution that
would have to take effect before the increase could be adopted. Like
Mr. Prader, he believed that the objective of the link was to use the quota
increase for purposes other than those required by the Fund. He was
strongly opposed to the link, and he did not support the propceged amendment.

Mr. Feldman said that he fully shared Mr. Arora’s pesition. His chair
could not suppert the proposed amendment of the Articles.

Mrs. Filardo remarked that, taking into consideration the experience of
Guyana and Honduras, and recognizing the difficulty of defining noncoopera-
tion, she could not go along with the amendment of the Articles or with ths
link. Without a clear definition of noncocoperation, suspension could be
applied unjustifiably. Like Mr. Arora, she believed that the quota increase
had its own merit, based on the requirements of Fund liquidity and access
policy.

The General Counsel explained that the Articles of Agreement seb out
that ineligibility and compulsory withdrawal were based not on noncoop-
eration but on the failure of a member to fulfill any of its cbligaticns
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under the Articles of Agreement. The Board had adopted a declaration of
ncncoocperation in other circumstances, but that declaration had no legal
effect.

Mr. Ismael said that he wished to associate himself with Mr. Arora's
statement.

Mr. Kabbaj commented that the issue of suspension of voting and related
rights went beyond the legal aspects presented by the staff. Although some
Directors had asked for specific legal language that would clarify their
position on the issue, the case had not yet been made for an amendment of
the Articles for several reasons. First, it was not wise to amend the
Articles on the basis of a very narrow issue. The two precedents were wide-
ranging amendments that had taken a long time to implement. Second, such an
amendment could set a dangerous precedent that would set the stage for
requests for multiple amendments whenever the Executive Board was deadlocked
on any given issue. Third, the present Articles already provided the possi-
bility of implementing a wide range of deterrent measures, including compul-
sory withdrawal. Fourth, such an amendment and its linkage to the Ninth
Quota Review would pose complicated problems in member countries--including
some in his constituency--where parliamentary approval was required for
quota increases. Therefore, he could not go along with the staff's pro-
posals.

Mr. Fogelholm noted that even though his chair acknowledged the fact
that the concept of suspension of voting and related rights was not novel
because it existed in other organizations, it still had a great deal of
hesitation about the issue. Other newly established measures of deterremnce,
such as the declaration of noncooperation, should have been allowed more
time to establish their effectiveness before the Board embarked on the
preparation of additional measures. However, to facilitate a final agree-
ment on the Ninth Quota Review, he would not oppose the commencement of work
on an amendment to the Articles of Agreement to that end.

His authorities were in favor of Alternative C, but they could go along
with Alternative B as well, which seemed to be generally favored by the
Board, Mr. Fogelholm continued. He endorsed the proposal of 70 percent for
the majority requirement needed to implement suspension. Finally, his
Governors would prefer to vote for a resolution on the quota increase that
did not contain a direct linkage to suspension. In that connection,

Mr. Grosche’s points on access were highly relevant and should be discussed.

Mr. Finaish recalled that in the past, he had expressed some reserva-
tions about embarking on the highly exceptional step of amending the
Articles unless the need for doing so were obvious and pressing. He was
still not convinced that there was a need in the case of the suspension
amendment. Furthermore, although that amendment was being proposed in the
context of the arrears problem, it could have a much broader significance
since it could apply to other types of situation that did not involve a
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breach of financial obligations. Therefore, it was necessary to be sure
that, in the broader scheme of things, the proposed amendment was useful and
necessary. For those reasons, and because some of his authorities had not
yet expressed a view on the specific proposals before the Board, he was not
in a position to endorse any of the alternatives.

On the link between the quota resolution and the suspension amendment,
he continued to believe that the two issues were separate and should be
dealt with accordingly, Mr. Finaish remarked. It would be inapprepriate to
present Governors with a quota resolution under which an affirmative vote
would mean that the member accepted the link between the effectiveness of
the quota increase and the suspension amendment.

Mr. Al-Jasser said that during the discussion on the strengthened
cooperative strategy (EBM/90/38, 3,/16/90), his chair had expressed the
belief that compulsory withdrawal was not a feasible deterrent option
because it was an extreme measure that would be used only in hopeless cases
and as a last resort. However, the lack of credible and convincing deter-
rent measures might discourage creditor countries from joining support
groups. Therefore, it seemed appropriate to devise an intermediate measure
between the declaration of ineligibility and compulsory withdrawal. Such a
measure should keep the member in the fold, while increasing peer pressure
and moral suasion to convince that member to cooperate with the Fund in
adjusting its economy and clearing its arrears.

The proposed measure of suspending the voting and related rights of the
noncooperating member seemed sensible, especially if the decision and its
reversal were taken by a majority c¢f 70 percent of the total voting power of
the Executive Board, Mr. Al-Jasser remarked. Keeping the decision in the
Executive Board should permit the flexibility and timeliness needed, espe-
cially when a reversal was called for after the member had cooperated with
the Fund for a reasonable period of time. '

As to the three alternatives, although he had an open mind on Alterna-
tive B, Alternative A was the most appropriate because it not only was the
least punitive, but it also was the least disruptive to the functioning of
the Fund at large, Mr. Al-Jasser noted. For example, the constituency to
which the suspended member belonged should not suffer as a result of that
member’'s suspension, nor should the functioning of the Executive Board and
other organs of the Fund be unduly affected. Suspension was meant to be a
temporary measure that was reversible in an expeditious manner.

He hoped that the Fund would not need to resort to that measure,
Mr. Al-Jasser continued. However, it was important that such action would
convince the international community that once the present arrears problem
was resolved, it would not be allowed to reappear. In addition, the
institutional evolution of the Fund required that it have at its disposal
all the measures necessary to induce its members to observe their obliga-
tions to the organization.
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On linking the amendment to the Ninth Quota Review, the absence of such
a link would make the adoption of the amendment impossible, and hence would
undermine the satisfactory conclusion of the present discussions on the
quota review and the strengthened arrears strategy, Mr. Al-Jasser observed.
Such a failure to conclude those discussions would not send the right sig-
nals about the Fund's safeguarding of its resources, and especially their
revolving nature.

Mr. El Kogali stated that he was opposed to both the proposed amendment
of the Articles and the link.

The General Counsel observed that a few aspects mentioned by Directors
could be studied further. For example, one suggestion had been to change
the sequence of ineligibility, suspension, and compulsory withdrawal to a
two-pronged approach whereby, after ineligibility, either the Executive
Board could implement suspension or the Board of Governors could implement
compulsory withdrawal.

The Chairman commented that Governors should continue to have the power
to implement compulsory withdrawal directly following a major breach of the
obligations of membership. He also saw merit in the alternative course of
action provided by the intermediate step of suspension of voting rights, an
issue that warranted further consideration by the Executive Board. While he
had noted the strong reservations of many Directors to suspension, those
Directors who endorsed suspension preferred the language of Alternative B
and supported its implementation by a 70 percent majority vote of the
Executive Board. The staff would provide formulations on the linkage of the
amendment of the Articles to the quota increase that would allow Directors
to express more precise views on that issue.

Mr. Al-Jasser explained that, while he had an open mind, he had pre-
ferred Alternative A because of his concern about the disruptive effect that
the other alternatives might have on the functioning of the Fund, especially
if an Executive Director’s chair were declared vacant immediately. That
action could have marked consequences in the case of a multicountry constit-
uency. He would take into consideration the explanation of the staff that
the same Executive Director could be re-elected.

Mr. Evans noted that it was important not to lose sight of the more
obvious link between the question of suspension and the rest of the revised
arrears strategy. His chair considered that if agreement were not reached
on suspension, other aspects of the arrears strategy, such as the rights
approach, might not be endorsed.

The Executive Directors concluded for the time being their discussion
on the suspension of voting and related rights.
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DECISIONS TAKEN SINCE PREVIQUS BOARD MEETING

The following decisions were adopted by the Executive Board without
meeting in the period between EBM/90/58 (4/13/90) and EBM/90/59 (4/16/90).

(W)

GULF _COOPERATION COUNCIL (GGC) - TECHNICAL ASSISTANCE

In response to a request from the Associate Secretary General
for Economic Affairs of the Gulf Cooperation Council for technical
assistance in the fiscal field, the Executive Board approves the
proposal set forth in EBD/90/112 (4/10/90).

Adopted April 13, 1990

4. APPROVAL OF MINUTES

The minutes of Executive Board Meetings 89/116 through 89/118 are
approved.

5. EXECUTIVE BOARD TRAVEL

Travel by Executive Directors as set forth in EBAP/90/50, Supplement 1
(4/12/90) and EBAP/90/96 (4/12/80) and by an Assistant to Executive Director
as set forth in EBAP/90/97 (4/12/90) is approved.

APPROVED: February 13, 1991

LEQ VAN HOUTVEN
Secretary



