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Unless indicated otherwise, statistical information is given for financial year
1998, which began May 1, 1997, and ended April 30, 1998.

The following conventions have been used in this pamphlet:

n.a. to indicate not applicable;

. . . to indicate that data are not available;

— to indicate that the figure is zero or less than half the final digit shown or
that the item does not exist;

between years or months (for example, 1997-98 or January-June) to in-
dicate the years or months covered, including the beginning and ending
years or months;

/ between years or months (for example, 1997/98) to indicate a fiscal or
financial year.

"Billion" means a thousand million; "trillion" means a thousand billion.

"Basis points" refer to hundredths of 1 percentage point (for example, 25 basis
points are equivalent to V* of 1 percentage point).

Minor discrepancies between constituent figures and totals are due to rounding.

All references to dollars are to U.S. dollars unless otherwise noted; as of April
30,1998, the SDR/OJ.S. dollar exchange rate was US$1 = SDR 0.742580, and
the U.S. dollar/SDR exchange rate was SDR 1 = US$1.34666.

As used in this pamphlet, the term "country" does not in all cases refer to a ter-
ritorial entity that is a state as understood by international law and practice. As
used here, the term also covers some territorial entities that are not states but
for which statistical data are maintained on a separate and independent basis.
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Preface to the Fifth Edition

The IMF's financial organization and policies have undergone major
changes since the fourth edition of this pamphlet was issued in June 1995.
These include an agreement on a substantial increase in the IMF's finan-
cial resources and the introduction of new facilities and procedures. While
many of the changes are a direct response to specific episodes of financial
crisis (Mexico in 1994-95, Asia in 1997-98), they can be better regarded
as the IMF's ongoing response to the pervasive impact of the globalization
of financial markets on the working of the international monetary system.

The main changes in this edition are briefly described in the paragraphs
that follow.

In early 1997, the IMF decided to establish the New Arrangements to
Borrow (NAB), under which it may borrow up to SDR 34 billion from 25
participating lenders. These new arrangements, which do not replace the
General Arrangements to Borrow (GAB), will be the facility of first and
principal recourse in the event of a need to provide the IMF with supple-
mentary resources. The IMF will not be able to borrow from the GAB and
NAB combined more than SDR 34 billion. The NAB had not come into
effect as of the date of writing (August 1998), awaiting legislative ap-
proval by some of the adherents.

In January 1998, the Eleventh General Review of Quotas was com-
pleted when the Board of Governors approved an overall increase in quo-
tas of 45 percent and a substantial restructuring of members' quotas to re-
flect changes in their positions in the world economy since the Ninth
Review was completed in 1990. (The Tenth General Review was con-
cluded without an increase in quotas.) As of the date of writing, the in-
creases in quotas under the Eleventh Review have not come into effect
since many members have not completed the necessary legislative ap-
proval procedures.

This edition also describes the Fourth Amendment of the Articles of
Agreement, approved by the Board of Governors in September 1997. The
amendment of the Articles, which is now undergoing legislative consider-
ation by IMF members, provides for a special one-time allocation of
SDRs, so as to equalize members' ratios of cumulative allocations to their
Ninth Review quotas at approximately 29.3 percent. This special alloca-
tion will double the amount of SDRs in circulation.

ix
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PREFACE

In addition to the significant developments in the area of financial re-
sources, the IMF has since June 1995 developed a number of new facili-
ties and introduced internal procedures aimed at better addressing the
needs of members in resolving balance of payments problems.

In September 1995, the Executive Board adopted an "Emergency Fi-
nancing Mechanism" (EFM) for crisis situations to facilitate rapid approval
of IMF support while assuring the conditionality necessary to warrant such
support. The IMF has resorted to the EFM in its quick response to the crises
in South and East Asia in 1997-98 and for Russia in July 1998.

In 1997, the IMF adopted guidelines for the use of its resources in con-
nection with currency stabilization funds (CSFs). Under these guidelines,
the IMF could agree to the establishment of a CSF as an element (or "win-
dow") within an IMF upper credit tranche arrangement, which would have
revolving features permitting repeated use under specified conditions. So
far, the IMF has not established a CSF for a member.

In September 1997, the IMF agreed to expand the scope of the existing
guidelines on emergency assistance to provide for financial help, generally
limited to one credit tranche, to countries in postconflict situations.

In December 1997, the Executive Board adopted a new facility—the
Supplemental Reserve Facility (SRF)—designed to deal with the circum-
stances of members experiencing exceptional balance of payments prob-
lems owing to a large short-term financing need resulting from a sudden
and disruptive loss of market confidence reflected in pressure on the cap-
ital account and on members' reserves. The facility, while available to all
members, is likely to be used in cases where the magnitude of the outflows
may create a risk of contagion that could pose a threat to the international
monetary system. This facility has been used so far by Korea (in Decem-
ber 1997) and Russia (in July 1998).

In early 1997, the IMF decided to establish a new trust arrangement to
permit special Enhanced Structural Adjustment Facility (ESAF) opera-
tions for the heavily indebted poor countries (HIPCs). These special oper-
ations are channeled through the ESAF-HIPC Trust and are aimed at re-
ducing the external debt burden of heavily indebted poor countries to a
sustainable level.

These institutional adaptations and the strengthening of its financial re-
sources have been among the initial responses to two recent major crises
affecting the stability of the international monetary system. Furthermore,
the IMF is exploring ways to prevent, manage, and resolve future crises.

x
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Preface

In this respect, major steps are being taken to strengthen the IMF's sur-
veillance activities and increase transparency, including the timely disclo-
sure of information on economic data and policies. In addition, work has
continued on issues related to capital account liberalization, including a
possible amendment of the IMF's Articles. Although these issues and de-
velopments are not discussed at length in this edition of the pamphlet, the
development of such new policies should be seen not only in the context
of the institution's broad response to recent crises but also in the light of
the rapid globalization of financial markets and its impact on the working
of the international monetary system.

As noted in earlier editions of this pamphlet, the financial organization
of the International Monetary Fund has evolved continually in response to
changes in the world financial environment. The large number of new top-
ics described in this edition of the pamphlet further attests to the extraor-
dinary capacity of the institution to adapt to changes in the international
monetary system.

This new edition of the pamphlet has been prepared by staff members
of the Treasurer's Department under the direction of Mr. Edgardo Decarli,
Advisor, with the assistance of Mrs. Leyla Ecevit, Deputy Division Chief
in the Treasurer's Department. In preparing this edition, the Treasurer's
Department has greatly benefited from the skillful and valuable advice of
colleagues throughout the IMF and, without implicating them for the pub-
lication's shortcomings, I would like once again to acknowledge that
preparation of this edition has been possible only with their collaboration.

This edition attempts to provide a snapshot of the IMF's financial orga-
nization as of June 1998. The pamphlet will be kept current, as warranted
by future developments and the interest of readers.

DAVID WILLIAMS
Treasurer

International Monetary Fund

xi
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Role of the IMF

The IMF is a cooperative intergovernmental monetary and financial in-
stitution with near universal membership. Its policies and activities are
guided by its charter, known as the Articles of Agreement (the Articles),
and are conducted under a decision-making structure that has evolved
over the years (see Box 1). The IMF is unique among intergovernmental
organizations in its combination of regulatory, consultative, and financial
functions, which derive from the purposes for which it was established
(see Box 2): to promote international monetary cooperation; to facilitate
the balanced growth of international trade; to promote exchange rate sta-
bility; to assist in the establishment of a multilateral system of payments
and in the elimination of foreign exchange restrictions that hamper the
growth of world trade; to make its resources available to its members to
correct balance of payments imbalances without resorting to trade and
payments restrictions; and to provide a forum for consultation and collab-
oration on international monetary problems. Thus, the IMF is concerned
not only with the problems of individual countries but also with the work-
ing of the international monetary system as a whole. Its activities focus on
promoting policies and strategies through which its members can work to-
gether to ensure a stable world financial system and sustainable economic
growth.

The Articles effectively place the IMF at the center of the international
monetary system. The IMF provides a forum for international monetary
cooperation, and thus for an orderly evolution of the system, and it sub-
jects a wide area of international monetary affairs to covenants of law,
moral suasion, and understandings. The IMF must also stand ready to deal
with crisis situations, not only those affecting individual members but also
those representing threats to the international monetary system.

IMF policy and practice are constantly evolving in response to new
challenges, most recently the further globalization of capital markets and

1
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Overview of the IMF as an International
Monetary Institution
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FINANCIAL ORGANIZATION AND OPERATIONS OF THE IMF

the increased risk of financial crises and their spillover effects. The work
of the IMF in the immediate future, as outlined by the Interim Committee
at its meeting in April 1998 (the Spring 1998 Interim Committee), will be
shaped importantly by exploring ways to prevent, manage, and resolve fi-
nancial crises.

As an immediate response to the Asian financial crisis, in late 1997 the
IMF established a new credit facility—the Supplemental Reserve Facility
(SRF)—to address potentially large but short-term financing needs that
emanate mainly from the capital account, reflecting a loss of market con-
fidence. To make its financial assistance more expeditious, the IMF put
into use during the Asian financial crisis the rapid procedures of the Emer-
gency Financing Mechanism that had been set up in the aftermath of the
Mexican crisis in 1995 (see Chapter III).

Surveillance

Central to the IMF's purposes and operations is the mandate, under the
Articles of Agreement, to "exercise firm surveillance" over the policies

2

Box 1. DECISION-MAKING STRUCTURE OF THE IMF

The IMF was established in 1945. after the United Nations Monetary and
Financial Conference held at Bretton Woods, New Hampshire (better known
as the Bretton Woods Conference), as a unique international organization
with its own agenda (see Box 2). The Bretton Woods Conference was at-
tended by representatives from 45 countries; IMF membership as of June 30,
1998 is 182 countries.

The IMF has a Board of Governors, an Executive Board, a Managing Di-
rector, and a staff of about 2.000 thai roughly reflects the diversity of its mem-
bership. The Board of Governors is the top policymaking body of the IMF; it
consists of one Governor and one Alternate appointed by each member. The
Board of Governors, whose members are usually ministers of finance, heads
of central banks, or officials of comparable rank, normally meets once a year.
An Interim Committee, currently composed of 24 IMF Governors, ministers,
or others of comparable rank (reflecting the composition of the Executive
Board and representing all IMF members), usually meets twice a year. This
Committee advises and reports to the Board of Governors on the management
and functioning of the international monetary system (including develop-
ments in global liquidity), proposals by the Executive Board to amend the Ar-
ticles of Agreement, and any sudden disturbances that might threaten the sys-

©International Monetary Fund. Not for Redistribution



I Overview

t&m* A committee with a similar composition* tile l>evalO|>meiit ConsiMttee^
maintains an overview of the development process and reports to the Boards
of Governors of the World Bank and the IMP and makes suggestions on all
aspects of the broad question of the transfer of teal resources to developing
countries. The Executive Board is responsible for ^ottdneting Hie b#$i»ess of

It functions In continuous session at IMF headquarters and currently consists
of 24 Executive Directors, with the Managing Director or one of $ie titee
Deputy Managing Directors as the Chairman, Hie Managing Director is se-
lected by the Executive Board and is the chief of the operating staff of the
IMF. The three Deputy Managing Directors are appointed by the Managing
Director with the approval of the Executive Board

The number of votes that a member can cast is related to the size of its quota
at the IMF. The live members with the largest quotas each appoint their Exec-
utive Directors, as can the two members with the largest net creditor positions
in the IMF over the two years preceding the election if these members are not
part of the group of the live largest members. Hie remaining Directors are
elected from among the oilier member countries that may form themselves into
groups or constituencies. A number of important decisions specified in the Ar-
ticles of Agreement require either 70 percent or 85 percent of the total votipg
r; otte decisions are maide by a im$otity of the votes cast

of its members in complying with their obligations. Under the Articles,
each member undertakes to collaborate with the IMF and other members
to ensure orderly exchange arrangements and to promote a stable system
of exchange rates. Members' specific obligations under Article IV in-
clude directing their economic and financial policies to foster economic
growth with reasonable price stability, seeking to promote stability by
fostering orderly economic and financial conditions, and avoiding ma-
nipulation of exchange rates to prevent balance of payments adjustment
or to gain unfair competitive advantage over other members. Members
are also obliged to follow exchange rate policies compatible with these
undertakings.

The IMF exercises surveillance through both multilateral and bilateral
means. Multilateral surveillance consists of Executive Board reviews of
developments in the international monetary system based principally on
the staff's World Economic Outlook reports and through periodic discus-
sions of developments, prospects, and key policy issues in international
capital markets. Bilateral surveillance takes the form of consultations with

3

the IMF and exercises the powers delegated to it by the Board of Governors.
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FINANCIAL ORGANIZATION AND OPERATIONS OF THE IMF

Box 2. PURPOSES OF THE IMFf 

Hie purposes of the International Monetary Fund are laid out in Article I
of its Articles of Agreement:

(i) To promote international monetary cooperation through a permanent
imto^<m wfeicb provite ffce aaaobiaery for w»srt^ti00 and *mliatK>mtion
0» international monetary problems.

(ii) To facilitate the expansion and balanced growth of international trade,
and to contribute thereby to the promotion and maintenance of high levels
offcniflaymmt i^ isal faaoiiie m& to ftte development 0f fee proctotive m*
sources of tU members as primary objectives of economic policy*

(ii) To promote exchange stability* to maintain orderly exchange arrange-
ments among members, and to avoid competitive exchange depreciation,

(iv) To assist in the establishment of a multilateral system of payments In
respect of current transactions between members and in the elimination of
foreign exchange restrictions which hamper the growth of world trade.

(v) To give ooMdein^ to members by niaMag the geneml resources of
ttie Ftod ten^oimly a^aiiafeie to them tmcter adequate safeguards, tto pro-
viding them with opportunity to correct maladjustments in their balance of
payments without resorting to measures destructive of national or interna-
tional prosperity,

(vi) In accordance with die above, to shorten the duration and lessen the de-
gree of disequilibrium IE the international balances of payments of members.

individual member countries, conducted annually for most members,
under Article IV of the IMF's Articles of Agreement.1

After the 1994-95 Mexican crisis, efforts to strengthen IMF surveil-
lance included more intensive treatment of issues relating to members' fi-
nancial sectors. In March 1996 the Executive Board examined the rela-
tionship between banking system soundness and macroeconomic and
structural policies, as well as ways in which issues in bank soundness

lrThe surveillance of the policies of IMF members who are participants in monetary unions
presents special characteristics. Such members have transferred certain competencies in the
economic and monetary fields to the monetary union and therefore at the individual level
they are limited in their ability to conduct independent economic and monetary policies. On
January 1, 1999, the European Economic and Monetary Union (EMU) is scheduled to be es-
tablished, and the special features of the IMF's surveillance of the policies of its members,
as well as operational aspects arising from the adoption of the euro as a common currency
for EMU members, are being considered.

4
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could be incorporated into IMF surveillance, IMF-supported programs,
and technical assistance.2

The increasing globalization of capital markets, together with the pos-
sibility of abrupt changes in capital flows and the risk of contagion, may
result in large financial imbalances, as experienced by Mexico in early
1995 and several of the emerging Asian economies in 1997-98. The April
1998 Interim Committee envisaged that the future work of the IMF
should include strengthening financial systems by continuing the work
already in progress in various forums to develop supervisory frameworks
consistent with internationally accepted practices and strengthened stan-
dards for bank and nonbank financial entities, and by advancing work in
other areas such as accounting, auditing, disclosure, asset valuation, and
corporate governance. The Committee called on the IMF to work with
other concerned institutions and organizations responsible for the devel-
opment of standards and guidelines in these areas. The Committee also
called for intensifying IMF surveillance of financial sector issues and
capital flows, giving particular attention to policy interdependence and
the risks of contagion.

The timely provision of macroeconomic and financial data by member
countries is of crucial importance for the smooth functioning of markets.
Accordingly, the IMF has developed a set of standards to guide members
in the provision of these data to the public. A two-tier approach has been
followed, comprising a special standard intended to guide members that
have or may seek access to international capital markets, and a general
standard to guide all IMF members. The Special Data Dissemination
Standard (SDDS) opened for subscription in April 1996. Although sub-
scription is voluntary, it carries a commitment by the subscribing member
to observe the standard and provide information about its data and data
dissemination practices—metadata—for posting on the Internet on the
IMF's Dissemination Standards Bulletin Board (DSBB), which opened to
the public in September 1996. As of June 30, 1998, 46 members had sub-
scribed to the SDDS and 40 of them have their metadata posted on the
DSBB, some with electronic links that enable users to move between the
DSBB and the actual data maintained by countries on their Internet sites.

2 A compendium of good practices for the banking sector, with the Core Principles of the
Basle Committee included as an annex, is contained in IMF, Toward a Framework for Fi-
nancial Stability, World Economic and Financial Surveys (Washington, 1997).

I Overview
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FINANCIAL ORGANIZATION AND OPERATIONS OF THE IMF

In the period through end-1998 subscribers must bring their statistical
practices fully into line with the SDDS, while members that subscribe
after 1998 will be required to meet all the SDDS requirements at the time
of subscription. The second of the two standards, the General Data Dis-
semination System (GDDS), established in December 1997, emphasizes
the development and dissemination of comprehensive statistical frame-
works and economic and financial indicators. The implementation of the
GDDS will be phased over the next six to seven years and will be carried
out in consultation with other regional and international organizations that
have expertise in the areas covered by the system.

The April 1998 Interim Committee noted that the effectiveness of the
IMF's surveillance depends critically on the timely availability of accurate
information, and stated that if there were persistent deficiencies in dis-
closing relevant information for the IMF's surveillance, the conclusion of
Article IV consultations should be delayed. In order to increase the avail-
ability and transparency of information regarding economic data and poli-
cies, the Committee called for the SDDS to be broadened and strength-
ened to cover additional financial data, including net reserves, short-term
debt, and indicators of the stability of the financial sector. It also encour-
aged more members to agree to the release of Press (now Public) Infor-
mation Notices on the conclusion of consultations with the IMF. The April
1998 Interim Committee also stated that the IMF's views on members'
policies will need to be communicated effectively, possibly with a "tiered
response" that would allow increasingly strong warnings to members that
are considered to be seriously off course in their policies.

Reflecting the significance of good governance to achieve and sustain
economic efficiency and growth, in July 1997 the Executive Board
adopted guidelines covering the role of the IMF on issues of governance.
These guidelines seek to provide greater attention to IMF involvement in
economic aspects of governance, in particular through (1) a more com-
prehensive treatment, in the context of both Article IV consultations and
IMF-supported programs, of those governance issues within the IMF's
mandate and expertise; (2) a more proactive approach in advocating poli-
cies and the development of institutions and administrative systems that
eliminate the opportunity for bribery, corruption, and fraudulent activity in
the management of public resources; (3) an evenhanded treatment of gov-
ernance issues in all member countries; and (4) enhanced collaboration
with other bilateral and multilateral institutions, in particular the World

6
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Bank, to make better use of complementary areas of expertise. The IMF's
contribution to good governance would be in fostering an improved man-
agement of public resources through reforms of public sector institutions,
and supporting the development and maintenance of a transparent and sta-
ble economic and regulatory environment conducive to efficient private
sector activities. The April 1998 Interim Committee adopted a code of
good practices to serve as a guide for members to increase fiscal trans-
parency, and thereby enhance the accountability and credibility of fiscal
policy as a key feature of good governance.3

Global Liquidity

Because the IMF is responsible for the smooth functioning of the inter-
national monetary and payments system, it is particularly concerned with
global liquidity—that is, with the level and composition of reserves avail-
able to member nations to meet their trade and payments requirements,
and their access to capital markets. The IMF is a repository of part of
members' liquid international reserves in the form of reserve positions and
loan claims on the institution (see Chapter II). When there is a global need
to supplement world reserves, the IMF can be a source of additional liq-
uidity through the allocation to its members of the special drawing right
(SDR), a reserve asset created by international decision (see Chapter V).
Moreover, the IMF has a promotional role in fulfilling the objective, as es-
tablished in its Articles, of making the SDR the principal reserve asset of
the international monetary system. However, there has not been agree-
ment on the existence of a global need to increase liquidity and no general
allocation of SDRs has been made since 1981.

In March 1996, the IMF arranged a seminar attended by outside experts
and IMF staff where the general sentiment was that it was unlikely that the
SDR would become the principal reserve asset of the international mone-
tary system but that it had an important role in the IMF's financial opera-
tions and as a safety net for dealing with serious difficulties that could
arise in the functioning of the international monetary system. There was
agreement at the seminar on the need to find ways to solve the "equity
issue" arising from the fact that many members had never received an

3See "Code of Good Practices on Fiscal Transparency—Declaration on Principles," at-
tached to the "Communique* of the Interim Committee of the Board of Governors of the In-
ternational Monetary Fund" of April 16, 1998.

I Overview
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FINANCIAL ORGANIZATION AND OPERATIONS OF THE IMF

SDR allocation. This issue had already been discussed thoroughly by the
Executive Board, and is now being addressed by a proposed amendment
of the Articles approved by the Board of Governors to allow a special al-
location of SDKs (see Chapter V).

Capital Account Convertibility

Recognizing the increasing importance of capital flows in the interna-
tional monetary system, the IMF has been intensively examining the
issue of capital account convertibility. The April 1997 Interim Commit-
tee emphasized that an open and liberal system of capital movements is
beneficial to the world economy and considered the IMF uniquely placed
to promote the orderly liberalization of capital movements and to play a
central role in this effort. The Committee endorsed the concept of an
amendment to the IMF's Articles of Agreement to make the promotion of
capital account liberalization a specific purpose of the IMF and to give it
appropriate jurisdiction over capital movements. Following Executive
Board discussion of possible transitional arrangements and approval poli-
cies, and legal aspects of capital movements, the September 1997 Interim
Committee invited the Executive Board to complete its work on the pro-
posed amendment of the IMF's Articles of Agreement through the estab-
lishment of carefully defined and consistently applied obligations re-
garding the liberalization of capital movements. It was emphasized that
safeguards and transitional arrangements are necessary for the success of
this major endeavor, and flexible approval policies would have to be
adopted.

The April 1998 Interim Committee reaffirmed the view that a new chap-
ter should be added to the Bretton Woods Agreement by making the lib-
eralization of capital movements one of the purposes of the IMF and ex-
tending, as needed, the IMF's jurisdiction for that purpose. The
Committee called for an appropriate amendment of the Articles to be sub-
mitted for its consideration as soon as possible.

Use of IMF Resources and Other Assistance to Member Countries

Surveillance through Article IV consultations is the main channel for
collaboration between the IMF and its members. In addition, for members
facing balance of payments difficulties, formal financial arrangements for
the immediate use of IMF resources provide a framework for more inten-
sive collaboration.

8
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The IMF maintains a pool of resources from which to help finance tem-
porary imbalances in the balance of payments of its members. These re-
sources are of a revolving character and are primarily derived from cur-
rencies and SDRs made available by members as their quota subscriptions
(see Chapter II). The IMF may supplement these resources by borrowing.
To use IMF resources, a member must represent to the institution that it
has a need to do so because of its balance of payments or reserve position
or developments in its reserves. The use of IMF resources is based on the
uniform and nondiscriminatory treatment of members, with due regard
paid to their domestic social and political objectives. The IMF's policies
encourage members to have recourse to the IMF's financial facilities at an
early stage of a member's balance of payments problems. Financial assis-
tance provided by the IMF allows members to correct their payments im-
balances without having to resort to trade and payments restrictions. The
IMF acts as a catalyst to the extent that policy adjustments implemented
by members undertaking IMF-supported programs help generate addi-
tional financial assistance from other sources, such as private and official
creditors. The IMF functions as a financial intermediary insofar as it re-
cycles funds from surplus to deficit countries.

The use of IMF resources typically takes place under an IMF arrange-
ment, a decision of the IMF that gives the member assurance that the in-
stitution stands ready to provide foreign exchange or SDRs in accordance
with the terms of the decision during a specified period of time. An IMF
arrangement is approved by the Executive Board in support of an eco-
nomic program under which the member undertakes a set of policy actions
to reduce external and internal economic imbalances (see Chapter III).

Apart from the resources derived from members' quota subscriptions,
the IMF administers other resources that are made available to low-
income member countries facing protracted balance of payments prob-
lems. Such assistance is provided in the form of highly concessional loans
to support medium-term macroeconomic and structural adjustment pro-
grams. Assistance is also provided to eligible heavily indebted poor coun-
tries, where debt burdens are unsustainable, in the form of grants through
a trust administered by the IMF to support the reduction of debt-service
burdens to sustainable levels (see Chapter IV).

Precautionary arrangements and program monitoring are used to assist
members interested in boosting confidence in their economic manage-
ment. Under a Stand-By or an Extended Arrangement that the member

I Overview
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treats as precautionary, the member agrees to meet the conditions applied
for such use of the IMF's resources but expresses its intention not to draw
on them. This expression of intent is not binding; consequently, as with an
arrangement under which a member is expected to draw, approval of a
precautionary arrangement signifies the IMF's endorsement of the mem-
ber's policies according to the standards applicable to the particular form
of arrangement. Program monitoring by the IMF staff can be provided
outside the context of an arrangement; such monitoring is generally re-
quested by members in need of policy advice and technical support dur-
ing a specific period—for example, preceding the negotiation of an
arrangement with the IMF if a record of performance needs to be estab-
lished, during a World Bank lending program, or following an intense pe-
riod of collaboration under a series of IMF arrangements.

The enhanced surveillance procedure also has been used to assist a
member to boost domestic and external confidence in its continuing ef-
forts to pursue appropriate adjustment policies and to help secure financial
support. The procedure was adopted in 1985 to help members address
their debt problems and improve relations with their creditors in the con-
text of multiyear debt-rescheduling arrangements. Use of the procedure,
which has been very limited, requires approval by the Executive Board for
a specified period of usually 12 months. During this period, economic de-
velopments in the member country are monitored by the IMF, and an as-
sessment of the country's economic program is provided by the staff to the
Executive Board. Enhanced surveillance does not represent an endorse-
ment of a country's policies by the IMF, although the staff's assessment
could be presented by the member to official and private creditors and
donors for their consideration. Enhanced surveillance is undertaken only
at the request of a member country and usually only in those cases in
which the member has a strong record of adjustment under IMF-supported
programs. In 1993, the possibility of applying the enhanced surveillance
procedure was broadened from assisting in resolving issues related to debt
restructurings to cover any situation where a member would find this form
of monitoring by the IMF helpful.

Financial Structure

The financial transactions and operations of the IMF are conducted
through the General Department, the SDR Department, and the Adminis-

10

FINANCIAL ORGANIZATION AND OPERATIONS OF THE IMF

©International Monetary Fund. Not for Redistribution



I Overview

tered Accounts (Figure 1). The transactions of the IMF in the General Re-
sources Account are exchanges of monetary assets by the IMF for other
monetary assets. The operations of the IMF are other uses or receipts of
monetary assets by the IMF.

The IMF is a quota-based institution (see Chapter II). When a country
becomes a member of the IMF, an amount not exceeding 25 percent of its
quota has to be paid in SDRs or usable currencies ("reserve assets") spec-
ified by the IMF and the balance in the member's own currency, normally
in the form of nonnegotiable, non-interest-bearing notes (essentially
promissory notes).

The portion of a member's quota paid in reserve assets becomes its ini-
tial reserve tranche in the IMF (known as the "gold tranche" before the
Second Amendment of the Articles, when this reserve asset was paid in
gold; see Appendix I). The reserve tranche position can be defined as the
amount by which a member's quota exceeds the IMF's holdings of its own
currency. A member may draw up to the full amount of its reserve tranche
position at any time (subject only to its representation to the IMF that it
has a balance of payments need) by transferring to the IMF an equivalent
amount of its own currency. (For more on the reserve tranche position, see
Chapter II, under "Remuneration," and Appendix II.)

The IMF's unit of account is the special drawing right (SDR), whose
value is calculated daily on the basis of a "valuation basket" comprising
five major currencies (see Chapter V). The IMF's financial year runs from
May 1 to April 30, with financial quarters starting in May, August, No-
vember, and February.

Accounts in Member Countries

Each member is required to designate & fiscal agency and a depository
to conduct its financial dealings with the IMF. The fiscal agency may be
the member's treasury (ministry of finance), central bank, official mone-
tary agency, stabilization fund, or other similar entity. The IMF can deal
only with, or through, the designated fiscal agency, which is accordingly
authorized to carry out on behalf of the member country all operations and
transactions authorized under the Articles. In addition, each member is re-
quired to designate its central bank as a depository for all IMF holdings of
its currency. If it has no central bank, the member can designate another
institution, such as a monetary agency or even a commercial bank, that is
acceptable to the IMF.

11
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FIGURE 1. FINANCIAL STRUCTURE OF THE IMF
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A depository is required to pay out of the IMF's holdings of the mem-
ber's currency, on demand and without delay, sums to any payee named
by the IMF in the member's own territory, and hold securities for safe cus-
tody on behalf of the IMF if the member issues nonnegotiable, non-
interest-bearing notes, or similar instruments, in substitution for part of its
currency holdings. In addition, each member guarantees all assets of the
IMF against loss resulting from failure or default on the part of the desig-
nated depository.

Each depository maintains (without any service charge or commission)
two accounts, the IMF No. 1 Account and the IMF No. 2 Account, and
some depositories also maintain a Securities Account at the option of the
member. The balances in these accounts, which originate, in the first in-
stance, from the payment to the IMF of the member's quota subscription,
do not yield any interest for the IMF.

The No. 1 Account is used for IMF transactions and operations, includ-
ing subscription payments, purchases, repurchases, repayment of borrow-
ing, and sales of the member's currency. Provided that a minimum is
maintained in the No. 1 Account, as explained below, all these transactions
can also be carried out through the IMF Securities Account.

A member may establish an IMF Securities Account to hold nonnego-
tiable, non-interest-bearing notes, or similar obligations, payable to the
IMF on demand if the currency is needed for the IMF's operations and
transactions. The depository holds these notes for safekeeping and acts as
the agent of the IMF to obtain encashment of the notes in order to main-
tain at all times the minimum balance in the No. 1 Account. If any pay-
ment by the IMF reduces the balance in the No. 1 Account below a mini-
mum of 1A of 1 percent of the member's quota, the balance is to be restored
to that level by the next business day through the encashment of sufficient
notes.

The No. 2 Account is used for the IMF's administrative expenditures
and receipts (for example, receipts from sales of IMF publications) in the
member's currency and within its territory. Small, out-of-pocket expenses,
such as telecommunications charges, may be debited to this account on a
quarterly basis.

General Department

Under the Articles, the IMF's General Department consists of the Gen-
eral Resources Account (GRA), the Special Disbursement Account

13
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(SDA), and the Investment Account (not activated as of June 30, 1998).
The General Department also includes the Borrowed Resources Suspense
Accounts, which were established by a decision of the Executive Board in
May 1981 but which have been inactive since 1991 when remaining bor-
rowed resources under the Enlarged Access Policy were disbursed to
members.

Most transactions between member countries and the IMF take place
through the GRA. This account handles, among other transactions and op-
erations, the receipt of quota subscriptions, purchases and repurchases, re-
ceipt and refund of charges, payment of remuneration on members' cred-
itor positions in the IMF, and repayment of principal to the IMF's lenders.
The assets held in the GRA include currencies of member countries (held
in the No. 1 Account, the No. 2 Account, and the Securities Account with
each member; see above), the IMF's own holdings of SDRs, and gold.

The Special Disbursement Account is the vehicle for (1) receiving and
investing profits from the sale of the IMF's gold (that is, the net proceeds
in excess of the book value of SDR 35 per fine ounce); and (2) making
transfers for special purposes authorized in the Articles. The SDA was ac-
tivated in 1981 initially to receive transfers from the Trust Fund, which
had been funded from gold sales, upon its termination.

The IMF is authorized to establish an Investment Account in the Gen-
eral Department; to date, however, no decision has been taken to this ef-
fect.4 The assets in the Investment Account would be held separately from
the General Resources Account and would not be subject to maintenance-
of-value requirements. The Articles envisage that assets in the Investment
Account could derive—if authorized by the requisite majority vote—from
profits from the sale of the IMF's gold, from a transfer of currencies held
in the GRA, or from the income or proceeds of investments in the account.
With the exception of income from the account's investments, the total
amount transferred to the Investment Account may not exceed the re-
sources held in the IMF's General and Special Reserves. Investments may
be made only in income-generating marketable obligations of interna-
tional financial organizations or of the member whose currency is used for

4The resources in the GRA are managed in a cost-effective way to either reduce remuner-
ated reserve tranche positions (to lower the IMF's costs) or increase the IMF's SDR holdings
(to increase the IMF's revenue). In order to be more profitable than GRA resources, re-
sources in an Investment Account would need to be invested at a rate that exceeds the SDR
interest rate after taking into account any exchange risk.
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the investment. The income may be reinvested or used to meet the ex-
penses of conducting the business of the IMF, including both operational
and administrative expenses.

The Borrowed Resources Suspense Accounts were established to hold,
transfer, convert, and invest (1) currencies borrowed by the IMF before
they were transferred to the GRA for use in transactions or operations, and
(2) currencies received by the IMF in repurchases financed with borrowed
resources before repayments to lenders could be made. Members were not
obligated to maintain the SDR value of their currencies held by the IMF
in the Borrowed Resources Suspense Accounts, and as far as practicable
the currencies were invested in SDR-denominated obligations. As men-
tioned above, since December 1991 no amount has been held in suspense
in these accounts.

SDR Department

The IMF's SDR Department records all transactions and operations in-
volving SDRs. The SDR is an interest-bearing asset allocated by the IMF
to each member that is a participant in the SDR Department. As already
noted, the IMF uses the SDR as its unit of account. The IMF can hold
SDRs in the GRA and can use them in transactions and operations. The
GRA receives SDRs in partial payment of quota increases and in the set-
tlement of charges and repurchases; it uses SDRs to finance purchases by
members and to pay remuneration to members (see Chapter V and
Appendix III).

Administered Accounts

The IMF may establish administered accounts for purposes, such as fi-
nancial and technical assistance, that are consistent with the Articles. Ac-
counts have been established to administer resources for support for the
low-income and heavily indebted members (the Enhanced Structural Ad-
justment Facility and the Heavily Indebted Poor Countries Initiative).
There are several other Administered Accounts established for different
purposes, including a Framework Administered Account to administer re-
sources to finance technical assistance activities (see Chapter IV).

Operating Costs

The expenses of conducting the business of the IMF's General Depart-
ment along with the IMF's general overhead are paid from the net oper-
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ational income of the General Resources Account. The expenses of con-
ducting the business of the SDR Department are also paid from the GRA,
which is reimbursed by the participants in the SDR Department at the end
of each financial year. For this purpose, the IMF levies an assessment on
the participants, at the same rate for all participants, in relation to their
net cumulative allocations. Also at the end of each financial year, the
ESAF Trust reimburses the GRA for the cost of administering the trust
during the year.5 The General and SDR Departments and the Adminis-
tered Accounts are operated, recorded, and accounted for separately, and
no assets in one department or administered account may be used to dis-
charge liabilities or to meet losses incurred in the administration of other
accounts or departments.

5Except for financial years 1998 and 1999, as explained in Chapter IV.
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General Department:
General Resources Account—Resources

The General Resources Account (GRA) is the principal account in the
General Department and handles by far the largest part of transactions
between the IMF and its membership, most notably, payments to the
IMF for quota subscriptions, purchases (drawings) and repurchases
(repayments) by members, receipt of periodic charges (analogous to
interest) on the use of IMF resources, and disbursements for remu-
neration on remunerated reserve tranche positions.6 Members' quotas
determine the size of the IMF and constitute its financial base. These re-
sources can be supplemented, if circumstances so warrant, by borrowed
resources whose receipt, use, and repayment are also handled through the
GRA.

For extending balance of payments support from the GRA to mem-
ber countries, the IMF uses its ordinary resources and, if available,
borrowed resources. Ordinary resources consist of currencies and
SDRs, originating in quota subscriptions paid by members and in the
undistributed net income from use of those resources. The value of these
resources is established and maintained in terms of the SDR, the IMF's
unit of account. Borrowed resources consist of amounts made available
under borrowing arrangements the IMF has entered into from time to time.

Quotas
Each member of the IMF is assigned a quota, which is expressed in

SDRs and is equal to its subscription of capital to the IMF. Members'
quotas, apart from providing the IMF with its financial resources, serve
several other functions with respect to their financial and organizational
relations with the IMF. A member's quota determines its voting power in
the IMF; each member has 250 basic votes plus one additional vote for

6See below under "Remuneration."
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each SDR 100,000 of quota.7 The quota also determines the maximum
amount of balance of payments assistance that a member can normally
obtain from the IMF. Finally, the quota determines a member's share in
allocations of SDRs (see Chapter V).

The sum of members' quotas represents the pool of assets (gold, SDRs,
and currencies) held by the IMF. As described in Chapter I, part of a mem-
ber's quota subscription is normally payable in reserve assets (originally
in gold, and, since the Second Amendment of the IMF's Articles of Agree-
ment in 1978, in SDRs or currencies of other members), and the remain-
der is payable in the member's own currency. When quotas are increased,
25 percent of each member's increase is normally payable in SDRs, al-
though the IMF may accept payment in other members' currencies, with
their concurrence, or in the member's own currency;8 the balance of the
quota increase is payable in the member's currency. The reserve asset por-
tion of quota payments has, on average, been 23.5 percent.

Determination of Initial Quotas

The initial quotas of the original members of the IMF were determined
at the Bretton Woods Conference in 1944 (Schedule A of the Fund Agree-
ment); those of subsequent members have been determined by the IMF's
Board of Governors, based on principles consistent with those applied to
existing members. In other words, the IMF follows the principle of
nondiscrimination; an applicant's quota should be in the same range as the
quotas of existing members of comparable economic size and characteris-

7Votes are cast by members for various operational and policy decisions of the IMF, and
special voting majorities are required for major financial decisions, such as:

Proportion of Total
Type of Voting Power Required

Financial Action to Implement
Adjustment of quotas
Allocation of SDRs
Prescription of medium of payment

for additional subscription
Change in periods for repurchase
Determination of charges
Sale of gold

85 percent
85 percent

70 percent
85 percent
70 percent
85 percent

Power of Action
Conferred on

Board of Governors
Board of Governors

Board of Governors
Executive Board
Executive Board
Executive Board

8Payment of a quota increase wholly in the member's own currency was agreed in con-
nection with the quota increase under the Sixth Review.
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tics. When a country applies for membership, the staff collect data on its
economy (GDP, current account transactions in its balance of payments,
and official reserves) and recommend a quota, which is then considered,
along with other terms and conditions of membership, by a committee of
the Executive Board. The membership committee prepares a report for
adoption by the Executive Board, which in turn forwards a membership
resolution for approval by the Board of Governors. The country becomes
a member of the IMF when it signs the Articles of Agreement, and it be-
comes eligible to use IMF resources when it has paid its quota subscrip-
tion and has met all other requirements of the membership resolution.

Review and Adjustment of Quotas

The Articles of Agreement call for the institution to conduct, at intervals
of not more than five years, general quota reviews. Such general reviews
allow the IMF to assess the adequacy of quotas in terms both of members'
needs for conditional liquidity and of its ability to finance those needs, that
is, reviews deal with the question of whether the size of the IMF enables
it to promote effectively its purposes and to fulfill its central role in the in-
ternational monetary system. A general review also allows for adjust-
ments of members' quotas to better reflect changes in their relative posi-
tions in the world economy. A member may also request at any other time
that the Board of Governors consider an adjustment of its quota.

The main issues that have been dealt with in general quota reviews typ-
ically include both the size of an overall increase in quotas and the com-
bination of equiproportional and selective adjustments within the overall
increase. Of the 12 general reviews of quotas since 1950, the date of the
first five-year review,9 4 reviews, including the Tenth Review of 1994-95,
concluded that no increase in quotas was needed. In the other 8 reviews,
the overall quota increase ranged from 34 percent to 61 percent (Tables 1
and 2). The bulk of quota increases have taken the form of equipropor-
tional increases, whose main impact has been to stabilize the quota shares
of individual members. Selective and/or ad hoc increases in quotas have
also taken place, with the goal of bringing the quotas of members better
into line with their relative economic size, and, on some occasions, also to
strengthen specifically the liquidity position of the IMF (if the increase in
quota represents an inflow of fully usable assets).

9The IMF also conducted a general review in 1958/59 outside the five-year cycle.
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(In percent)

Review
of Quotas

First Quinquennial
Second Quinquennial
1958/59

Third Quinquennial
Fourth Quinquennial
Fifth General
Sixth General

Seventh General
Eighth General
Ninth General
Tenth General
Eleventh General

Board of Governors'
Adoption of Resolution

No increase proposed
No increase proposed
February 2, 19593

April 6, 1959
No increase proposed
March 31, 1965
February 9, 1970
March 22, 1976

December 11, 1978
March 31, 1983
June 28, 1990
No increase proposed
January 30, 1998

Equiproportional
Increase in Quotas

50

—
25
25

Increases were determined
on the basis of different

groups of countries
50
19
30
—

33.75

Overall Increase2 in
Quotas

60.7

—
30.7
35.4
33.6

50.9
47.5
50.0
—

45.0

Entry into Effect

April 6, 1959

February 23, 1966
October 30, 1970
April 1, 1978

November 29, 1980
November 30, 1983
November 11, 1992

Pending4

1 Quota increases under a General Review comprise: (1) an equiproportional component, that is, a uniform percentage for all members participating
in the review, and (2) a selective increase, which adjusts members' quota shares, generally in order to align them with their relative economic size.

Includes the effect of special increases for some members, as well as the general increase for all members as proposed under the quota review.
3Provided for an equiproportional increase of 50 percent and special increases for 3 countries; the resolution adopted in April 1959 provided

for special increases for 14 additional countries.
4The date, still to be determined, that members having not less than 85 percent of the total of quotas on December 23, 1997, have consented to

the increases in their quotas.

TABLE 1. GENERAL REVIEWS OF IMF QUOTAS 1
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The formulation of selective and ad hoc quota increases in the context
of a quota review has varied over time. In earlier reviews—from 1958/59
to the Seventh Review—the selective element took the form of quota in-
creases for a subset of the IMF's membership, and these increases were re-
lated to the difference between calculated quotas and actual quotas, where
the former are based on the use of quota formulas (see Box 3) and serve
as a measure of countries' relative economic size. In the Eighth, Ninth,
and Eleventh Reviews, the selective element has been distributed among
all members in proportion to their shares in calculated quotas.10 In some
quota reviews, the quotas of a small group of countries were adjusted on
an ad hoc basis to reflect unusual circumstances, such as a doubling of the
quota share of the major oil-exporting countries in the Sixth Review, a re-
arrangement of quota shares among the seven largest members in the
Ninth Review,11 and the setting aside of 10 percent of the overall increase
of the Eleventh Review (see below).

The other main issues that have arisen in general quota reviews have
differed according to the circumstances. For example, in the Seventh Re-
view, the method of payment—along with other issues relating to the
SDR—was an important issue (at that time, the Interim Committee also
agreed to recommend a resumption of allocations of SDRs in each of the
years 1979 to 1981). In the event, it was agreed in the Seventh Review that
the reserve asset payment be made in SDRs by members participating in
the SDR department. The timing of the completion of the Eighth Review
was influenced by the Latin American debt crisis that erupted in 1982,
whereas the timing of the initiation of the Eleventh Review was brought
forward by the Mexican crisis of 1994-95. The coming into effect of the
quota increases under the Ninth Review was linked to the Third Amend-
ment of the IMF's Articles to strengthen the IMF's strategy for prevention
and deterrence of arrears to the IMF. In the Seventh, Ninth, and Eleventh
Reviews, a review of the quota formulas was specifically called for to be
undertaken following completion of the review or as preparation for the
next general quota review, and changes to the quota formulas were
adopted in the Eighth Review. A major review of the working of the quota

10The distribution technique for the selective element in these reviews is one that uni-
formly and proportionately adjusts all members' actual quota shares toward their calculated
quota shares.

nThis rearrangement brought Japan's quota to second largest (equal to that of Germany)
and also equalized the quotas of France and the United Kingdom.
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TABLE 2. CHANGES IN IMF QUOTAS
(Quotas in millions of SDKs)

Year

19444
1950

1955

1959
1965

1970
1976
1978
1983
1990

1998

Fund
Membership

(1)

40
49

58

69
102

116
133
141
146
154

18310

Total Fund
Quotas

(2)

7,514.00
8,036.50

8,750.50

14,640.25
20,932.00

28,776.00
38,976.40
59,605.50
89,236.30

135,214.709

212,029.00

Increases in
from Additions
Number

(3)

40
10
(1)
10
(1)
11
34
(1)
14
17
8
5

10
(2)
31
(2)

Fund Quotas
to Membership1

Initial quotas
(4)

7,514.00
649.50

(125.00)
837.00

(125.00)
404.50
756.75
(50.00)
204.25
445.40
140.10
394.40

1,016.75
(120.50)

12,736.65"
(1,765.30)

Quota Increases

General
reviews2

(5)

—
—
—
—
—

5,328.75
4,791.75

—
7,393.50
9,755.00

19,839.00
28,176.50
45,082.15

65,802.9512

Ad hoc
and other

(6)

—
-2.005

—
2.005

—
156.506

793.257

—
246.258

—
650.00

1,059.90
—

40.00

Total
Change in

Fund Quotas3

(7)

—
522.50

—
714.00

—
5,889.75
6,291.75

—
7,844.00

10,200.40
20,629.10
29,630.80
45,978.40

76,814.30

dumber and quotas of countries that withdrew from membership or whose memberships were conferred to successor countries are shown in
parentheses.
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2Figures shown are as of the dates of adoption of Board of Governors' resolutions proposing adjustments in members'quotas. The resolution
on the Eleventh General Review (1998) was adopted on January 30, 1998, but the increases shown will come into effect only when members hav-
ing not less than 85 percent of the total of quotas on December 23, 1997 have consented to the increases in their quotas.

Summation of columns (4)-(6).
4Excluding Australia, Haiti, Liberia, New Zealand, and the U.S.S.R., which did not join the IMF at the time of the Bretton Woods Agreement

(see Schedule A of the Articles of Agreement), and including increases agreed for Egypt, France, Iran, and Paraguay shortly after the IMF began
operations.

5The quota of Honduras was reduced at its request in 1948 but was restored to the original amount in 1951.
includes SDR 121.0 million under small quota policy.
Includes SDR 255.0 million under compensatory financing decision.
includes SDR 194.0 million under compensatory financing decision.
includes Cambodia, which did not participate in the Ninth General Review.
10Includes the Federal Republic of Yugoslavia (Serbia/Montenegro), which has consented to the quota increase proposed under the Ninth Gen-

eral Review, but has not yet succeeded to IMF membership or paid the increase.
ulncludes increases of SDR 3,261.4 million, which were based on the terms and conditions of the Ninth General Review.
12Based on Ninth General Review quotas for all members. Iraq, Liberia, Somalia, and Sudan have not consented to the quota increase proposed

under the Ninth General Review; the Federal Republic of Yugoslavia (Serbia/Montenegro) has consented to the quota increase proposed under
the Ninth General Review but has not yet succeeded to IMF membership or paid for the increase.
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formulas in the Tenth Review did not result in any changes to the formu-
las, which were viewed at that time as working broadly as intended, that
is, as a reasonably comprehensive measure of the relative economic size
of member countries.

Eleventh General Review
The most recent general review of quotas—the Eleventh—was com-

pleted in January 1998 when the Board of Governors adopted a resolution
proposing to increase the total of IMF quotas by 45 percent (from SDR
146 billion to SDR 212 billion). In assessing the IMF's need for resources
over the medium term, the Executive Board stressed in its report to the
Board of Governors that the IMF must be adequately endowed with fi-
nancial resources for dealing with members' payments difficulties. The
Executive Board also stressed that the IMF must ensure that its resources
are fully safeguarded, including by the adoption and implementation by
members of appropriate policies, and that the IMF must hold a level of us-
able assets that would protect the liquidity and immediate usability of
members' claims on it, so as to maintain their confidence in and support
of the institution.

The main considerations underlying the size of the agreed increase were
(1) the growth of world trade and payments; (2) the scale of potential pay-
ments imbalances, in particular those that may stem from sharp changes
in private capital flows; (3) the prospective demand for IMF resources in
support of members' adjustment programs; (4) the rapid globalization and
the associated liberalization of trade and payments, notably on capital ac-
count, that has characterized the development of the world economy since
the last increase in quotas was agreed upon in 1990; and (5) the weaken-
ing of the IMF's liquidity position (especially in light of the crisis in Asia).

The agreed upon distribution of the overall quota increase was guided
by the views expressed by the Interim Committee in April 1997 sup-
porting a distribution that would be predominantly equiproportional
while in part correcting the most important anomalies in the quota dis-
tribution. In September 1997 the Interim Committee agreed that, of the
overall increase:

• 75 percent would be distributed in proportion to present quotas;
• 15 percent would be distributed in proportion to members' shares in

calculated quotas (based on 1994 data), so as to better reflect the rel-
ative economic positions of members; and
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• 10 percent would be distributed among those members whose pre-
sent quotas are out of line with their positions in the world economy
(as measured by the excess of their share in calculated quotas over
their share in actual quotas), of which 1 percent of the overall in-
crease would be distributed among five members whose present quo-
tas are far out of line with their relative economic positions, and
which are able to contribute to the IMF's liquidity over the medium
term.

In addition, in a voluntary redistribution of quota shares, the quotas of
France and the United Kingdom, after being raised according to the uni-
form methods described above, were equalized, as established in an agree-
ment reached under the Ninth General Review, and there was a further re-
allocation of the quotas of Italy and Germany, while increases in quotas
for all the other members were kept unchanged.

The quota increase under the Eleventh Review is expected to bring in
about SDR 45 billion of usable assets, which represents the quota increase of
countries whose currencies presently are usable in IMF transactions. The in-
crease will become effective once members representing 85 percent or more
of the total of quotas on December 23, 1997, have consented to their pro-
posed increases. A member with overdue repurchases, charges, or assess-
ments to the GRA may neither consent to nor pay for the increase in its quota
under the Eleventh Review until it becomes current in respect of these oblig-
ations.12 The IMF has made arrangements to assist members with insufficient
reserves to pay the reserve asset portion of their quota increases through a
same-day borrowing/repayment of SDRs.13 The quota resolution provides
that 25 percent of the increase in quotas should be paid in SDRs or in the cur-
rencies of other members specified by the IMF, subject to the concurrence of
those members, or in any combination of SDRs and such currencies. The bal-
ance of the quota increase is to be paid in the member's own currency.

12The increases in quotas under the Eleventh Review for a few members that have not yet
consented to or paid for their proposed increase in quotas under the Ninth General Review
were calculated on the basis of their proposed Ninth Review quotas. Members that are un-
able to make effective their Ninth Review quota increases may, therefore, "catch up" under
the Eleventh Review.

13The IMF would arrange for some members to borrow SDRs from other members pro-
vided that the borrowing member would, on the same day, repay the SDR loan from the pro-
ceeds of a drawing on the reserve tranche position in the IMF that had been established by
the payment for the quota increase.
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Box 3. QUOTA FORMULAS
The Articles of Agreement do not indicate how a member's quota should

be determined, although from the very start quotas have been related to, but
not strictly determined by, economic criteria, such as national incomes and
the values of external trade and payments, A formula that was used as a basis
for determining the quotas of the original members became known as the
Bretton Woods formula and was specified as follows:

Quota * (0.02F + 0.051? + 0,10M + 0,10V) X (1 + X/Y)*
where 7 was national income in 1940; R was gold and dollar balances on My
1,1943; M was average imports during 1934-38; V was the maximum varia-
tion in exports during 1934-38; and X was average exports during 1934-38.
This formula also served through the late 1950s as a basis for determining the
initial quotas of new members>

A muM-foimula approach was adopted in the early 1960s, when the Bretton
Woods formula was revised and supplemented by four ottier formulas containing
the same hasic variables but with larger weights for external trade and the vari
ability of exports. The variability component was redefined,1 and the cofficient
of the variables were reduced or set so as to mak0 $ie sum of the resulting cal-
culations correspond roughly with tfie IMF quotas then in form The nonlinear
element, comprising the ratio of exports to national Income in the Btetton Woods
formula, was eliminated in two of the four reweighted formulas. The coverage of
the data was extended; in addition to calculations using data on national income,
reserves, exports, imports, and the variability of exports (known as Set I data),
calculations were made with another set of data (Set H)» in which current receipts,
current payments, and the variability of current receipts were substituted for ex*
ports, imports, and the variability of exports. The results of these formulas ware
used in general quota reviews and as a basis for determining the initial quotas of
new members until the early 1980s*

The quota formulas were last modified in 1982-83* although ttiek basic
structure was retained* The economic criteria were improved by modifying
the definitions of some of the variables. National income was replaced by
GDP, and the concept of reserves was broadened to include SDRs, ECUs (Eu-
ropean currency units), and reserve positions in the WE Furthermore, the
weight of the variability of current receipts was reduced by 20 percent in the
formulas that contained high weights for tMs variable, and the use of $te so*

irOie original concept of variability of exports was modified because it mainly re*
fleeted the upward trend of exports rather than its fluctuation. The measure of vari-
ability adopted in 1962-63 was the standard deviation from trend, which brought it
into Hue with te concept employed in eotmeetioii with the Compensatory Financing
Facility established is 1963.

26

©International Monetary Fund. Not for Redistribution



II General Resources Account—Resources

called Set I data was discarded in favor of the more broadly based Set II data,
thereby reducing by half the number of calculations.

The following five formulas have been in use since 1982-83:
Reduced Bretton Woods formula:

(0.01 Y + 0.025R + 0.05P + 0.2276VC) x (1 + CIY)
Scheme III formula:

(0.0065 Y + 0.0205125/? + 0.01SP + 0.4052 VC) x (1 + CtY)
Scheme IV formula:

(0.0045)' + 0.03896768K + O.G7P + 0.76976VC) x (1 + CIY)
Scheme M4 formula:

0.005 Y+ 0.042280464^ + 0.044 (P + Q + 0.8352VC
Scheme M7 formula:

0.0045y + 0.05281008^ + 0.039 (/>+ Q + I.0432VC
where Y is GDP in a recent year; R is average monthly reserves in a recent
year; P and C are annual average current payments and receipts, respectively,
over a recent five-year period; and VC is variability of current receipts, de-
fined as one standard deviation from the five-year moving average over a re-
cent 13-year period. The results of each of the four modified formulas are uni-
formly adjusted so that the sum of the calculations for all members equals that
derived from the reduced Bretton Woods formula. For each member, a single
"calculated quota" is derived as the higher of the results of: (1) the reduced
Bretton Woods formula, and (2) the average of the lowest two results of the
other four formulas.

For example, under the Eleventh General Review of Quotas, India's calcu-
lated quota was based on data for GDP in 1994 of SDR 204,306.9 million, av-
erage current receipts and payments for 1990-94 of SDR 20,639.2 million
and SDR 24,557.2 million, respectively, the 12-month average of reserves for
1994 of SDR 12,130.0 million and variability of current receipts for the pe-
riod 1982-94 of SDR 880.6 million. The results of each of the five formulas
were as follows:

Reduced Bretton Woods SDR 4.155,99 million
Scheme m SDR 3,600.25 million
Scheme IV SDR 3,437.37 million
Scheme M4 SDR 3,832.46 million
Scheme M7 SDR 3,827.56 million

Since the reduced Bretton Woods formula resulted in a higher figure
(SDR 4,156 million) than the average of the lowest two results of the other
four formulas (SDR 3,518.81 million), the Bretton Woods figure was taken as
the calculated quota.
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Apart from an increase in quotas (or the addition of new members), the
amount of the IMF's ordinary resources changes only as a result of its
undistributed net income and the accumulation of precautionary balances.

The largest part of the IMF's gross operational income is derived from
periodic charges it levies on the use of its general resources and from sur-
charges on the use of those resources under special facilities;14 a much
smaller portion is generated by receipts of interest on the IMF's SDR
holdings in the GRA and by service charges on purchases from the GRA.
Operational expenses consist of remuneration on remunerated reserve
tranche positions, payment of interest on outstanding IMF borrowing, if
any, and any allocation to the first and second Special Contingent Ac-
counts (SCA-1 and SCA-2), which were set up to hold precautionary bal-
ances in view of protracted overdue obligations to the IMF (see Chapter
VI). Net operational income (operational income minus operational ex-
penses) is used to cover the administrative expenses of the IMF, and the
remainder constitutes net income.

The IMF aims to achieve net income each financial year to add to its re-
serves, while providing a market-related rate of return to members with re-
munerated reserve tranche positions. The Executive Board reviews the
IMF's position at the beginning of each financial year to determine the de-
sirable addition to the IMF's precautionary balances and, consequently,
the rate of charge on the use of its ordinary resources. A separate midyear
review establishes whether any adjustments to the rate of charge are re-
quired in view of developments during the year.

The IMF's net income is determined by the interplay of a number of el-
ements, notably the rate of charge on the use of general resources, the rate
of interest on the SDR (which, in turn, determines the rate of remunera-
tion paid on remunerated reserve tranche positions), any income from sur-
charges on the use of general resources under special facilities, the extent
of use of general resources, and the level of the IMF's administrative ex-
penses. The IMF's net income is placed to its reserves.15 If net income ex-
ceeds the amount projected at the beginning of the year, the IMF can

14Currently there is only one periodic rate of charge, and a surcharge on the use of re-
sources under the Supplemental Reserve Facility established in December 1997.

15Net income may also be distributed to the IMF's members.
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retroactively reduce for that year the rate of charge or increase the rate of
remuneration (to not more than the interest rate of the SDR), or both; or
place all or part of any excess to reserves; or make a distribution of excess
income to members; or take the excess into account as income for the sub-
sequent financial year.16

Schedule of Charges

The IMF's current schedule of charges on the use of its resources is as
follows. First, there is a service charge of 1A of 1 percent on each purchase
of IMF resources in the GRA, other than reserve tranche purchases (which
constitute a use of reserve assets held by members and are not subject to any
charges). The service charge is payable once, at the time of the transaction.

Second, there is a commitment charge (fee) of 1A of 1 percent a year,
payable at the beginning of each period (usually one year) on the amount
that may be drawn during that period under a Stand-By or Extended
Arrangement (see Chapter III). A member subsequently making a pur-
chase under the arrangement receives a refund of the commitment charge
attributable to the amount purchased. A member that purchases the full
amount under the arrangement thus receives a refund of all the commit-
ment charges that it has paid.

Third, the IMF levies periodic charges, equivalent to interest, on its
holdings of a member's currency that exceed its quota (except for an
amount not in excess of Mo of 1 percent of quota held in the IMF No. 2
Account). Such holdings typically result from purchases that represent a
use of IMF credit.

Under procedures in effect since May 1, 1981, the basic periodic rate
of charge applicable to members' use of the IMF's ordinary resources is
determined at the beginning of each financial year.17 In setting the rate, the
IMF takes into account the desired amount of net income for the year, fac-
toring in other income (such as from service charges), and estimates of
credit outstanding and the remuneration cost. Since May 1, 1989, the rate

16Since February 1, 1987, the unadjusted rate of remuneration has been equal to the SDR
interest rate. However, refundable adjustments to that rate are made under burden sharing.
For more on burden sharing, see Chapter VI, the Glossary, and Appendix II.

l7The rate of charge on borrowed resources was, until April 30, 1993, equal to the cost of
borrowing by the IMF plus a margin. On May 1, 1993, the rate of charge on borrowed re-
sources was made equal to the rate of charge on ordinary resources.
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of charge has been set as a proportion of the SDR interest rate, and it
changes weekly with changes in the SDR interest rate.18 For financial year
1998, the proportion of the SDR interest rate was set at 109.6 percent at
the beginning of the year and retroactively reduced at the end of the year
to 105.6 percent. For financial year 1999, the proportion has been set at
107 percent. Under the Supplemental Reserve Facility (see Chapter III)
established in December 1997, a surcharge is added to the basic rate of
charge: the surcharge is 300 basis points during the first year following ap-
proval of financing under this facility, and it increases by 50 basis points
at the end of that first year and every six months thereafter, until it reaches
500 basis points.

Since May 1986, under the policy of burden sharing (see Chapter VI
and the Glossary), the basic rate of charge and the basic rate of remuner-
ation have been adjusted to make up for the periodic charges not paid by
members in arrears to the IMF for six months or more and to provide for
precautionary balances (see "Precautionary Balances" below and
"Strengthening the IMF's Financial Position" in Chapter VI).

Charges due to the IMF in the GRA are payable in SDRs on a quarterly
basis based on the IMF's financial year. There are no provisions under the
IMF's Articles or its Rules and Regulations that permit postponement of
the payment of charges.

Remuneration

The IMF remunerates (pays interest) every quarter to those members
that have a remunerated reserve tranche position. A member's reserve
tranche position is determined on the basis of the IMF's holdings of the
member's currency in relation to its quota. Figure 2 shows how a mem-
ber's reserve tranche changes in size under different scenarios. A remu-
nerated reserve tranche position exists whenever the IMF's holdings of a
member's currency19 are below its norm for remuneration. A member's
norm is the total of 75 percent of its quota before the Second Amendment
of the Articles (April 1, 1978), plus the amounts of any subsequent quota

18The IMF levies additional special charges on overdue obligations, which are discussed
in Chapter VI, "Strengthening the IMF's Financial Position."

19After exclusion of currency holdings acquired when the member used IMF resources,
and of currency holdings in the IMF No. 2 Account that are less than !/io of 1 percent of the
member's quota.
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FIGURE 2. RESERVE TRANCHE POSITION

IMF's holdings of member currency

Member making use
of IMF resources

(a) (b) (c) (e)

Note: See Appendix II for a numeric illustrative calculation of the reserve tranche position.
This chart presents some possible situations.

In situation (a), a member has paid its quota subscription in full and not drawn on its reserve
tranche position. The remunerated reserve tranche position is equal to the difference between the
member's norm (level of holdings below which remuneration is payable) and the IMF's holdings
of the member's currency, other than excluded holdings (holdings acquired as a result of a mem-
ber's use of IMF credit and holdings in the IMF No. 2 Account that are less than !/io of 1 percent
of quota).

In situation (b), the member has drawn its reserve tranche position in full. (The reserve tranche
purchase is not subject to charges.)

In situation (c), the member is using IMF resources but has not drawn its reserve tranche posi-
tion. The level of holdings in excess of the member's quota is subject to charges.

In situation (d), the member is using IMF resources, in addition to having drawn the reserve
tranche position. The level of holdings in excess of the member's quota is subject to charges.

In situation (e), the IMF has made use of the member's currency and pays the member remu-
neration on the difference between the member's norm and the IMF's holding of the member's
currency.
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increase. For countries that became members after April 1, 1978, the norm
is the weighted average of the norms applicable to all other members on
the date that the member joined the IMF, plus any increase in its quota
after that date. With each quota increase, a member's norm rises gradually
toward 100 percent. At the end of April 1998, the average of the norms for
all IMF members was 94.5 percent of quota.

Since February 1, 1987, the rate of remuneration has been equal to the
SDR interest rate, which is calculated weekly. This rate is then adjusted
for burden sharing, as described in Chapter VI. Remuneration is paid in
SDRs, unless the IMF or the member decides that the payment be made
in the member's own currency, immediately following the end of each fi-
nancial quarter.

Precautionary Balances

The IMF's precautionary balances consist of its reserves and the two
Special Contingent Accounts. IMF reserves reflect accumulated net
income. Reserves are maintained to protect the IMF's assets from im-
pairment, to indicate a sound financial management of the institution, and
to provide some added liquidity, albeit a relatively small amount in rela-
tion to the resources provided by the quotas of members. The Special
Contingent Account balances reflect periodic allocations of resources,
and, except for an initial placement to the first Special Contingent
Account of SDR 26.5 million, result from burden-sharing adjustments
that are added to the rate of charge and subtracted from the rate of remu-
neration. The two contingent accounts were established by Executive
Board decisions; the first Special Contingent Account protects the GRA
against potential losses from overdue obligations to the IMF, and the sec-
ond Special Contingent Account was established as a safeguard against
possible losses arising from purchases made through the encashment of
rights accumulated under a rights accumulation program, and to
provide additional liquidity for the financing of those encashments (see
Chapter VI).

At April 30, 1998, the IMF's precautionary balances were SDR 4,017.4
million: reserves were SDR 2,133.5 million; the first Special Contingent
Account equaled SDR 883.9 million; and the second Special Contingent
Account equaled SDR 1,000.0 million. Financing of the second Special
Contingent Account, which began July 1, 1990, was completed during fi-
nancial year 1997.
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Accounting Principles and Audit Procedures

The IMF's By-Laws mandate that its accounts and statements provide a
"true and fair view" of its financial position. The IMF follows generally ac-
cepted accounting principles. It is not bound by specific legal provisions or
accounting pronouncements in effect in individual member countries.
These standards and pronouncements are, however, taken into considera-
tion in the development of the IMF's accounting practices and in the prepa-
ration of its financial reports. In addition, in the reporting of its financial
activities in the financial statements and the Annual Report, the IMF pub-
lishes extensive information on financial and other activities, allowing in-
terested parties a comprehensive view of the IMF's financial position.

The IMF's procedures provide for both an external and internal audit of
its accounts and financial transactions and activities. An external audit of
the financial statements of the IMF's General Department, SDR Depart-
ment, Administered Accounts, and Staff Retirement Plans is conducted
annually and covers the IMF financial year (May 1 through April 30). The
IMF is required to publish an Annual Report containing an audited state-
ment of its accounts and to issue, at intervals of three months or less, a
summary statement of its operations and transactions and its holdings of
SDRs, gold, and members' currencies.

The external audit of the IMF is entrusted to an External Audit Com-
mittee consisting of either three or five persons, each nominated by a dif-
ferent member of the IMF and confirmed by the Executive Board. At least
one committee member has to be nominated by one of the six largest quota
holders of the IMF. The nominees have been either independent auditors
or auditors in public service. The committee is also assisted by an outside
independent accounting firm that provides supporting audit services and
reports to the committee. The audit committee elects one of its members
as chairman, determines its own procedures, and is completely indepen-
dent of the management of the IMF in the conduct of the annual audit. The
annual audit is conducted in accordance with generally accepted auditing
standards, is comprehensive in nature, and extends as far as practicable to-
ward ascertaining that operations and transactions have been supported by
the necessary authority and that there is adequate and appropriate ac-
counting for the assets and liabilities of the IMF. On the basis of its audit,
the committee reports whether the financial statements as presented give
a true and fair view of the IMF's financial position. The audit committee
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submits its report to the Board of Governors through the IMF's Managing
Director and the Executive Board.

Borrowing
The IMF's financial structure rests on the principle that quota subscrip-

tions are the basic source of financing through the GRA. Nevertheless, under
Article VII of the Articles of Agreement, the IMF is authorized to borrow
currencies for the GRA, and borrowing has provided an important temporary
supplement to usable quota resources from time to time (Table 3 shows IMF
borrowing arrangements and agreements for 1962 through April 1998.)

The need for borrowing may arise when the IMF's liquidity (its stock of
SDRs and usable currencies) is low relative to the demand for its resources.
Although access to the IMF's resources under credit tranche policies was
originally limited to the size of a member's quota, the IMF has enlarged
members' access to its resources over the years, first, to a multiple of the
quota, and recently, under the Supplemental Reserve Facility (SRF) ap-
proved in late 1997, without limits in relation to quota. Access has been en-
larged in response to changes in the global pattern of payments imbalances
and the perceived need for a strong, though still catalytic, involvement of
the IMF in the financing of balance of payments adjustment by its mem-
bers. Moreover, increases in demand for the IMF's resources have not al-
ways been accompanied by commensurate increases in the size of quotas.

Sources and Evolution of IMF Borrowing

The IMF has the authority to decide the sources, timing, magnitude,
terms, maturity, and techniques of its borrowing. It is permitted to borrow
currencies from any source, including from nonmembers and private
sources, as long as the member issuing the borrowed currency gives its
consent. However, its borrowing for the GRA has so far been entirely from
official sources (that is, from member countries and their central banks),
from one country that was then a nonmember (Switzerland) and its central
bank, and from the Bank for International Settlements (BIS).

Characteristics of Borrowing Arrangements

Although the genesis of the different borrowing arrangements of the
IMF and their respective amounts, maturities, and rates of interest have
varied, they have had certain common features—notably, the official char-
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TABLE 3. IMF BORROWING
(In billions of SDKs)

Number of
Countries or Agreed

Borrowing Arrangement or Agreement Central Banks Amount

Current Borrowing Arrangements
General Arrangements to Borrow (GAB)

Revised and enlarged GAB (1983)1 11 17.0
Associated agreement with Saudi Arabia1 1 1.5

Past Borrowing Agreements
GAB (1962-83) 10 6.4
Oil facility (1974) 7 2.8
Oil facility (1975) 12 2.9
Supplementary financing facility (1979-84) 14 7.8
Enlarged access to resources

Medium-term (1981)
Saudi Arabian Monetary Agency (SAMA) 1 8.0

Short-term (1981)
Bank for International Settlements (BIS)

and others 19 1.3
Short-term (1984)

SAMA, BIS, Government of Japan,
and National Bank of Belgium 4 6.0

Government of Japan (1986) 1 3.0
1PThe GAB and the associated agreement have been extended for five years from Decem-

ber 1998.

acter of the lenders and the maintenance of the value of the claims of
lenders in terms of the SDR (except for the General Arrangements to Bor-
row until 1983).

The IMF's borrowings, like its other operations, have been denominated
in SDRs since the 1970s, and their maturities have been for the most part
four to seven years, with an average of about 5% years, so as to match to
the extent possible the maturity of IMF credit to member countries that
was financed with the borrowed resources. The remainder of the borrow-
ing has been for shorter periods—one to three years.

An important characteristic of most IMF borrowing is that lenders, ex-
cept the Bank for International Settlements, have been entitled to early re-
payment of their loans (by encashment or transfer to others on terms
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agreed between transferor and transferee) if they experienced any balance
of payments problems. This has been an especially attractive feature for
member country lenders, given the possibility of unforeseen deterioration
in their balance of payments and reserve positions over the period in
which their loans to the IMF are outstanding. This feature has made loans
to the IMF highly liquid assets, and they have been therefore treated as
part of the international reserves of lenders.

The relative shares of borrowed resources used in financing IMF assis-
tance to member countries over the period 1980 through end-April 1998
(Table 4) illustrate the basic role of quotas as the primary source of IMF
financing, as well as the crucial temporary support to the IMF's operations
provided by borrowing, particularly in the early to mid-1980s.

Current Borrowing Arrangements

General Arrangements to Borrow (GAB). Since October 24, 1962, the
IMF has had successive arrangements for four- or five-year periods each
under the GAB, which were revised and enlarged in December 1983 (Table
5). Under these arrangements the IMF may borrow, in certain circum-
stances, specified amounts of currencies from 11 industrial countries or their
central banks: the United States, Germany, Japan, the United Kingdom,
France, Italy, Canada, the Netherlands, Belgium, Sweden, and Switzerland.

The GAB were originally conceived and designed as arrangements
whereby the main industrial countries agreed to stand ready to lend to the
IMF up to specified amounts of their respective currencies, thereby
strengthening its financial position. These loans would be made when sup-
plementary resources were needed by the IMF to help finance drawings by
GAB participants in a setting where such financing would forestall or
cope with an impairment of the international monetary system. Because
the industrial countries have the largest quotas and may, when they need
to, claim a large proportion of the IMF's usable resources, the GAB pro-
vide strong support for the IMF's financial soundness and for ensuring
that resources available to other countries are not reduced.

The potential amount of credit available to the IMF under the GAB to-
taled the equivalent of about SDR 6 billion (in lenders' currencies) until
December 1983. The GAB were activated several times in the late 1970s.
In 1977, the IMF borrowed from eight participants the equivalent of al-
most SDR 2.9 billion for drawings by the United Kingdom and Italy under
Stand-By Arrangements, and later borrowed from two participants (Ger-
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TABLE 4. GENERAL RESOURCES ACCOUNT:
IMF ASSISTANCE AND BORROWING

(In billions of SDKs)

Year End
(December)

1980
1981
1982
1983
1984

1985
1986
1987
1988
1989

1990
1991
1992
1993
1994

1995
1996
1997
1998 (April)

Outstanding
IMF Credit

(1)

8.5
13.4
19.3
29.9
34.9

35.2
33.3
28.8
24.8
22.3

20.7
23.4
24.0
25.2
25.6

35.9
36.1
46.6
49.7

Outstanding

Amount
(2)

4.2
6.4
8.2

13.0
13.9

14.7
13.5
10.4
6.6
3.5

3.6
4.0
3.5
3.2
2.9

1.1
—
—
—

IMF Borrowing

As percent of
IMF credit

(3)

49.4
47.8
42.5
43.5
39.8

41.8
40.5
36.1
26.6
15.7

17.4
17.1
14.6
12.7
11.3

3.1
—
—
—

many and Japan) in 1978 to finance a reserve tranche drawing of SDR 777
million by the United States.

In response to the growing pressure on the IMF's usable ordinary re-
sources caused by the emergence of the debt crisis in mid-1982, a review
of the GAB was undertaken in February 1983; this review resulted in a
substantial enlargement of the credit available under the GAB from about
SDR 6 billion to SDR 17 billion, plus an additional SDR 1.5 billion under
an associated agreement with Saudi Arabia (see Table 5). At the time of
the GAB enlargement, the interest rate was raised from below market lev-
els in the earlier GAB to the 100 percent of the combined market interest
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TABLE 5. GENERAL ARRANGEMENTS TO BORROW:
PARTICIPANTS AND CREDIT AMOUNTS

(Lenders and amounts of credit arrangements after December 26, 1983)

Participant Amount in Millions of SDRs

United States 4,250.0
Deutsche Bundesbank 2,380.0
Japan 2,125.0
France 1,700.0
United Kingdom 1,700.0
Italy 1,105.0
Canada 892.5
Netherlands 850.0
Belgium 595.0
Sveriges Riksbank 382.5
Swiss National Bank (April 1984) 1,020.0

17,000.0

Credit agreement with Saudi Arabia
in association with the GAB 1,500.0

rate used to calculate the SDR interest rate, which reflects market rates on
prime financial instruments in the five countries represented in the SDR
basket (see Chapter V for the SDR interest rate). Other major amendments
to earlier GAB provisions permit the IMF to:

• use the GAB to finance use of IMF resources by nonparticipants, sub-
ject to specified conditions and provided that, after consultation with
the Executive Board and participants, the Managing Director consid-
ers that the IMF faces an inadequacy of resources;

• include, in certain credit arrangements with nonparticipating members
or their official institutions, provisions authorizing the use of GAB re-
sources with respect to these members as if they were participants; and

• express credit arrangements in terms of SDRs rather than in terms of
national currencies, as was formerly the case.

Since 1983, the GAB—as well as an associated borrowing agreement
with Saudi Arabia—have been renewed every four or five years, without
further modification. The last renewal of the GAB was for a further five-
year period from December 26,1998. The agreement with Saudi Arabia also
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was renewed for the same period. In July 1998, the GAB participants agreed
to lend to the IMF up to the equivalent of SDR 6.3 billion in the context of
augmentation of support for Russia under an Extended Arrangement, and a
first call for SDR 1.4 billion was completed. This was the first activation of
the GAB in 20 years, and the first time it has been used for a nonparticipant.

New Arrangements to Borrow (NAB). Following the Mexican
financial crisis in 1994-95, concern that substantially more resources
might be needed to respond to future financial crises prompted a call on
the Group of Ten and other financially strong countries to develop
financing arrangements that would double the amount available under the
GAB. Representatives of 25 countries reached agreement in principle in
May 1996 on the features of such new borrowing arrangements, and
subsequently developed, with the assistance of the IMF staff, a draft
instrument of the New Arrangements to Borrow (NAB). This instrument
was adopted by the IMF's Executive Board in January 1997. The amount
of resources potentially available to the IMF under the GAB and the NAB
combined will be up to SDR 34 billion (see Table 6). Commitments from
individual participants are based in principle on their relative economic
strength.

As of June 30, 1998, the NAB had not yet become operational. It will
enter into force when the decision has been adhered to by participants with
credit arrangements amounting to not less than SDR 28.9 billion (85 per-
cent of the total), including the five members or institutions with the
largest credit arrangements (namely, France, Germany, Japan, the United
Kingdom, and the United States). The NAB will be in effect for five years
from its effective date and may be renewed, at which time an IMF member
or institution that is not currently a participant in the NAB may be
accepted as a participant, if the IMF and participants representing 80
percent of the total credit arrangements agree to the request. New
participants may be accepted at other times by way of an amendment to
the NAB, adopted by a decision of the IMF, and with the concurrence of
participants representing 85 percent of total credit arrangements.

The credit arrangements under the NAB may be activated for the bene-
fit of an IMF member that is a participant or a nonparticipant in the NAB,
under circumstances similar to those specified in the GAB, except that
there is no requirement for a finding that the IMF faces an inadequacy of
resources. The NAB do not replace the GAB; the GAB and the associated
agreement with Saudi Arabia remain unchanged. However,
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TABLE 6. NEW ARRANGEMENTS TO BORROW1

Participant

Australia
Austria
Belgium
Canada
Denmark

Deutsche Bundesbank
Finland
France
Hong Kong Monetary Authority
Italy

Japan
Korea
Kuwait
Luxembourg
Malaysia

Netherlands
Norway
Saudi Arabia
Singapore
Spain

Sveriges Riksbank
Swiss National Bank
Thailand
United Kingdom
United States

Amount in Millions of SDRs

810
412
967

1,396
371

3,557
340

2,577
340

1,772

3,557
340
345
340
340

1,316
383

1,780
340
672

859
1,557

340
2,577
6,712

Total 34,000

lThe NAB will enter into force when adhered to by potential participants with credit
arrangements amounting to not less than SDR 28.9 billion, including the five members or in-
stitutions with the largest credit arrangements.

the maximum combined amount drawn under these two arrangements
cannot exceed SDR 34 billion;
the NAB will be the facility of first and principal recourse in the event
of a need to provide supplementary resources to the IMF except that
(1) in the event of a request for drawing on the IMF by a participat-
ing member (or a member whose institution is a participant) in both
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the GAB and the NAB, a proposal for calls may be made under either
the GAB or the NAB; and (2) in the event that a proposal for calls
under the NAB is not accepted, a proposal for calls may be made
under the GAB.

Valuation of the IMF's Currency Holdings

The IMF, as an international monetary institution comprising 182 mem-
bers, with nearly as many different currencies, clearly needs to operate
with a commonly defined and accepted unit of account. A common unit of
account also helps insulate the IMF's own capital and the value of its bal-
ance of payments assistance to member countries from exchange rate fluc-
tuations. The IMF's unit of account is the SDR, whose value is determined
on the basis of a basket of five currencies, currently the U.S. dollar, the
deutsche mark, the Japanese yen, the French franc, and the pound sterling.
Each day the IMF calculates the SDR's value in U.S. dollar terms—based
on market exchange rates—of the specified amounts of the five currencies
in the valuation basket (see "Valuation of the SDR" in Chapter V).

Members' currencies held by the IMF in the GRA are valued in terms
of the SDR on the basis of each member's representative rate of exchange
as determined in accordance with the Rules and Regulations of the IMF.
Each member is obligated to maintain the SDR value of the balances of its
currency held by the IMF in the GRA but not those held elsewhere by the
IMF (such as the Special Disbursement Account, or the Administered Ac-
counts). The total value of the IMF's holdings of currencies in the GRA is,
therefore, kept constant in terms of the SDR through changes made to the
amount of the members' currency held. A member's currency held by the
IMF is revalued in SDR terms whenever the currency is used by the IMF
in a transaction with another member, at the end of the IMF's financial
year (April 30), at the request of a member during the year, and on such
other occasions as the IMF may decide. Whenever it becomes necessary
to adjust the rate at which the IMF holds a member's currency (the hold-
ings rate; see the Glossary), the new rate becomes effective in the IMF's
accounts at the close of business on the date that the new exchange rate is
determined. All holdings of a member's currency in the GRA, including
any unsettled obligations resulting from an earlier revaluation, are reval-
ued at the new rate. The new rate is applied to all operations and transac-
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tions in that currency, including administrative receipts and payments,
until such time as the rate may again need to be adjusted.

The Valuation Adjustment Account is part of the IMF's holdings of a
member's currency in the GRA. Whenever the IMF revalues its holdings
of a member's currency, because of a change in the exchange rate, an ac-
count receivable or an account payable is established for the amount of
currency payable by or to the member in order to maintain the value of
holdings of the member's currency in terms of the SDR. The balance of
the accounts receivable or payable is reflected in the IMF's currency hold-
ings. If any amounts are owed to the IMF, they are added to the IMF's
holdings in the IMF No. 1, IMF No. 2, and Securities Accounts; if owed
by the IMF, they are subtracted. Valuation adjustments are settled annu-
ally, following the close of the IMF's financial year. Some members do,
however, request settlements at other times, particularly at the end of their
own financial years. Revaluation changes in members' currencies in rela-
tion to the SDR in the other IMF accounts (the SDA and the Administered
Accounts) are reported as valuation gains and losses for those accounts.

Usability of the IMF's Resources

The liquid resources of the IMF consist of SDRs and national curren-
cies.20 Not all the national currencies held by the IMF are usable all the
time (that is, strong enough to be used in transfers to other members). The
IMF closely monitors the usability and actual use of the currencies it holds
in the GRA through semiannual or more frequent liquidity reviews, as
necessary, and quarterly operational budgets.

Liquidity

The prime determinant of the IMF's liquidity—its capacity to extend
balance of payments assistance to its members from its ordinary
resources in the short run—is its stock of usable assets. These consist of
the IMF's holdings of SDRs and currencies of members judged to be in
sufficiently strong balance of payments and reserve positions (see also
"Operational Budgets" below), supplemented, as necessary, by borrowed
resources.

20Although gold is an asset in the IMF's balance sheet, it is not regarded as an immediately
usable resource and is not used in the IMF's operations and transactions.
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The stock of resources has to be viewed against the actual and probable
demands for the IMF's resources in the period ahead. These demands arise
from the need to finance purchases under arrangements and other facilities
in the GRA, to service borrowings by the IMF, if any, and to meet
encashments of members' reserve tranche positions and of loan claims on
the IMF, if any, in cases of weakening balance of payments positions on
the part of the IMF's creditors.

The IMF's SDR Holdings. The IMF's holdings of SDRs in the GRA
are a readily usable asset. These SDR holdings may be used independently
of the external positions of any member or group of members. The IMF
may acquire, hold, and dispose of them through the GRA in a variety of
ways. As other holders of SDRs do, the IMF earns interest on its SDR
holdings.

Flows of SDRs to the IMF occur in the following ways:
• a member is required to pay charges in SDRs;
• a member may, at its discretion, use SDRs to settle repurchases due

to the IMF; and
• members are required to pay 25 percent of quota increases in SDRs,

or currency acceptable to the IMF.
Flows of SDRs out of the IMF occur when
• the IMF sells SDRs to members needing to acquire them for the pay-

ment of charges, or
• the IMF offers SDRs to members as an alternative to currencies in

purchases, remuneration payments, or repayments of borrowings and
payments of interest.

Members are not obliged to accept SDRs in any transaction or operation
except in replenishment of the IMF's currency holdings.21 Once members
accept the SDRs, they are able to convert them, if they wish, into currency
in a voluntary transaction with another holder (or the IMF will designate
another member to exchange the SDRs for currency).

In recent years, the transfer of SDRs to members in purchases and
other payments has represented a substantial, although variable, propor-
tion of the total purchases financed from the IMF's ordinary resources.

21If the IMF determines that its holdings of a member's currency in the GRA are low, it
may replenish its holdings by requiring the member to sell its currency to the IMF for SDRs.
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The IMF's holdings of SDRs increased sharply when the payments for
the quota increases under the Ninth General Review were received in late
1992, reaching over SDR 8 billion. By early 1995, the IMF's SDR hold-
ings had fallen to within a range of SDR 1.0-1.5 billion, later dropping
somewhat below the lower end of that range. As of April 30, 1998, the
IMF's holdings of SDRs amounted to SDR 0.8 billion.

The IMF's Holdings of Usable Currencies. National currencies paid
in subscriptions are not all available for use by the IMF at all times. In
practice, only the currencies of members in sufficiently strong balance of
payments and external reserve positions are used by the IMF to finance
its transactions and operations. Because the IMF holds substantial
amounts of currencies of members that are indebted to the IMF and are
experiencing balance of payments difficulties, and of other members
whose external positions are not strong, a considerable proportion of the
IMF's national currency holdings is not usable. Furthermore, the level of
usable currencies may fluctuate substantially for reasons that may be un-
related to the actual demand for IMF resources—for example, if a mem-
ber suffers a substantial deterioration in its external position that is suffi-
cient to warrant the exclusion of its currency from the list of usable
currencies. In that event, the IMF's entire stock of that currency, which
may be considerable if the member has a large quota, would become un-
usable by the IMF.

The overall level of quotas determines the supply of all currencies to the
IMF. With the increase in members' quotas in 1992, the IMF's liquidity
position improved considerably. Since then, owing particularly to the con-
tinuing needs of the transition economies and the large demands arising
from the Asian financial crisis, the IMF's usable resources have declined.
The IMF's holdings of usable currencies were on the order of SDR 47.3
billion at end-April 1998.

The IMF's Liquid Liabilities. Assessing the adequacy of the IMF's re-
sources to assist members has to take into account the IMF's obligations
to satisfy any claims on the GRA (1) by members that wish to purchase
(draw) their reserve tranche positions in the IMF and (2) by lenders to
the IMF. Members can draw their reserve tranche positions at a few
days' notice whenever they have a balance of payments need, and there
must never be any doubt about the IMF's ability to finance such draw-
ings. The sum of reserve tranche positions and any outstanding loan
claims is known as the IMF's "liquid liabilities." At end-April 1998
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liquid liabilities (consisting of reserve tranche positions) amounted to
SDR 50.3 billion.

Liquidity Ratio. To assess the adequacy of its liquidity, the IMF re-
duces the stock of its usable resources by subtracting amounts that are al-
ready committed and working balances in currencies that need to be
maintained, to produce a figure of net uncommitted usable resources,
which amounted to SDR 22.5 billion as of end-April 1998. The ratio of
the IMF's net uncommitted usable resources to its liquid liabilities—the
so-called liquidity ratio—rose with the payment of the Ninth Review
quota increase, reaching 155 percent at end-February 1993, peaked at
nearly 170 percent in January 1995, and sharply declined thereafter, to 45
percent at end-April 1998.

To maintain the confidence of both purchasing and creditor members,
the IMF must always be able to meet possible demands for its resources,
as well as for encashment of loan claims.

Operational Budgets

Currencies to be used in purchases and repurchases are selected by the
Executive Board for successive quarterly periods through the adoption of
an operational budget. The budget specifies the amount of SDRs and cur-
rencies that the IMF is expected to use in transfers to members (to finance
purchases) and in receipts from members as the medium in which repur-
chases are made during the budget period. The operational budget is thus
the mechanism through which the IMF makes its financial resources avail-
able to its members.

The selection and amounts of specific currencies to be used are based
on principles set forth in the Articles and on guidelines established by the
Executive Board.22 Currencies are selected on the basis of an assessment
of the external position of each member. In identifying members that are
in a "sufficiently strong external position," the IMF uses a range of indi-
cators to assess members' balance of payments and reserve positions and
developments in exchange markets. These assessments take into account

22These principles are enumerated in Article V, Section 3(d) (for transfers) and Article V,
Section 7(0 (for receipts). The guidelines appear in Selected Decisions under the heading of
the associated Articles.
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all relevant factors, including in particular indicators related to short-term
debt and external debt service, and involve an element of judgment.23

The IMF draws on the currencies of a wide range of members—large
and small, advanced, developing, and transition—underscoring its coop-
erative character and the revolving nature of its resources. Upon joining
the IMF, a member agrees to facilitate the use of its currency through
the operational budget once the Executive Board has found its external
position sufficiently strong to be included for transfers. In exchange
for providing "weak" members with resources, "strong" members receive
a liquid claim on the IMF, in the form of an increased reserve tranche
position,24 which earns a market-related return and can be drawn on
demand in the event of balance of payments need. Members cannot
veto the use of their currency by the IMF through the operational
budget.

Once currencies have been selected (and are thus considered "usable"),
the amounts of each currency to be used to finance purchases and to be re-
ceived in repurchases are calculated so as to promote over time balanced
positions in the IMF among those members participating in the budget.
The approach to promoting balanced positions in the IMF has varied over
time. Since June 1990, currency amounts for budget transfers have been
distributed among members in proportion to their gold and foreign ex-
change reserves (with gold valued at SDR 35 per fine ounce), subject to
the limitation that IMF holdings of a member's currency, in relation to its
quota, should not be reduced below one-half the average (two-thirds until
December 1996), in relation to quota, of IMF holdings of other members'
currencies included in the budget for transfers. The guidelines also indi-
cate that the IMF will seek to maintain minimum working balances of us-
able currencies of not less than 10 percent of the quotas of strong mem-
bers. Amounts for receipts in currencies are distributed in proportion to the
reserve tranche positions of members included in the operational budget,

23The assessment of external strength in the case of monetary unions poses special issues.
For example, the natural economic area for judging balance of payments and reserve strength
would be the monetary union as a whole rather than the individual member country, while
the IMF's member continues to be the individual country and not the monetary union. In the
case of the European Economic and Monetary Union (EMU) to become effective on Janu-
ary 1, 1999, the necessary adaptations in procedures are being considered.

^For a definition of the reserve tranche position, see the Glossary.
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subject to the limitation that IMF holdings of a member's currency should
not be raised above its norm for remuneration.25

The U.S. dollar is included in the budget on the basis of ad hoc propos-
als, rather than on the basis of the United States' holdings of gold and for-
eign exchange, because of the unique role of the dollar in the international
monetary system, and because the dollar is used extensively to meet the
IMF's administrative expenses. The aim of these ad hoc proposals is to
maintain, to the extent possible, the IMF's holdings of U.S. dollars close to
the average of its holdings of other members' currencies in terms of quota.

Members that have relatively large reserve tranche positions, but that
are not considered in sufficiently strong external positions to be included
on the transfer side of the operational budget, may have their currencies
included, with their concurrence, on the receipt side of the budget to fa-
cilitate payment of repurchases. The inclusion for receipts of relatively
weak members allows for a change in the composition of their reserves,
with declines in their reserve tranche positions being matched by increases
in foreign exchange reserves.

The IMF does not use currencies of members to which it is extending
credit to finance the use of IMF resources by other members. If such a
member experiences improvements in its external position and is therefore
eligible to be included in the operational budget for transfers, it is ex-
pected to accelerate the repurchase of its currency from the IMF.26

If a currency included in the budget is not one of the currencies that the
IMF has determined to be freely usable in the principal foreign exchange
markets, the issuing member is required, if requested by a purchasing
member at the time of the purchase, to exchange the amount of its cur-
rency sold by the IMF for a freely usable currency (in most cases, the U.S.
dollar) at the representative exchange rate as advised by the IMF. Proce-
dures have also been established for the exchange of each freely usable
currency into other freely usable currencies. Similar procedures apply to
exchanges of currencies related to repurchases.

25For a definition of the norm for remuneration, see "Remuneration" above and the rele-
vant Glossary entry.

26 The provisions on early repurchases are explained under "Repurchase Policies" in
Chapter HI.
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The IMF provides financial assistance to a member from its general re-
sources by selling that member the currencies of other members or SDKs.
The member purchases (draws) other members' currencies or SDRs with
an equivalent amount in its own currency, which it is required to repur-
chase with SDRs or usable currencies after a specified period of time. For
this reason, the IMF's Articles of Agreement do not use the terminology
of "loans" (or "credits") and "repayments" but refer instead to purchases
and repurchases.27 The IMF's assistance to members does not reduce the
combined total of its holdings of currencies and SDRs, although it
changes its composition.

This chapter describes the policies governing the uses of the IMF's re-
sources within the General Resources Account (GRA): the general terms
and conditions for the use of its resources, its specific policies and facili-
ties, and the procedures by which purchases and repurchases are made.

General Terms and Conditions

The IMF's financial resources are made available to members through a
variety of policies and financial facilities (windows), which differ mainly
in the type of balance of payments need they seek to address and in the de-
gree of conditionality attached to them. Table 7 presents the amount of fi-
nancial assistance provided by the IMF to members over time under poli-
cies and facilities within the GRA; disbursements under the Structural
Adjustment Facility (SAP) and the Enhanced Structural Adjustment Facil-
ity (ESAF), which are discussed in the next chapter, are also shown.

Uniformity of Access and Access Limits

The rules governing access to the use of the IMF's general resources
apply uniformly to all members. The Articles do not classify members into

27IMF assistance with other resources has taken the usual form of loans. See Chapter IV.
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TABLE 7. IMF FINANCIAL ACTIVITY
(In billions of SDRs; financial years ended April 30)

Purchases and Loan Disbursements

Purchases under Arrangements
Stand-By Arrangements1

Supplemental Reserve Facility (SRF)
Extended Arrangements

Purchases under Special Facilities2

Compensatory and Contingency
Financing Facility (CCFF)

Systemic Transformation
Facility (STF)

Loan Disbursements
SAP Arrangements
ESAF Arrangements

Total

1994

1.80
1.05

—
0.75

3.45

0.722

2.733

0.66
0.055
0.611

5.91

1995

9.19
7.59

—
1.60

1.41

0.299

1.122

0.59
0.011
0.577

11.199

1996

10.68
9.13

—
1.55

0.15

0.011

0.144

1.48
0.188
1.300

12.31

1997

4.66
1.84

—
2.82

0.28

0.288

—

0.71
—

0.711

5.65

1998

18.95
9.03
7.10
2.82

—

—

—

0.98
—

0.988

19.93

includes first credit tranche purchases and emergency assistance.
2Excludes purchases under the SRF, which are presented above.

separate categories to prescribe rights and obligations of membership that
differ according to such criteria as per capita income or stage of economic
development. There is no formal distinction in the Articles between
industrial and developing member countries, as in the case of such
international organizations as the International Development Association
(the concessional lending affiliate of the World Bank Group) and the
World Trade Organization.28 Yet it is consistent with the requirement of
uniform treatment for the IMF to establish special facilities to address
specific balance of payments problems, as in effect it has done (see
below).

The amount of access under various IMF policies and facilities is
normally subject to maximum access limits specified by the IMF. The

28For analytical, statistical, and reporting purposes, however, a classification of countries
as advanced economies, developing countries, and countries in transition is used in IMF pub-
lications; see, for example, the introduction to the Statistical Appendix of the World Eco-
nomic Outlook (Washington: IMF, May and October annually).
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individual access of a member within those limits is determined in view
of the member's specific circumstances such as the size of the need and
the strength of the country's economic program and adjustment effort.

Balance of Payments Need

The use of all IMF resources is subject to the representation of a balance
of payments need by a member.29 The IMF assesses both the balance of
payments need of a member (the magnitude of financing) and the
adequacy of measures to correct the underlying balance of payments
disequilibrium (the adjustment program).

The concept of balance of payments need has evolved over time. Since
the Second Amendment of the Articles, the concept has comprised three
distinct elements: (1) the balance of payments position of a member, (2)
its foreign reserve position, and (3) developments in its reserve position.
The three elements are regarded as separate, and the representation of
need by a member can be based on any one of these. In fact, the
determination of need combines quantitative and qualitative elements, as
well as analytical and judgmental factors. Reliance on judgmental factors
is unavoidable because there are no precise a priori criteria for
determining the appropriate level of a member's foreign reserves.

The IMF's policies under particular facilities may also stipulate
requirements concerning characteristics of the balance of payments,
beyond the requirement of need per se, as set out under Article V, Section
3(&)(ii). Such policies relate assistance to the origins and nature of the
underlying balance of payments disequilibrium. For instance, the use of
the Compensatory and Contingency Financing Facility (CCFF) is
restricted to temporary balance of payments deficits arising from export
shortfalls, increased costs of specified cereal imports, or unanticipated
deviations in exogenous components of key current account variables that
are largely beyond the control of the member.

29In the case of a reserve tranche purchase, which is a use of a member's own reserve as-
sets, the representation of balance of payments need is not challenged by the IMF. Also, once
an arrangement has been approved by the IMF, a member's representation of balance of pay-
ments need to make a purchase is not subject to challenge, under a long-standing policy in-
tended to assure the member of the availability of IMF resources committed to it, subject
only to its meeting performance criteria and other conditions specified in the arrangement.
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Timing of Access
The Articles clearly specify that a member's transactions with the IMF

in the GRA take place wholly "on the initiative of such member" and not
that of the IMF (Article V, Section 2(<z)). Thus, there is no obligation on a
member to approach the IMF at any specified time with a request for the
use of its resources. However, this limitation does not preclude the IMF
from entering into discussions with a member to explore the desirability
of a request for possible use of its resources. This procedure was recog-
nized as early as February 13, 1952, when the Executive Board endorsed
the Managing Director's statement that "the Fund [that is, the Managing
Director and staff, acting in accordance with the general policies adopted
by the Executive Board] itself might take the initiative in discussing with
one or more members transactions which it believes suitable for the Fund
and helpful to the members concerned."

Over the years, it has come to be recognized that the efficacy of the
mixture of policies of adjustment and financing (including financing from
the IMF) depends largely on members' early adoption of corrective mea-
sures. The rationale for an "early resort" to an adjustment program is to
avoid the more drastic policy actions that may be needed later on, as well
as to prevent contagion effects and possible systemic consequences. Sim-
ilarly, Stand-By Arrangements of a precautionary type may be negotiated
even before the emergence of actual balance of payments difficulties.
Thus, on balance, the spirit and intent of the IMF's policy on the use of its
general resources are to encourage an early resort to the IMF by members
experiencing balance of payments difficulties.

Conditionality

Once the IMF has determined the balance of payments need of a mem-
ber and its eligibility to draw on resources under one or more facilities,
the IMF must be satisfied that the member can meet its repayment oblig-
ations to the IMF.30 It therefore provides financial resources to members
on certain conditions designed to encourage appropriate economic ad-

30"The Fund shall adopt policies . . . that will establish adequate safeguards for the tem-
porary use of the general resources of the Fund" (Article V, Section 3(a)). See also Joseph
Gold, Conditionality, Pamphlet Series No. 31 (Washington: IMF, 1979); and Manuel
Guiti£n, Fund Conditionality: Evolution of Principles and Practices, Pamphlet Series No. 38
(Washington: IMF, 1981).
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justment and ensure that the member's use of IMF credit is temporary
and that it will have the capacity to repay the IMF on time. These condi-
tions are meant to reduce a member's balance of payments deficit to a
manageable size while fostering economic growth, employment, and fi-
nancial stability and eliminating restrictions on international trade and
payments.

Consequently, policy benchmarks and performance criteria, often re-
ferred to as conditionality, represent a crucial element in the use of IMF
resources by members. Conditionality seeks to ensure that the member's
policies are adequate to achieve a viable balance of payments position and
sustainable economic growth over a reasonable period; that steps are taken
toward structural adjustment, as necessary; and that, in addressing balance
of payments and structural problems, financing and adjustment work in
tandem.

The IMF's guidelines on conditionality, which are reviewed periodi-
cally, stipulate that the IMF, in designing adjustment programs, is required
to pay due regard to the domestic social and political objectives of mem-
ber countries and to their economic priorities and circumstances. In its
most recent review in July 1994 of the experience with conditionality in
IMF-supported adjustment programs, the Executive Board concluded that
the guidelines on conditionality adopted in 1979 continued in general to
provide an appropriate basis for IMF policies on the use of its resources.

Conditionality may vary with individual programs, as well as with the
types of policies or facilities used; it is not a rigid and inflexible set of op-
erational rules. For example, a lower degree of conditionality is associated
with the financing of strictly temporary shortfalls in members' export re-
ceipts under the Compensatory Contingency Financing Facility than
under upper credit tranche arrangements (see section on "Financial Poli-
cies and Facilities"). The guidelines also provide for the incorporation of
review and consultation clauses, the inclusion of performance clauses, and
the phasing of purchases in Stand-By Arrangements that go beyond the
first credit tranche and in Extended Arrangements.

Performance during the period of a Stand-By or Extended Arrangement
in support of a member's adjustment program is monitored by means of
performance criteria (see the Glossary). The conditionality guidelines
specify that performance criteria should be limited to those economic vari-
ables necessary to ensure that the objectives of IMF-supported programs
are met. Performance criteria are normally confined to macroeconomic
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variables and to those necessary to implement specific provisions of the
IMF's Articles or policies adopted under them. Performance criteria may
also relate to other (microeconomic) variables when these have a bearing
on the effectiveness of the member's adjustment program because of their
macroeconomic impact.

The broad objective of balance of payments adjustment policies as em-
bodied in IMF-supported programs is to achieve a current account posi-
tion that can be sustained by normal capital flows, without resort to re-
strictions on trade and payments or payments arrears. In response to the
substantial changes in the nature and magnitude of economic disequilib-
ria facing members, IMF-supported programs have for several years
placed more emphasis on structural reform and the achievement of sus-
tainable economic growth. More recently, the financial crises of 1994-95
and 1997-98 have resulted in an increased focus on (1) the soundness of
countries' financial sectors and the need for strengthening banking su-
pervision, prudential norms, and/or regulation, and (2) the role of the
globalization of financial markets in external crises and the need for IMF
involvement in supervision and management of orderly capital account
liberalization.

Phasing of Purchases

The term phasing refers to the practice of making the IMF's resources
available in installments over the period of an arrangement. Phasing ap-
plies under a Stand-By Arrangement beyond the first credit tranche, or
under an Extended Arrangement. Once a Stand-By or an Extended
Arrangement is approved, the amount of resources under the arrangement
is released in installments (usually quarterly), depending on the obser-
vance of performance criteria, the completion of reviews with the IMF, or
both. Phasing, like performance criteria, is intended to make conditional-
ity effective, and the two together not only provide safeguards for the
proper use of IMF resources but also enable a member to demonstrate to
other lenders that its adjustment program is being implemented and war-
rants continued support.

The broad pattern of phasing is agreed upon with the member. Basi-
cally, the choice is between even phasing and uneven phasing (that is, un-
even because of some element of front-loading or back-loading), de-
pending on the balance of payments need and the path and speed of
adjustment. Although these choices are made on a case-by-case basis,
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normally resources are fairly evenly spread over the arrangement period.
The frequency of purchases may also be affected by the length of lags in
the reporting of data relating to performance criteria. In exceptional
cases, back-loading of purchases may be appropriate if various con-
straints preclude early adoption of adjustment measures.

Repurchase Policies
The length of the use of the IMF's general resources is designed to safe-

guard the revolving character of the IMF's resources and its liquidity. The
periods for repurchase of a member's currency and the number of repur-
chases made during each year vary with the different policies and facilities
and the source of financing (Table 8). Historically, the stretching of the re-
purchase period beyond the standard three-year to five-year period pre-
scribed in the Articles, or the shortening of the repurchase period, has re-
flected the adaptation of IMF policies to the changing needs and
circumstances of members. For instance, the longer period of repurchase
under the Extended Fund Facility reflects the longer period required for
structural adjustment programs to take hold.31 The short period for repur-
chase under the Supplemental Reserve Facility is appropriate for cases
where implementation of strong adjustment policies is expected to result
in a restoration of confidence and an early correction of difficulties within
a short period of time. The IMF, at its discretion, can change the period of
repurchases.32

Although purchases from the IMF have fixed maximum repurchase
schedules, the Articles prescribe that the use of IMF resources by a mem-
ber normally be reversed before these fixed maturity dates if the balance
of payments and reserve position of the member improve. The IMF has
the authority to postpone the date for the discharge of a repurchase by a
majority of the votes cast, provided that the postponement does not cause
the repurchase to exceed the maximum repurchase period. Postponement

31The maximum repayment period for loans under the ESAF, also involving medium-term
structural adjustment, is the same as the maximum repurchase period for EFF purchases (10
years) but the grace period is 5l/2 years for the former, compared with 4l/2 years for the latter
(see Table 8 and Chapter IV).

32An 85 percent majority of the total voting power in the IMF is required to change the pe-
riod of repurchase of holdings of currency acquired by the IMF pursuant to its policy on the
use of general resources. A 70 percent majority is required in the case of holdings of currency
not acquired as a result of purchases and subject to charges under Article V, Section 8(£>)(ii)
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TABLE 8. TERMS FOR USE OF RESOURCES
IN THE GENERAL RESOURCES AccouNT1

Repurchase Terms

Facility or Policy Charges
Period
(years)

Number of
Installments

Credit tranches, Debt and Debt- Regular
Service Reduction, Emergency
Assistance, Compensatory and
Contingency Financing Facility,
and Buffer Stock Financing
Facility

Currency Stabilization Fund Regular
Extended Fund Facility and

3V4-5 8 (quarterly)

Systemic Transformation Facility
Supplemental Reserve Facility

Memorandum item:
Enhanced Structural
Adjustment Facility4

Regular
Regular
plus surcharge

Interest of
0.5 percent
per annum

4V2-10
2-21/23

5V2-IQ

12 (semiannual)
2

10 (semiannual)

ipor use of resources financed by borrowed resources under the enlarged access policy ter-
minated in November 1992, repurchases would be made in 8 semiannual installments in a
period of 31A to 7 years.

2The one-year repurchase obligation applies when the CSF commitment, combined with the
amount committed under the traditional element of the arrangement, would result, when pur-
chased, in the IMF's holdings exceeding 200 percent of quota. Otherwise, a one-year repur-
chase expectation applies to the first tranche. A three-month expectation applies to the addi-
tional tranches. Such three-month expectations can be extended for additional three months,
with Board approval, for a maximum of three extensions, as long as the CSF remains in op-
eration. For Stand-By Arrangements with more than one year but less than 18 months until
expiration, the repurchase obligation/expectation for purchases in the first tranche is one year,
or set to coincide with the expiration of the arrangement, whichever is longer.

3The repurchases are expected to be made within 1-11/2 years after a purchase; however,
the IMF may, upon a member's request, decide to extend each such repurchase expectation
by up to one year. There is an obligation to repurchase within 2-2!̂  years after a purchase.

4See Chapter IV.

beyond the maximum repurchase period would be considered only in the
event that the IMF determines that discharge on the due date would result
in exceptional hardship for the member and if the longer period for re-
purchase is consistent with the revolving nature of the use of IMF re-
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sources. Such a decision requires approval by a 70 percent majority of
the total voting power.33

A member is free to repurchase at any time the IMF's holdings of its
currency corresponding to prior purchases. At the discretion of the mem-
ber, advance repurchases can be attributed to any outstanding purchases.
In this way, a member is free to reduce the IMF's holdings of its currency
corresponding to prior purchases and thereby reduce or eliminate its
obligation to pay charges to the IMF. Repurchases can be made, at the
choice of the repurchasing member, in SDRs or in currencies selected by
the IMF according to the policies and procedures for the use and receipt
of currencies under the IMF's quarterly operational budget.34

The IMF has adopted guidelines on early repurchases that apply on a uni-
form basis to all IMF members. These guidelines are based on
the provisions of Article V, Section l(b), which states that members whose
balance of payments and reserve position have improved, and that are
judged "sufficiently strong" in the context of the quarterly operational bud-
get and designation plan, are expected to make repurchases. However, in
order to guard against an expectation of an early repurchase by a member
that has only recently made a purchase and that may be experiencing only a
temporary improvement in the balance of payments, early repurchases are
not expected in the first two quarters following a purchase. The amount ex-
pected to be repurchased is based on the level of a member's gross external
reserves and on the changes in these reserves in the most recent six-month
period for which data are available. If a member's position is judged by the
IMF to be sufficiently strong for the purposes of a quarterly operational
budget and designation plan, the member's position will normally be con-
sidered to have improved sufficiently for early repurchases to be expected.35

33No such decision has been taken in the last 25 years.
34Members have the option of combining all repurchases due within a calendar month,

provided that the combined repurchase is completed not later than the last day of the month
and that no single repurchase remains outstanding for a period exceeding the maximum per-
mitted under the relevant policy of the IMF.

35The member then has the option of making a repurchase or having its currency included for
sales in the operational budget. For a description of the operational budget, see Chapter n. For
the designation plan, see "Uses of SDRs" in Chapter V. The specified amount of the expected
quarterly repurchase would be 1.5 percent of gross reserves plus (or minus) 5 percent of the in-
crease (or decrease) in gross reserves in the latest six-month period for which data are available.
However, the IMF does not expect a repurchase in excess of 4 percent of the member's gross
reserves and limits the amount of expected repurchases, so that it does not exceed 10 percent of
gross reserves during the year or reduce gross reserves below a level of 250 percent of quota.
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It is, however, important to note that a repurchase expectation is not an
obligation. Nevertheless, certain consequences may arise in case of non-
compliance. In particular, the Executive Board may, pursuant to policies that
would need to be adopted, and after consulting the member, represent to the
member that it should make a repurchase. Such a representation would then
give rise to a repurchase obligation rather than a repurchase expectation.

Under the Supplemental Reserve Facility (SRF), there is an obligation
to repurchase in two equal installments within 2 and 21A years after a pur-
chase is made. However, it is expected that repurchases will be made one
year earlier, that is, within 1 and 1 l/i years after the purchase, unless the
IMF, upon request by the member, decides to extend each such repurchase
expectation by up to one year. Because the SRF was not designed to deal
exclusively with short-term crises, this feature aims at adjusting the re-
purchase schedule to the actual path of improvement of the capital account
as confidence is restored.

Also, in the case of use of IMF resources to establish a currency stabi-
lization fund, for outstanding purchases above a certain level, repurchases
would initially be expected to be made within a period of three months but
the Executive Board can extend this period within certain limits. (See
"Currency Stabilization Funds" below.)

A repurchase expectation may arise in four other contexts.
• Under the Compensatory and Contingency Financing Facility, if a

member makes a purchase on the basis of estimated data for the short-
fall in export earnings or excess in cereal import costs, and if the ac-
tual data, once they are available, indicate that the purchase exceeded
the amount that would have been available had actual data been used,
the member is expected to repurchase promptly an amount equivalent
to the difference.

• Second, under the Buffer Stock Financing Facility (BSFF), a pur-
chase is subject to repurchase in advance of the normally scheduled
dates when, and to the extent that, the international buffer stock orga-
nization concerned makes a refund of contributions or transfers
stocks of the relevant commodity to the member.

• Third, in the event that a member makes a purchase under an IMF
arrangement that it was not entitled to make by the terms of the
arrangement (a noncomplying purchase), the member is required to
take corrective action either by making an early repurchase or by re-
questing that the IMF use its currency in transactions and operations
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of the IMF, unless the IMF decides that the circumstances justify the
continued use of the purchased resources. A noncomplying purchase
would arise if a member were permitted to make a purchase because,
on the basis of information available at the time, the IMF was satis-
fied that the conditions applicable to the purchase under the arrange-
ment, including the performance criteria, had been observed, but, on
the basis of information subsequently available, it became evident
that the conditions of the arrangement had not actually been met.

• Finally, expectations of early repurchase may also arise with respect
to purchases of additional resources under Stand-By or Extended
Arrangements (augmentation) and to purchases of amounts set aside
under such arrangements to support operations involving debt and
debt-service reduction, if the member fails to use the resources for
the specified purposes or if there is a subsequent derailment of the
program.

Financial Policies and Facilities

The IMF's financial resources are made available to members from the
GRA under a number of policies, some of which are referred to as facil-
ities, depending on the type of underlying balance of payments problem
and the terms and degree of conditionality associated with them. Access
to these resources is subject to limits in relation to a member's quota, ex-
cept that for the Supplemental Reserve Facility (SRF) no access limits
have been specified (Table 9). When the limits are applicable, access is
determined within these limits taking into account the strength of the
member's adjustment policies, its balance of payments need, and its ca-
pacity to repay the IMF. For convenience, all policies under which mem-
bers use IMF resources are referred to here as facilities.

Reserve Tranche Policies

The first "facility" in the GRA, the reserve tranche, stands apart from
the others in that a member's reserve tranche is part of its own reserves,
and a purchase of IMF resources in the reserve tranche does not consti-
tute a use of IMF credit (see Chapter II, Figure 2). Reserve tranche pur-
chases are limited to a member's reserve tranche position in the IMF (be-
fore the Second Amendment of the Articles, known as the "gold
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TABLE 9. ACCESS LiMirs1

(In percent of IMF quota)

Facility or Policy Limits

Access under credit tranches, the Extended Fund Facility,
and Currency Stabilization Fund2

Annual 100
Cumulative 300

Supplemental Reserve Facility3 None

Augmentation for debt and debt-service reduction 30

Compensatory Contingency Financing Facility 95
Sublimits:

Compensatory4 30
Contingency 30
Cereal4 15
Optional tranche 20

Buffer Stock Financing Facility 35

Memorandum item:
Enhanced Structural Adjustment Facility5

Maximum 190
Exceptional 255

limits effective as of April 30, 1998.
2Access under arrangements including a CSF element is up to a combined limit of 100 per-

cent of quota including any access under the Stand-By or Extended Arrangement.
3Provides for exceptional financing beyond the annual and cumulative limits under the

credit tranches and the EFF.
4If the balance of payments position, apart from the effects of the export shortfall (or ce-

real import costs), is satisfactory, a limit of 65 percent of quota applies to either the export
earnings shortfall or the excess cereal import cost, with a joint limit of 80 percent of quota.

5Access limit over a three-year period; see Chapter IV.

tranche")* which is equal to the amount by which a member's quota ex-
ceeds the IMF's holdings of its currency after excluding those holdings
that reflect the member's use of IMF credit (and those held in the IMF
No. 2 Account that do not exceed Mo of 1 percent of quota). Reserve
tranche positions are liquid claims of members on the IMF that arise in
part from the reserve asset payments for quota subscriptions, but also
from the sale by the IMF of the currencies of members in strong external
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positions to meet the demand for use of IMF resources by other members
in need of balance of payments support. The rationale for the exclusion
of currency holdings reflecting use of IMF credit in calculating the re-
serve tranche position is to enable members to make purchases under
credit policies without compelling them to use their reserve tranche posi-
tion, which, as reserve assets rather than a credit facility, is available for
use at the discretion of the member.

Purchases in the reserve tranche are subject to balance of payments
need. The IMF has no power, however, to challenge a member's repre-
sentation of need for use of the reserve tranche before the transaction.
Furthermore, a reserve tranche purchase is not subject to conditionality,
charges, or an expectation or obligation to repurchase.

Credit Tranche Policies

Early in its history, in 1952, the IMF decided that access to credit would
be made available to members in tranches (segments), with each equiva-
lent to 25 percent of quota. A member could make purchases in four credit
tranches. A first credit tranche purchase raises the IMF's holdings of the
purchasing member's currency arising from the use of IMF credit to no
more than 25 percent of quota. The three subsequent tranches, each equiv-
alent to 25 percent of quota, were known as upper credit tranches. Over
time, and particularly with the introduction of the Extended Fund Facility
in 1974 and the enlarged access policy in 1981, outstanding use of IMF re-
sources substantially above 100 percent of quota under the credit tranches
has been permitted; accordingly, the term "upper credit tranches" has
come to refer generally to any use of IMF resources beyond the first credit
tranche.

The segmentation in terms of first and upper credit tranches underscores
the basic notion of commensurate graduation of conditionality as a mem-
ber's purchases become larger. The IMF adopts a more liberal attitude in
making resources available in the first credit tranche than in the upper
tranches, provided that the member is making reasonable efforts to solve
its balance of payments problems. Requests for use of resources beyond
the first credit tranche require substantial grounds for expecting that the
member's balance of payments difficulties will be resolved within a rea-
sonable time. Such use is almost always made under a Stand-By or an Ex-
tended Arrangement (see below). Phasing of purchases, performance cri-
teria, and reviews apply to the use of IMF resources in the upper credit
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tranches, but not in the first credit tranche, even under a Stand-By
Arrangement.36

Stand-By and Extended Arrangements
An IMF arrangement (Stand-By or Extended) is a "decision of the Fund

by which a member is assured that it will be able to make purchases" from
the GRA "in accordance with the terms of the decision during a specified pe-
riod and up to a specified amount" (Article XXX(&)). An arrangement is not
a contract. However, the use of IMF resources carries with it the obligation
to pay charges and to repurchase in accordance with the applicable schedule.

The use of IMF resources under a Stand-By or an Extended Arrange-
ment is subject to the observance of economic performance criteria and
possibly reviews of progress under the economic program supported by
the arrangement. The performance criteria typically include budgetary and
credit ceilings, avoiding restrictions on current international payments and
transfers, limits on the amount and maturity of new short- and medium-
term external debt, avoiding external payments arrears or a schedule for
reducing existing external payments arrears, and maintaining minimum
levels of net foreign reserves. Less frequently, performance criteria may
be directly linked to certain actions, such as specific reforms in a tax law
or the financial sector deemed necessary to attain the objectives of the
economic program. Arrangements other than those in the first credit
tranche generally provide for the total amount of purchases covered by the
arrangement to be made available or "phased" over time, normally at
quarterly intervals (although shorter intervals are possible, and there can
be six-month intervals for Extended Arrangements as noted below). The
nonobservance of performance criteria interrupts the right of a member to
make further purchases under the arrangement.

The typical Stand-By Arrangement is designed to provide short-term
balance of payments assistance for deficits of a temporary or cyclical na-
ture. Stand-By Arrangements usually cover a period of one to two years
(although they can be for periods of less than a year or up to three years),
with quarterly performance criteria and semiannual reviews. Repurchases
are scheduled 314 to 5 years after each purchase.

36Outright purchases without IMF arrangements can take place in the first credit tranche
or under certain special policies (for example, for emergency assistance—see below).

61

©International Monetary Fund. Not for Redistribution



FINANCIAL ORGANIZATION AND OPERATIONS OF THE IMF

Balance of payments difficulties may also arise from structural malad-
justments in production and trade and widespread cost and price distor-
tions. Such maladjustments generally take longer to correct—for in-
stance, when new investments in particular sectors or institutional
changes are required. To take account of members in such circumstances,
the Extended Fund Facility (EFF)) was established in September 1974 to
provide assistance to meet balance of payments deficits over longer peri-
ods and in amounts larger in relation to quota than available under the
credit tranche policies. (Until then, the maximum available under tranche
policies had been 100 percent of quota.) Commitments by members to a
medium-term framework of adjustment implicit in such Extended
Arrangements also encourage other creditors (multinational as well as
private) to consider financial arrangements of longer duration, which, in
turn, foster a longer planning horizon for the adjustment process. Be-
cause conditions that would make an Extended Arrangement appropriate
are more likely to apply to developing countries, the Executive Directors
noted that the EFF, in its formulation and administration, was likely to be
beneficial for developing country members in particular. Like all IMF fa-
cilities, however, it is available for all members that can satisfy the req-
uisite criteria of the facility.

Members requesting an Extended Arrangement are expected to present
a program outlining their objectives and policies for the whole period of
the arrangement, as well as detailed statements of the policies and mea-
sures that will be followed during each year to meet the objectives of the
program. The Executive Board at its June 1988 review of the EFF con-
sidered the issue of strengthening the facility's effectiveness in support-
ing comprehensive programs of macroeconomic and structural reforms
and catalyzing other sources of finance, and adapted the facility to allow
initial three-year Extended Arrangements to be lengthened to four years,
if requested by the member, in order to facilitate sustained policy imple-
mentation over the medium term. In a July 1994 review of Stand-By and
Extended Arrangements, the Executive Board reaffirmed the appropri-
ateness of the IMF's general approach to adjustment and reform.37

Reflecting the emphasis under these arrangements on structural reforms
over an extended period, disbursements and performance criteria can be
phased at semiannual intervals, provided that appropriate monitoring of

37For conditionality under ESAF Arrangements, see Chapter IV.
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macroeconomic developments is ensured, normally in the form of the
member's meeting quarterly benchmarks. Repurchases are made over a
period of 4l/2 to 10 years after the date of each purchase.

After the Ninth Review of Quotas took effect, the IMF's access policy
and access limits (including under special facilities) were reviewed and
revised by the Executive Board in November 1992. Access limits for pur-
chases under the credit tranches and the EFF were set as follows: an an-
nual limit of 68 percent of quota, with a cumulative limit (net of repur-
chases) of 300 percent of quota, in both cases excluding purchases under
the special facilities.38 In October 1994, the Executive Board raised the
annual limit to 100 percent for a period of three years (subject to annual
reviews), while maintaining the cumulative limit at 300 percent. These
limits have remained unchanged since then, except for the introduction in
December 1997 of the Supplemental Reserve Facility (see below). Ac-
cess policy and limits are reviewed annually. Limits are not to be re-
garded as targets, and the amount of access in individual cases may vary
according to the circumstances of the member. In exceptional cases, the
IMF may approve Stand-By or Extended Arrangements that exceed the
access limits.

Emergency Financing Mechanism

In view of the increasing speed with which balance of payments diffi-
culties have developed and spread in recent years, the IMF has adapted
its procedures. In September 1995, the Executive Board established an
Emergency Financing Mechanism to strengthen the IMF's ability to re-
spond rapidly to a member facing a crisis in its external accounts and
seeking IMF support of a strong macroeconomic adjustment program.
The mechanism sets out exceptional procedures to expedite Board ap-
proval of financial support while ensuring the conditionality required.
These procedures are expected to be used only in circumstances that re-
quire an immediate response from the IMF, such as a high potential for
spillover or contagion effects. In addition, readiness of the member to en-
gage in accelerated negotiations with the IMF on implementing correc-
tive measures, and its record of past cooperation, affect the speed of the
IMF's response. It is recognized that large and front-loaded access to

38More specifically, these limits applied to purchases under Stand-By and Extended
Arrangements, and to outright purchases, excluding those under special facilities.
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IMF resources may be necessary in some cases where this mechanism is
activated. The mechanism was employed in dealing with the impact of
the Asian crisis, in the approval and review of IMF arrangements for
Thailand, Indonesia, Korea, and more recently, Russia.

Supplemental Reserve Facility

During the recent Asian crisis, which was accompanied by an unprece-
dented level of demand for IMF resources, the IMF established the
Supplemental Reserve Facility (SRF) to provide financial assistance to
members experiencing exceptional balance of payments difficulties due to
a large short-term need resulting from a sudden and disruptive loss of mar-
ket confidence reflected in pressure on the capital account and the mem-
ber's reserves. For the use of the facility by a member, there should be a
reasonable expectation that the implementation of strong adjustment poli-
cies and adequate financing will result in an early correction of such
difficulties.

Financing under the SRF is provided under a Stand-By or an Extended
Arrangement in addition to the other resources made available under
those arrangements. Access under the SRF is not subject to the usual
annual and cumulative access limits, but is determined on the basis
of the financing needs of the member, its capacity to repay, the strength
of its program, and its record of past use of IMF resources and coopera-
tion with the IMF. The IMF's liquidity position is also to be taken into
account.

To minimize moral hazard, a member using resources under the SRF is
encouraged to seek to maintain the participation of creditors, both official
and private, until the pressure on the balance of payments ceases. The de-
cision establishing the facility also states that all options should be con-
sidered to ensure appropriate burden sharing.

Financing is committed for up to a year and generally available in two
or more purchases. The obligation to repurchase is within 2 to 2l/2 years
from the date of each purchase, but the member is expected to repurchase
one year before the due date unless the IMF decides, upon the member's
request, to extend each such repurchase expectation by up to one year.
The repurchase expectation established under the SRF is distinct from,
and in addition to, the repurchase expectation of Article V, Section 7(fo)
of the Articles—that is, the expectation that a member will normally
make repurchases as its balance of payments and reserve position
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improve.39 During the first year following approval of financing under
the facility, the rate of charge levied on purchases under the SRF is 300
basis points a year above the regular rate of charge applied on other use
of IMF resources, as adjusted for burden sharing. The rate increases by
50 basis points at the end of the first year and every six months thereafter,
until it reaches 500 basis points.

Financing for Debt and Debt-Service Reduction

To reinforce the debt strategy adopted in the wake of the debt crisis of
the early 1980s, and to pave the way for an early restoration of normal
access to capital markets, in appropriate cases the IMF has provided
support for debt- and debt-service-reduction operations in conjunction
with adequate flows of new money from the private sector. The Executive
Board approved guidelines for such operations in May 1989. These
guidelines are reviewed periodically and have evolved in the light of
experience.

IMF support for debt-reduction operations is linked to medium-term ad-
justment programs with a strong element of structural reform, adopted in
the context of Stand-By or Extended Arrangements, and also (since 1997)
in the context of arrangements under the Enhanced Structural Adjustment
Facility. Particular reference is made to three elements: the strength of
economic policies; the scope for voluntary, market-based debt-reduction
operations that would help the country regain access to credit markets and
attain external viability with growth; and an assessment that such opera-
tions represent an efficient use of scarce resources.40

As regards the particular modalities of IMF support, in appropriate cases
part of a member's access under an Extended or Stand-By Arrangement can
be set aside to finance operations involving a reduction of principal or inter-
est support, or an arrangement can be augmented with additional resources.
The exact amount of the set-aside is determined on a case-by-case basis, but
in most cases represents about 25 percent of access on the basis of existing
access policy. Additional resources of up to 30 percent of a member's quota

39As noted in the section on repurchase policies, the IMF has adopted guidelines on early
repurchases that apply uniformly to all members.

^The World Bank has collaborated with the IMF in financial support of debt-reduction op-
erations, in recognition that these operations can be an important element of a country's fi-
nancial and development strategy.
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can be provided to a member to finance the same operations for which IMF
resources under an arrangement can be set aside, where such support would
be decisive in facilitating further cost-effective operations and catalyzing
other resources, consistent with significant further progress toward external
viability.41 Since 1989, eight members have made purchases totaling SDR
3.0 billion for financing debt- and debt-service-reduction operations.

Currency Stabilization Funds

Currency Stabilization Fund (CSF) financing, which may be considered
only in cases of high inflation, is intended to supplement a member's re-
serves temporarily in support of a comprehensive exchange-rate-based sta-
bilization strategy aimed at reducing inflation rapidly. Financial resources
are within the context of an upper credit tranche or Extended Arrangement
(or in parallel to an ESAF Arrangement). The most appropriate exchange
arrangements to be supported by a CSF would be an exchange rate peg
with relatively narrow margins or a preannounced crawl that would limit
the discretionary use of the exchange rate. The CSF element of support
under an arrangement is limited to 100 percent of quota (a sublimit under
the access limits applicable to Stand-By and Extended Arrangements). IMF
support would normally be available in four equal tranches, with flexibil-
ity to raise access under the first tranche up to 35 percent of the total
amount.

CSF purchases are subject to a one-year repurchase obligation if the
combined amount purchased under the traditional and CSF elements of
the arrangement would raise the IMF's holdings of the member's currency
beyond 200 percent of quota. First tranche CSF purchases that, combined
with purchases under the traditional Stand-By component, do not raise the
IMF's holdings of the member's currency above 200 percent of quota are
subject to a one-year repurchase expectation.42 In addition, CSF purchases
beyond the first tranche are subject to repurchase expectations within
three months, a period that can be extended upon the member's request by
the approval of the Board up to three times for three-month periods, so

41For more on debt and debt-service reduction, see Chapter IV under "Structural Adjust-
ment Programs."

42If the associated Stand-By Arrangement has between 12 to 18 months until expiration,
then the repurchase obligation/expectation of the CSF purchase in the first tranche would be
one year, or the expiration date of the arrangement, whichever is later.
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long as the CSF remains in operation. Failure to comply with a repurchase
expectation precludes further use of the IMF's general resources until the
expectation is satisfied. Repurchases reconstitute the member's right to re-
quest a new use of resources under the facility. Charges on CSF purchases
are the same as under Stand-By and Extended Arrangements.

Documentation to establish a CSF should specify precise reporting re-
quirements, including daily reporting of key financial variables (such as
exchange rates, interest rates, exchange market turnover, and reserves). Ac-
tivation of the CSF element of an arrangement requires a determination by
the Executive Board that the conditions (regarding exchange rate, fiscal
and monetary policies, financing of the program, and monitoring and re-
porting procedures) are appropriate. As of July 1998 no occasion had arisen
for the IMF to provide financial support for currency stabilization funds.

Emergency Assistance Related to Natural Disasters and
Postconflict Cases

Balance in external accounts can be temporarily but severely disturbed
by sudden and unforeseeable natural disasters (such as earthquakes, hurri-
canes, drought, or pest infestation). The IMF's experience has shown that
effective and timely emergency assistance in the form of quick outright
purchases can be provided to members through the flexible application of
existing IMF policies, provided that the member is cooperating with the
IMF to find a solution to its balance of payments difficulties. Conse-
quently, no formal facility has been established to address the need for
emergency assistance.

The following procedures have been followed since 1982, when broad
guidelines for emergency assistance were discussed. Emergency assis-
tance is limited to the equivalent of one credit tranche, although in excep-
tional cases larger amounts can be made available. The amount of an
emergency purchase is to be taken into account in determining the size of
any additional use of IMF resources by a member under a subsequent
Stand-By or Extended Arrangement, or under the CCFF. Repurchases are
due 31/4 to 5 years from the dates of purchases. A member requesting emer-
gency assistance must describe the general corrective economic policies
that it proposes to follow and indicate its intention to avoid introducing or
intensifying exchange and trade restrictions.

In the nine cases between 1982 and 1992 for which the IMF provided
emergency assistance, the disasters substantially affected the balance of
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payments positions of the members, relative both to members' quotas and
to the value of members' international trade. In most cases emergency as-
sistance was followed by an arrangement with the IMF under one of its
regular facilities; in a few cases, appropriate measures were taken in con-
sultation with the IMF but without further use of its resources.

In 1995, the policy on emergency assistance was expanded to cover
postconflict situations. Although in general the existing guidelines on
emergency assistance would apply in postconflict cases, IMF assistance
may be provided when a member's institutional and administrative ca-
pacity has been disrupted as a result of the conflict, but (1) there is still
sufficient capacity for planning and policy implementation and a demon-
strated commitment on the part of the authorities; (2) there is an urgent
balance of payments need to help build reserves and meet essential ex-
ternal payments; and (3) IMF support could be catalytic and is part of a
concerted international effort. Part of the international response must be
a comprehensive technical assistance program, including institution-
building aspects, and provision for its financing. Conditions for the as-
sistance include a statement of economic policies, a quantified macro-
economic framework to the extent possible, and a statement of the
authorities' intention to move as soon as possible to an upper credit
tranche Stand-By or Extended Arrangement, or to an arrangement under
the Enhanced Structural Adjustment Facility (ESAF) (see Chapter IV).
The use of emergency assistance is to be framed in a manner that will
pave the way toward the adoption of an upper credit tranche Stand-By or
Extended Arrangement or to an ESAF Arrangement. So far, assistance for
Albania, Bosnia and Herzegovina, Rwanda, and Tajikistan has been pro-
vided under this facility.

Special Facilities

The IMF has developed special facilities that seek to provide additional
assistance for certain specific balance of payments difficulties. Drawings
under each such facility do not reduce or otherwise affect the amounts that
a member can draw under the credit tranches or Extended Arrangements.
However, when members draw upon more than one IMF facility, there
cannot be double financing of the same balance of payments need. As in
the case of all other IMF facilities, when providing resources under the
special facilities due attention is paid to the member's capacity to meet its
overall obligations to the IMF. The following subsections review the
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Compensatory and Contingency Financing Facility, the Buffer Stock Fi-
nancing Facility, and the Systemic Transformation Facility.43

Compensatory and Contingency Financing Facility (CCFF). The
IMF established the Compensatory and Contingency Financing Facility
(CCFF) in 1988. The CCFF superseded the Compensatory Financing Fa-
cility established in 1963, yet kept its essential features. Under the CCFF,
the IMF continues to assist members experiencing temporary shortfalls in
export earnings (and service receipts on an optional basis), and temporary
excesses in cereal import costs that are largely attributable to circum-
stances beyond the members' control. The CCFF also includes a feature,
introduced in 1988, called the "external contingency mechanism" that
gives members that have entered into adjustment programs supported by
the IMF the opportunity to protect themselves from unexpected external
disruptions, such as sudden movements in export earnings and import
prices, and unexpected increases in international interest rates. In Decem-
ber 1990, the IMF introduced a temporary oil import element to compen-
sate members for sharp increases in the cost of their petroleum imports
that were temporary and beyond their control. Use of the oil element
lapsed in June 1992.

The amounts of financing available to a member under the CCFF are 30
percent of quota each on account of the export shortfall and the external
contingency elements, and 15 percent of quota for the cereal import cost
element. In addition, members may choose to apply an "optional tranche"
of 20 percent of quota to supplement any of the three elements. The access
level of 65 percent of quota applies for financing of either export short-
falls or cereal import costs (or both) in cases where the member's balance
of payments difficulties are due only to the effects of an export shortfall
or an excess in cereal import costs—that is, when there is no need for ad-
justment policies. Otherwise, there are various lower sublimits for access,
depending on the extent of cooperation by the member with the IMF in
solving its balance of payments difficulties. There is a combined maxi-
mum limit of 80 percent of quota on the use of any two of the three ele-

43Technically, the Supplemental Reserve Facility (SRF) belongs to the category of spe-
cial facilities established under Article V, Section 3(a) because assistance under the SRF has
been established for special balance of payments problems, and furthermore special charges
and a different repurchase schedule apply. However, the SRF does not fit well within the
category of other special facilities in existence before its adoption, and it has been treated
separately.
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ments of the CCFF, and a combined maximum limit of 95 percent of quota
on the use of all three elements. Repurchases take place 31A to 5 years after
the respective purchases. The present components of the CCFF—com-
pensatory financing for export shortfalls and for excesses in cereal costs,
and contingency financing—are described below.

The compensatory financing element of the CCFF provides financial as-
sistance to members experiencing, for reasons beyond their control, bal-
ance of payments difficulties resulting from temporary declines in com-
modity export earnings below their medium-term trends. Compensatory
financing is available to all members; however, its beneficiaries tend to be
exporters of primary products whose export earnings are especially sus-
ceptible to temporary cyclical fluctuations in price, changes in demand,
and changes in output owing to exogenous factors, such as adverse
weather and pest infestation. The original Compensatory Financing Facil-
ity established in 1963 applied only to merchandise exports, and begin-
ning in 1979 it became possible to include earnings from tourism and
workers' remittances. In 1981, coverage was extended to difficulties
caused by excesses in cereal import costs. In December 1990, under the
CCFF, eligibility for compensatory financing was expanded to all services
where adequate data are available (most notably, earnings from pipelines,
canal transit fees, shipping, transportation, construction, and insurance).

A member seeking compensatory financing under the CCFF would
have immediate access to a purchase of up to 30 percent of quota, if the
export shortfall is temporary, largely attributable to circumstances beyond
the member's control, and if the member satisfies the requirement of will-
ingness to cooperate with the IMF. The optional tranche will become
available, in general, if the member's policies meet upper credit tranche
criteria. If the member's record of cooperation with the IMF to find solu-
tions to its balance of payments difficulties has not been satisfactory, dif-
ferent limits apply linked to a test of cooperation.

The export shortfall is calculated as the amount by which export earn-
ings in the shortfall year are below the geometric average of export earn-
ings for a five-year period centered on the shortfall year (that is, normally,
the latest 12-month period for which actual data are available). Exports for
the two post-shortfall years are based on projections worked out between
IMF staff and the member country's authorities (with a limit, for the pur-
pose of calculating the shortfall, of 20 percent increase over exports in the
two pre-shortfall years). An excess in cereal import costs is calculated as
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the amount by which the cost of cereal imports in a given year exceeds the
arithmetic average of the cost of cereal imports for the five years centered
on that year.

A member is required to submit a request for compensatory financing
not later than six months after the end of the shortfall or excess year. Es-
timated data may be used for up to the entire shortfall or excess year, but
if estimated data are used for nine months or more, access will be phased
over two purchases. If, on the basis of actual data for the shortfall or ex-
cess year, the member is found to have been overcompensated, it will be
expected to make a prompt repurchase.

The contingency financing element of the CCFF aims to improve the
prospects that adjustment programs can be kept on track in the face of ad-
verse exogenous developments by means of an appropriate blend of addi-
tional financing and adjustment. Contingency mechanisms are attached to
IMF arrangements, and financing is provided to cover part of the net ef-
fect on a member's external current account of unanticipated changes in
key external variables that are highly volatile and can be easily identified.
The variables covered include export earnings, import prices, and interest
rates. Variables such as workers' remittances and tourism receipts are also
covered if they are important elements in the member's current account.
Deviations in the variables covered by a contingency mechanism are mea-
sured in relation to projections in the underlying program (the baseline
projection). The contingency mechanism is triggered once cumulative de-
viations exceed a threshold level.

The triggering of a contingency mechanism leads to automatic adjust-
ments to the performance criteria for net international reserves and, as ap-
propriate, other variables. In the event of an unfavorable deviation, the Ex-
ecutive Board will also decide whether to provide contingency financing,
taking into account any offsetting positive developments in variables that
were not included in the contingency mechanism, the appropriateness of
the member's policies in light of its changed circumstances, whether there
is a balance of payments need, and whether the program continues to be
adequately financed.

In the event of a deviation in favor of the member, the program's target for
net international reserves is automatically increased. Although this would or-
dinarily suffice, the Executive Board may also, or as an alternative, decide to
reduce the remaining access under the IMF arrangement. In such cases, the
member will have the option of making an early repurchase instead.
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The maximum amount that a member may draw for contingency financ-
ing is 30 percent of quota, or up to 50 percent of quota if the optional tranche
is included, subject to the cumulative access limits described above. Con-
tingency financing generally would not exceed 70 percent of access under
the associated arrangement. There is also a cumulative limit of 25 percent of
quota for contingency financing on account of deviations in interest rates.

There has been very limited use of the contingency financing mecha-
nism in IMF arrangements.

Buffer Stock Financing Facility (BSFF). Buffer stock schemes are in-
tended to help reduce the variability of export earnings of participating
countries. The IMF has no legal power to finance buffer stock organiza-
tions directly, or to engage in any transactions with them, but it can assist
a member that needs to contribute to them. The IMF established in June
1969 the BSFF, under which it makes its resources available to members
to finance their contributions to international commodity buffer stock
schemes that satisfy certain criteria, including those approved by the Eco-
nomic and Social Council of the United Nations.

Under the BSFF, the IMF's resources are available to members, subject
to balance of payments need, for financing commodity stock building and
operating expenses of buffer stock agencies, and refinancing any short-
term debts as a result of stock building or operational activities and ex-
penses. A member may have outstanding purchases under the BSFF of up
to 35 percent of quota. In accordance with the criteria set forth in the de-
cision establishing the BSFF, the IMF has so far authorized the use of its
resources in connection with buffer stocks of tin, sugar, and natural rub-
ber. No use has been made of this facility since January 1984.

Systemic Transformation Facility (STF). Designed to assist transition
economies, the Systemic Transformation Facility was a temporary IMF
facility in effect between 1993 and 1995 to provide financing to member
countries facing balance of payments difficulties arising from severe dis-
ruptions of their international trade and payments arrangements owing to
a shift away from significant reliance on state trading at nonmarket prices
toward multilateral, market-based trade. Use of the facility was open to
members that had experienced a severe disruption in their traditional trade
and payments arrangements manifested by (1) a sharp fall in total export
receipts; (2) a substantial and permanent increase in net import costs, par-
ticularly for energy products; or (3) a combination of both. Disruptions
were deemed to be "severe" when they were equivalent to at least 50 per-
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cent of the member's quota. For use of the facility, significant policy ac-
tions were expected, including prior actions as appropriate.

Access under the facility was limited to 50 percent of quota, provided
in two equal purchases. The rate of charge was the same as for other uses
of the IMF's general resources, and the repurchase period, beginning 4l/i
years and ending 10 years after the purchase, was the same as under the
EFF. Total use of IMF resources under the facility amounted to SDR 4.0
billion.
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In addition to its general resources, the IMF has generated other re-
sources to provide low-income developing countries with relatively long-
term assistance on concessional terms. Such assistance was first made
available to eligible members through the Trust Fund, and later through
the Structural Adjustment Facility (SAP) and its successor, the Enhanced
Structural Adjustment Facility (ESAF).44

Resources for the Trust Fund, established in 1976, were derived from a
major part of the profits of the sale of a portion of the IMF's gold by pub-
lic auction in 1976-80, supplemented by transfers from some of the ben-
eficiaries of direct distributions of gold sale profits and by income from
the investment of assets (see Appendix I). Upon termination of the Trust
in 1981, Trust Fund loan repayments accrued to the Special Disbursement
Account (SDA), and SDA resources were used to fund the SAF, which
was established in 1986.

It was recognized from the outset that the resources available under the
SAF would be insufficient to support the strong and comprehensive ad-
justment programs that the poorest countries needed to undertake to re-
store and maintain balance of payments viability while achieving high and
sustainable rates of economic growth. To increase the assistance available
to these countries to levels commensurate with their problems, the IMF
launched an initiative in June 1987 to raise additional funds from bilateral
sources. For this purpose, the Executive Board established the ESAF in
December 1987; the facility became operational in April 1988. The ESAF
itself was extended and enlarged in December 1993, and operations under
the enlargement started in February 1994. From the establishment of the
ESAF until February 1994, unused amounts under the SAF were also used

^For an early account of the SAF and the ESAF, see Joslin Landell-Mills, Helping the
Poor: The IMF's New Facilities for Structural Adjustment (Washington: International Mon-
etary Fund, rev. ed. 1992).
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to finance ESAF arrangements. The SAF itself was phased out, and the
last disbursement was made by end-1995.

In September 1996, the Executive Board expressed their unanimous
support for the continuation of the ESAF and reached understandings to
ensure such a continuation and to allow the IMF to participate in the joint
IMF/World Bank Initiative for the heavily indebted poor countries
(HIPCs). (See "Interim ESAF and the HIPC Initiative" below.)

Structural Adjustment Programs

Resources under the ESAF are made available in the form of highly
concessional loans to support medium-term macroeconomic and struc-
tural adjustment programs. Such programs are explicitly oriented toward
a lasting improvement in the external payments position and the elimina-
tion of structural imbalances and rigidities in the economies of eligible
countries, many of which have suffered for many years from low rates of
growth, declining per capita incomes, and, in some cases, heavy external
debt burdens.

It is also intended that ESAF arrangements should play a catalytic role
in mobilizing and coordinating resource flows from other multilateral and
bilateral sources of finance. Central to each arrangement is the policy
framework paper (PFP)—a document prepared by the national authorities,
with assistance from the staffs of the IMF and the World Bank. The PFP
is a forward-looking document, updated annually on a three-year rolling
basis, that identifies the country's macroeconomic and structural policy
objectives, the strategy and priorities of the authorities to achieve those
objectives, and the associated external financing requirements. The spe-
cific policy undertakings for the first year and general indications of poli-
cies to be pursued in the second and third years of the program are de-
scribed in the paper. The document also discusses the country's public
investment program, technical assistance and financing requirements, and
the external debt situation and its sustainability. It outlines the likely so-
cial and environmental impact of policy changes, along with steps that can
be taken to cushion the poorest segments of the population from adverse
effects. Potential creditors and donors—that is, member countries and
multilateral organizations that may provide external assistance in support
of adjustment programs—are often consulted in the preparation of PFPs
and often draw on the completed documents as a reference in making their
own decisions about financial assistance. The authorities may also make
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the PFP available to the general public. The PFPs are discussed by the
IMF's Executive Board and are circulated to the World Bank Board for in-
formation purposes. However, if an Executive Director of the Bank re-
quests a discussion, the IMF's Board discussion would follow that of the
Bank Board by a week.45

The reforms to be implemented under ES AF arrangements are expected
to be particularly far-reaching with regard to both macroeconomic policy
measures and structural measures, with a view to achieving a substantial
and sustainable strengthening of the balance of payments position and to
fostering growth. More recently, greater attention has been given under
ESAF-supported programs to (1) the quality and composition of public
spending, in particular to better integrate social safety nets to protect the
most vulnerable segments of the population, and to protect productive
capital spending and high-priority spending in health and education;
(2) contingency mechanisms to protect programs against adverse external
shocks; and (3) well-targeted technical assistance and coordination with
other multilateral institutions and donors.

During 1997, the Board approved the use of ESAF resources for com-
mercial debt- and debt-service-reduction (DDSR) operations as an exten-
sion of the existing policy for such operations under Stand-By and Ex-
tended Arrangements. The Board agreed to incorporate into an annual
ESAF Arrangement a provision for a special disbursement for the sole
purpose of financing part of such an operation.46 The Board also agreed
that ESAF financing for DDSR operations should be in a subsidiary role
and used only if other options for financing are not available.

Internal Review and External Evaluation

An internal review and an external evaluation of the ESAF were under-
taken in 1997 and 1998, respectively. The evaluations reaffirmed the fun-
damental view that the ESAF is a valuable instrument to assist low-
income countries, while providing important lessons and a useful basis for
public debate.

45The PFP also plays a central role in the HIPC Initiative; for HIPCs, the PFP includes a
summary of the main findings of the country's latest joint Bank-IMF debt sustainability
analysis.

46In March 1998 a special disbursement was made to Cote d'lvoire for this purpose.
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The internal review in mid-1997 of the 10 years of experience under
SAF/ESAF-supported arrangements concluded that most of the coun-
tries that had availed themselves of these facilities had strengthened
their economies materially and made them more market-oriented. Fiscal
imbalances had been reduced and very high rates of inflation had been
lowered. Moreover, the economic liberalization and the structural re-
forms promoted under the facilities had taken hold and appeared to have
gained momentum. Nevertheless, many ESAF users continued to per-
form below their potential, with still-low average saving rates con-
straining investment and growth and impeding progress toward external
viability, and debt-service burdens remaining unmanageably high in sev-
eral countries.

The internal evaluation identified several areas where bolder reform
strategies could increase national savings and reduce inflation to the single-
digit range by focusing on more decisive and sustainable fiscal adjustment
than had been achieved under past ESAF-supported adjustment programs.
Countries that implemented forceful macroeconomic adjustment were
likely to benefit most if they simultaneously adopted structural reforms to
stimulate private investment and entrepreneur ship. Hence, ESAF-sup-
ported programs should pay particular attention to aspects of reform that
directly affect private sector development, including further liberalization
of foreign trade and investments, public enterprise reform, the creation of
a sound banking system, and measures to strengthen property rights.

To obtain an independent outside perspective, the IMF appointed exter-
nal evaluators, who used case studies to assess the experience of countries
under ESAF-supported programs. With regard to national ownership of
IMF-supported programs, the evaluators found that countries frequently
felt a loss of control over the policy content and the pace of implementa-
tion of reform programs. The evaluators recommended steps that should be
taken by national authorities to build greater policy consensus within soci-
ety and suggested that IMF staff engage in an intensive and informal pol-
icy dialogue with the country's political leadership in order to take politi-
cal constraints into account when making recommendations on the policy
mix. Further efforts were also needed to improve public understanding of
the IMF in countries receiving ESAF support, including through public ex-
planations of the purpose and benefits of economic programs by the gov-
ernments themselves. With regard to social policies, the evaluators felt that
appropriate compensatory measures should be built into programs to pro-
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tect the most vulnerable groups. This would also help policymakers build
a domestic consensus in favor of important but difficult reform measures.47

ESAF Terms and Access Limits

• ESAF arrangements cover a period of three years under three annual
arrangements.48

• Disbursements of ESAF loans take place semiannually; the first semi-
annual disbursement is made upon approval of an annual arrange-
ment, and the second is based on the observance of midyear perfor-
mance criteria and completion of a midterm review.

• It is the IMF's objective that the interest charged on ESAF loans be
kept at a concessional rate of l/2 of 1 percent a year, and lending has
been made available to eligible members at this rate. However, the
rate is subject to periodic review by the Executive Board in the light
of the amount of subsidy resources available.

• ESAF loans are repaid in 10 equal semiannual installments beginning
5l/2 years and ending 10 years after the date of each disbursement.

Access under ESAF Arrangements is determined according to mem-
bers' balance of payments needs, the strength of their adjustment pro-
grams, their outstanding use of IMF credit, and their record of such use in
the past. The initial access limit under a three-year arrangement is 190 per-
cent of the member's quota, or, under exceptional circumstances, up to
255 percent of quota.49 Under the extended and enlarged ESAF, it was ex-
pected that access would be lower for past users with continuing need and
that it would be subject to an appropriate adjustment effort.

Eligibility for ESAF Arrangements and Conditionality

Eligibility for ESAF Arrangements has been based principally on per
capita income and eligibility under the International Development Associ-

47See ESAF Evaluation Board, "External Evaluation of the ESAF: Report by a Group of
Independent Experts" (Washington: International Monetary Fund, 1998).

48However, an additional annual arrangement may be approved after the expiration of the
third annual arrangement under a three-year commitment, subject to satisfactory perfor-
mance by the member. Also, if a three-year commitment has expired with undrawn amounts,
a new commitment may be approved under a one-year or two-year arrangement, in order to
disburse the undrawn amounts.

49The maximum and exceptional maximum access limits are reduced by the amount of
ESAF Trust resources committed to the member.
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ation (IDA), the concessional lending organization of the World Bank
Group. The number of eligible member countries has increased from 61 in
1986, when the SAP was established, to 79 in 1998.50 Table 10 presents
the current list of countries eligible to use the ESAF, as well as the
amounts that these countries have borrowed under SAP and ESAF
arrangements from 1986 through April 30, 1998.

Monitoring of programs supported by ESAF Arrangements is con-
ducted through semiannual performance criteria. As with Stand-By and
Extended Arrangements, criteria include macroeconomic indicators and
important structural measures; because of the focus on reforming the eco-
nomic structure, structural benchmarks are frequent.

Financing

Resources to finance lending in support of ESAF Arrangements-which
consist of loans and subsidy contributions—are administered by the IMF
through the ESAF Trust. The trust conducts its operations through three
accounts: the Loan Account, to administer the funding needed for trust
loans; the Subsidy Account, to subsidize the rate of interest paid by bor-
rowers on loans from the trust; and the Reserve Account, to secure
lenders' claims on the trust.

Loans. The ESAF Trust borrows resources for on-lending to eligible
members, with the maturity of drawings coinciding with the maturity of
loans to ESAF borrowers, that is, 51/2-10 years.51 Lenders have extended
loans to the ESAF Trust on various interest rate terms, highly concessional
in some cases, and free of any interest in one case. However, most loans
to the ESAF Trust have been provided at six-month market-related inter-
est rates, although most of these lenders have also made separate subsidy
contributions, reducing the effective cost of the loans to borrowers.

Currently there is a deadline of end-December 2000 for making com-
mitments to ESAF borrowers. It is expected that by that time or earlier,
cumulative commitments to borrowers since the start of the ESAF in De-
cember 1987 will amount to SDR 10.1 billion, the current borrowing tar-
get by the ESAF Trust (of which some SDR 0.4 billion remains to be se-
cured from lenders). Total commitments of ESAF resources to 48

50The current cutoff point for IDA eligibility is a 1996 GNP per capita of $925.
51In the case of some loans the maturity of drawings is six months, with a provision for re-

newal in order to achieve the desired maturity of 5l/2 to 10 years.
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TABLE 10. COUNTRIES ELIGIBLE FOR SAP AND ESAF: LOANS DISBURSED AS OF APRIL 30, 19981

Member

Afghanistan, Islamic State of
Albania
Angola
Armenia
Azerbaijan
Bangladesh
Benin
Bhutan
Bolivia
Bosnia/Herzegovina
Burkina Faso
Burundi
Cambodia
Cameroon
Cape Verde
Central African Republic
Chad
China2

Comoros
Congo, Democratic Republic of the
Congo, Republic of
Cote d'lvoire
Djibouti

Type

ESAF

ESAF
ESAF
SAF/ESAF
SAF/ESAF

SAF/ESAF

SAF/ESAF
SAF/ESAF
ESAF
ESAF

SAF
SAF/ESAF

SAF
SAF
ESAF
ESAF

{ M.I If IIU>I>I>1

Loans
to Date

—
31.06

—
67.50
55.58

546.25
76.60

—
282.36

—
70.41
49.10
42.00
54.04

—
21.28
54.46

—
2.25

145.50
13.90

416.85
—

'•\Jlbt3 \SJ UM~SM.\.tiJ

Member

Lesotho
Liberia
Macedonia, former Yugoslav Republic of
Madagascar
Malawi
Maldives
Mali
Mauritania
Mongolia
Mozambique
Myanmar
Nepal
Nicaragua
Niger
Nigeria
Pakistan
Rwanda
St. Lucia
St. Vincent and the Grenadines
Sao Tome and Principe
Senegal
Sierra Leone
Solomon Islands

Type

SAF/ESAF

ESAF
SAF/ESAF
ESAF

SAF/ESAF
SAF/ESAF
ESAF
SAF/ESAF

SAF/ESAF
ESAF
SAF/ESAF

SAF/ESAF
SAF

SAF
SAF/ESAF
SAF/ESAF

Loans
to Date

28.69
—

18.19
91.67
97.50

—
145.98
110.55
35.25

208.45
—

42.90
36.84
79.08

—
812.07

8.76
—
—

0.80
335.85
135.45

—

(In millions of SDRs)
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Dominica
Egypt
Equatorial Guinea
Eritrea
Ethiopia
Gambia, The
Georgia
Ghana
Grenada
Guinea
Guinea-Bissau
Guyana
Haiti
Honduras
India
Kenya
Kiribati
Kyrgyz Republic
Lao P.D.R.

lThe original list included 62 members,

SAP 2.80 Somalia
— Sri Lanka

SAF/ESAF 13.80 Sudan
— Tajikistan

SAF/ESAF 64. 1 7 Tanzania
SAF/ESAF 29.07 Togo
ESAF 111.00 Tonga
SAF/ESAF 525.35 Uganda

— Vanuatu
SAF/ESAF 110.67 Viet Nam
SAF/ESAF 14.25 Western Samoa
ESAF 135.28 Yemen, Republic of
SAF/ESAF 24.0 Zambia
ESAF 33.9 Zimbabwe

—
SAF/ESAF 314.72

—
ESAF 88.15
SAF/ESAF 55.70

Total loans

but in May 1990 the People's Democratic Republic of Yemen and

SAF 8.84
SAF/ESAF 436.17

—
—

SAF/ESAF 247.62
SAF/ESAF 100.38

—
SAF/ESAF 429.60

—
ESAF 241.60

—
ESAF 44.0
SAF/ESAF 843.43
ESAF 151.90

8,143.54

the Yemen Arab Republic joined to-
gether to become the Republic of Yemen. Over time, some members have been added to the list while others have graduated out of it (e.g.
Dominican Republic, Philippines, and St. Kitts and Nevis) as their situations have improved.

2China has indicated that it does not intend to use ESAF resources in view of its strong balance of payments position.
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borrowers under 71 ESAF Arrangements amounted to SDR 8.5 billion as
of end-April 1998 (net of amounts that remained undisbursed when ESAF
Arrangements expired or were canceled).52

Subsidies. The ESAF Trust finances the interest it pays out to lenders
from (1) the interest paid in by borrowers, and (2) donations made by con-
tributors to subsidize the rate of interest for borrowers. Donations have
taken the form of direct grants and the net investment earnings from loans,
investments, or deposits with the Subsidy Account of the ESAF Trust at
concessional interest rates. Some contributors of subsidies have preferred
to place concessional resources in separate accounts administered by the
IMF; the difference between the earnings on the investment of these re-
sources and the very low interest due to the contributor is used to subsidize
the interest rate charged to ESAF borrowers. The ESAF Trust has sufficient
resources in hand or firmly committed to subsidize down to an annual in-
terest rate of 0.5 percent the cumulative lending target of SDR 10.1 billion.53

Reserves. To increase the security of lenders' claims on the trust, spe-
cial resources are set aside in the ESAF Trust Reserve Account. In the
event of delays in payment by the trust's borrowers, the IMF will use the
resources of the Reserve Account to repay, or pay interest on, loans to the
trust as these payments fall due. The Reserve Account is financed mainly
from (1) repayments of SAF/ESAF loans funded by Special Disbursement
Account resources, and (2) the net interest earnings on the investment of
Reserve Account resources. As of April 30, 1998, the balance in the Re-
serve Account was SDR 2.1 billion. Resources of the Reserve Account
that are determined to be in excess of its estimated needs are to be trans-
ferred to the Special Disbursement Account.

Interim ESAF and the HIPC Initiative
The resources currently available under the ESAF are expected to last

until at least 1999 and perhaps somewhat longer. However, because of the

52Cumulative disbursements of ESAF resources amounted to SDR 6.0 billion, of which
SDR 0.6 billion had been repaid by borrowers to the ESAF Trust. In addition, cumulative use
of Special Disbursement Account resources for ESAF borrowing amounted to SDR 0.4 mil-
lion, of which SDR 0.2 million had been repaid by borrowers. Repayments to lenders
amounted to SDR 0.7 billion.

53As of April 30, 1998, the balance of resources in the Subsidy Account available to pay
interest to lenders was SDR 1.6 billion, and cumulative resources used for this purpose
amounted to SDR 0.7 billion.
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protracted nature of the debt and balance of payments problems of the
poorest developing countries, the need for IMF assistance on concessional
terms to support the macroeconomic adjustment and structural reform ef-
forts of these countries is expected to continue over the foreseeable future.
The Executive Board has, therefore, given its unanimous support for the
continuation of the ESAF as the centerpiece of the IMF's strategy to assist
its poorest members, including the Initiative to assist the Heavily Indebted
Poor Countries (the HIPC Initiative). In February 1997, the IMF adopted
the Instrument to Establish a Trust for Special ESAF Operations for the
Heavily Indebted Poor Countries and Interim ESAF Subsidy Operations
(the ESAF-HIPC Trust). The purposes of the trust are to assist eligible
members that qualify under the HIPC Initiative and to subsidize the inter-
est rate on interim ESAF operations to ESAF-eligible members.

Continuation of the ESAF

Reflecting the continued inflow of repayments from SAP loans, and
also the accumulation of investment income, the resources of the ESAF
Trust Reserve Account are growing and are expected to exceed ESAF
Trust liabilities around the year 2005 (the guarantee provided by the Re-
serve Account at that point would be higher than 100 percent). The excess
resources would be available to finance a self-sustained ESAF with a
commitment capacity of about SDR 0.8 billion a year. Since current ESAF
resources are expected to last until sometime in 2000, there will be a four-
year interim period of ESAF operations (within the five-year period 2000
to 2004), with expected commitment needs of SDR 1 billion a year. The
financing needs for the interim period are considered below together with
the financing needs for the HIPC Initiative.

HIPC Initiative

In September 1996, the Interim Committee endorsed a joint report by the
Managing Director and the President of the World Bank on a Program of
Action to Resolve the Debt Problems of the Heavily Indebted Poor Coun-
tries (HIPCs). The centerpiece of the program is a commitment by the in-
ternational community to provide enhanced debt relief to HIPCs that have
established a track record of economic adjustment to help them reduce their
external debt burdens to sustainable levels over the medium term. The Ex-
ecutive Board of the IMF agreed that its participation in the HIPC Initia-
tive would be made principally in the form of grants financed through spe-
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cial ESAF operations. The grants, which would be used to pay debt-service
obligations due to the IMF on a predetermined schedule, would reduce the
net present value of the debt owed by the country to the IMF.54 Countries
would be eligible for exceptional assistance under the Initiative if (1) they
are ESAF eligible and IDA-only eligible; (2) they adopted programs of ad-
justment and reform supported by the IMF and the Bank in the two-year
period that began October 1, 1996, after which the Initiative would be re-
viewed and a decision would be taken about its continuation; and (3) their
external debt situation at the "completion point" (see below) would be un-
sustainable after the full application of traditional debt-relief measures.

To be eligible for assistance under the Initiative, members have to estab-
lish a track record, normally over six years, of strong policy performance
and structural reform supported by the IMF through ESAF or extended
arrangements (or on a case-by-case basis, through Stand-By Arrangements,
or Rights Accumulation Programs (RAPs)). The requirement of six years
of strong policy performance will be decided on a case-by-case basis, and
a country may receive credit for programs that were under way prior to the
adoption of the Initiative. The IMF and the World Bank would formally de-
cide on a member's eligibility for assistance under the Initiative typically
after three years, at the decision point, subject to satisfactory assurances of
coordinated action by other creditors. Exceptional assistance sufficient to
ensure the country's debt was sustainable would be delivered after suc-
cessful implementation of a second period of adjustment and reform (nor-
mally three years), at the completion point. A country's sustainability posi-
tion at the completion point would be determined on the basis of the ratios
of the country's net present value (NPV) of external debt to exports and, in
some cases, to government revenue, and external debt service to exports.
To achieve the primary objective of the Initiative, which is to reduce the
country's debt burden to a sustainable level, these ratios would have to be
reduced to certain country-specific targets within the ranges of 200-250
percent and 20-25 percent, for the NPV of external debt and external debt
service to exports, respectively.

All creditors are expected to provide exceptional assistance beyond cur-
rent mechanisms as necessary to achieve the objective of debt sustainabil-
ity. The amount of assistance to be provided by each creditor would be de-

54Highly concessional loans could also be provided in cases where there is a need to pro-
vide additional cash assistance to smooth debt-service profiles.
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cided on a case-by-case basis taking into account the need to achieve debt
sustainability and equitable burden sharing, and to preserve the preferred
creditor status of the multilateral institutions.

As of June 1998, the IMF had committed to deliver assistance at the
completion point to Bolivia, Burkina Faso, Cote d'lvoire, Guyana,
Mozambique, and Uganda, which had reached their decision points under
the HIPC Initiative, subject to satisfactory assurances from other creditors
and continued satisfactory program performance. Uganda had reached its
completion point in April 1998, when a grant of SDR 51.5 million ($68.9
million) was disbursed to the Umbrella Account for HIPC Operations for
the purpose of servicing Uganda's debt-service obligations to the IMF.55

Financing

As the continuation of the ESAF and the HIPC Initiative are closely
linked, their financing modalities are being considered together. The prin-
cipal of interim ESAF commitments of SDR 1.0 billion a year over a four-
year interim period (within 2000-04) is expected to be financed either
from the General Resources Account (GRA) or from a new round of bi-
lateral lending to the ESAF Trust. The interest subsidy requirements of the
interim ESAF (SDR 1.7 billion on an "as needed" basis)56 and the costs of
the HIPC Initiative are to be financed from bilateral contributions to the
extent possible. Significant bilateral contributions have been pledged, in-
cluding through contributions based on refunds from the Second Special
Contingency Account (SCA-2).57 There is agreement that if a residual
need should arise in light of the amounts available from bilateral pledges,
the IMF must be prepared in due course to optimize the use of its reserves
to secure full financing of the interim ESAF and the HIPC Initiative. Such

55The Umbrella Account for HIPC Operations was established to receive and administer
the proceeds of grants and/or loans made available to members that qualify for assistance
under the terms of the ESAF-HIPC Trust.

56"As needed" refers to the sum of the undiscounted subsidy requirements of the Interim
ESAF.

57The SCA-2 was established in 1990 in the context of the strengthened arrears strategy to
provide additional liquidity and to protect the IMF against the risk of arrears on purchases
from the GRA for the encashment of rights. The accumulated balance in the SCA-2 of SDR
1 billion, which was generated from adjustments in the rate of charge and the rate of remu-
neration, must be refunded when all purchases for the encashment of rights have been repur-
chased and no further rights purchases financed by GRA resources can be made. However, the
SCA-2 can be reduced or closed earlier if the IMF decides with a majority of 70 percent of
the voting power that all or part of the balances in the account are no longer needed.
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optimization of reserves could entail sales of an amount of the IMF's gold
up to 5 million ounces. The corpus of the profits from gold sales would be
preserved and only the proceeds from the investment of the profits would
be used to meet the residual financing need.

In response to the Interim Committee's request to proceed quickly with
the implementation of the HIPC Initiative, the Executive Board has
amended the 1987 ESAF Trust Instrument to allow an early transfer of up
to a maximum of SDR 250 million from the Reserve Account to the Spe-
cial Disbursement Account for financing special ESAF operations for
HIPCs. These transfers are to be made only to the extent that sufficient re-
sources for this purpose are not immediately available from other sources.
In addition, to augment the resources available in the ESAF-HIPC Trust,
the Executive Board decided to forgo the reimbursement to the General
Resources Account of the cost of administering the ESAF Trust in the
1997/98 financial year and to transfer SDR 40.7 million from the ESAF
Trust Reserve Account to the ESAF-HIPC Trust. Also for the same pur-
pose the Executive Board decided to forgo the reimbursement to the Gen-
eral Resources Account for the 1998/99 financial year and that one-fourth
of the estimated cost of administering the ESAF Trust in that year be
transferred after the end of each financial quarter from the ESAF Trust Re-
serve Account to the ESAF-HIPC Trust.

Other Administered Accounts

The IMF may establish administered accounts for purposes, such as finan-
cial and technical assistance, that are consistent with the Articles. Such ac-
counts are legally and financially separate from all other accounts of the IMF.

The legal authority of the IMF to act as an administrator of such re-
sources derives from Article V, Section 2(b\ which empowers it, if re-
quested, to "perform financial and technical services, including the ad-
ministration of resources contributed by members, that are consistent with
the purposes of the Fund." The operations involved in the performance of
such financial services cannot "be on the account of the Fund."

The role of the IMF as trustee has proved particularly useful in enabling
the creation of mechanisms to reduce the cost of access for low-income
developing member countries to the facilities of the General Resources
Account, as in the case of the Oil Facility Subsidy Account (1975-83) and
the Supplementary Financing Facility Subsidy Account (1979-84); to pro-
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vide balance of payments assistance on concessional terms, as in the case
of the Trust Fund (1976-81), the ESAF Trust (1987-present), and several
accounts administered by the IMF on behalf of individual members to pro-
vide contributions to the ESAF Subsidy Account; and to provide special
financing to heavily indebted poor countries, as in the case of the ESAF-
HIPC Trust and the Umbrella Account for HIPC Operations.

From time to time, the IMF also has decided to establish, on an ad hoc
basis and as requested by members, other accounts for the administration
of resources for several purposes. Accounts administered by the IMF at
present are the following: (1) the Administered Account—Japan, estab-
lished in 1989 to administer resources provided by Japan to assist certain
countries with overdue obligations to the IMF; (2) the Administered Ac-
count for Selected Fund Activities—Japan, established in 1990 to admin-
ister resources contributed by Japan initially to finance technical assis-
tance to member countries, including scholarships, and since 1997 also to
support the IMF's Regional Office for Asia and the Pacific (contributions
are designated separately for the different purposes of the account); (3) the
Framework Administered Account for Technical Assistance Activities, es-
tablished in 1995 to administer resources to finance technical assistance;
within this account there are subaccounts for Australia, France, Japan, and
Switzerland as contributors, and Rwanda as a recipient; and (4) the Ad-
ministered Account for Rwanda, established in 1995 to administer re-
sources contributed by the Netherlands, Sweden, and the United States to
reduce to the equivalent of 0.5 percent a year the charges payable by
Rwanda on a CCFF purchase.58

58For further information on Administered Accounts, see International Monetary Fund, Fi-
nancial Statements (issued quarterly), section on "Financial Statements of Administered Ac-
counts Established at the Request of Members.'*
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The special drawing right is an international reserve asset created by the
IMF following the First Amendment of the Articles of Agreement in 1969.
It was created as a supplement to existing reserve assets and is allocated by
the IMF to members participating in the SDR Department (currently all
members). Its value as a reserve asset derives, essentially, from the commit-
ments of participants to hold and accept SDRs and to honor various obliga-
tions connected with its proper functioning as a reserve asset. Thus, the
functioning of the SDR Department, like that of the General Department, is
based on the principle of mutuality and intergovernmental cooperation.

Participants' holdings of SDRs are part of their international reserves,
together with their holdings of gold, foreign exchange, and reserve posi-
tions in the IMF. The SDR earns for its holders a market-related rate of in-
terest, which is set every week. It is a purely official asset that can only be
held and used by member country participants in the SDR Department, by
the IMF, and by official entities prescribed as "other holders" of SDRs by
the IMF.59 (Commercial banks have created and issued SDR-denominated
financial instruments, which are distinct from the "official" SDR.)

At the time the SDR system was agreed upon in 1967, it was thought
that for the first time the total stock of international reserves and its rate
of growth would reflect deliberate international decisions rather than
being determined solely by the accumulation of balances in reserve cur-
rencies. Thus, it was envisaged that the IMF would become a major source
of supply of both conditional liquidity through its traditional means of
providing financial assistance, and of unconditional liquidity through the
functioning of the SDR system. These views were subsequently reflected
in the Second Amendment to the Articles of Agreement in 1978, which es-
tablished that the obligation of members to collaborate regarding policies
on reserve assets should be consistent with the objectives of promoting
better international surveillance of international liquidity and making the
SDR the principal reserve asset.

59For more on the SDR, see IMF, Treasurer's Department, User's Guide to the SDR: A
Manual of Transactions and Operations in SDRs (Washington, 1995).
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Over time, the characteristics of the SDR as a reserve asset have been
improved through various means, including a reduction in the number of
currencies that enter into the basket that determines its value (from an ini-
tial 16 to 5 currencies), the linking of the rate of return on the SDR to
market yields, and the establishment by the IMF of several arrangements
with members to facilitate operations in SDRs and the buying and selling
of SDRs. For the last decade, all exchanges of SDRs for currencies be-
tween members have been voluntary, and it has not been necessary to
designate a member to accept SDRs in exchange for usable currencies.
However, since the last allocation of SDRs in 1981, there has not been
further agreement on the required global need for additional reserves, and
the total amount allocated has remained unchanged at SDR 21.4 billion.
In addition, SDR-denominated assets have not grown in private financial
markets.

General Allocations and Cancellations of SDRs

The IMF has the authority (Article XV, Section 1, and Article XVIII)
to create unconditional liquidity through general allocations of SDRs to
participants in the SDR Department in proportion to their quotas in the
IMF.60 The IMF cannot allocate SDRs to itself or to other holders it pre-
scribes. The Articles also provide for the cancellation of SDRs, although
to date there have been no cancellations. In its decisions on general allo-
cations of SDRs, the IMF, as prescribed under its Articles, has sought to
meet the long-term global need to supplement existing reserve assets in
such a manner as will promote the attainment of the IMF's purposes and
will avoid economic stagnation and deflation, as well as excess demand
and inflation.

Decisions on general allocations of SDRs are made for successive basic
periods of up to five years.

• SDRs are allocated to each participant as a uniform percentage of its
quota immediately preceding the allocation.

60The Articles of Agreement use only the term allocation, and not general allocation,
which is used in this pamphlet to emphasize the difference from the one-time special alloca-
tion that will take place when the Fourth Amendment of the Articles becomes effective.
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• The first basic period was for three years (1970-72), when a total of
SDR 9.3 billion was allocated. Annual allocations amounted to be-
tween 11 percent and 17 percent of total quotas.

• There were no general allocations in the second basic period,
1973-77.

• In the third basic period, 1978-81, a total of SDR 12.1 billion was al-
located. Annual allocations amounted to between 7 percent and 10 per-
cent of total quotas, which had increased since the earlier allocation.

• There have been no general allocations of SDRs since the third basic
period.

• As of April 30, 1998, SDR 20.36 billion was held by participants,
SDR 0.76 billion by the IMF in the General Resources Account, and
SDR 0.39 billion by prescribed holders (see "Participants and Pre-
scribed Holders" below).

The decision for a general allocation of SDRs follows a set procedure.
First, if the Managing Director has ascertained that a proposal for SDR al-
location has widespread support among SDR participants, he is required
to make such a proposal at least six months before the commencement of
a basic period, or within six months of a request for a proposal from the
Executive Board or Board of Governors, or at such other times as speci-
fied in Article XVIII. Second, the Executive Board must concur with the
proposal. Third, the Board of Governors has the power, by a majority of
not less than 85 percent of its total voting power, to approve or modify the
proposal.61

If the Managing Director, after consultations with participants, con-
cludes that there is no broad support among participants for a general al-
location of SDRs for the next basic period, or that there is no proposal that
he considers to be consistent with the objectives as set forth in the Arti-
cles, he is required to submit a report indicating this finding to the Exec-
utive Board and the Board of Governors.

61The procedures for cancellations of SDRs are broadly the same as those for allocations,
except that cancellations are based on net cumulative allocations rather than quotas. This en-
sures a uniform proportionate reduction for all members, regardless of the number of allo-
cations in which they have participated.
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Equity Issue
After extensive consideration for several years of the issue of a general

allocation of SDRs, in mid-1996 the Managing Director concluded that
there was still no consensus on the finding of a long-term global need,
which is required to support a decision in favor of a general allocation.
However, the Executive Board continued to seek a basis on which to reach
a consensus on a way for all members to receive an equitable share of cu-
mulative SDR allocations, the "equity issue," which had been raised as
early as 1993. Large differences had arisen among members' ratios of cu-
mulative SDR allocations to quotas, for several reasons:

• Since the last allocation of SDRs, agreed upon in 1978 and imple-
mented during 1979-81, 39 countries have joined the IMF—notably
many of the economies in transition—none of which has received an
allocation of SDRs.

• Some members that joined before 1978 have not participated in every
SDR allocation.

• Some members that participated in all allocations have very low ra-
tios of cumulative allocations to quota at present because of past in-
creases in their share in total quotas.

Seminar on the SDR
In March 1996, almost thirty years after the initial agreement on the

SDR system, the IMF brought together a number of outside experts from
the academic world and from public and private financial institutions,
along with IMF staff, for a seminar to consider the future of the SDR.
Main themes emerging from the discussion were the following:

• The globalization of international finances and the development of
private capital markets made it appear unlikely that the SDR would
become established as the principal reserve asset of the international
monetary system in the near future, or that it would evolve from an
unconditional line of credit into a full-fledged world currency. Sev-
eral proposals were made, however, that could facilitate greater de-
mand for SDRs within the public and private sectors.

• There was considerable sentiment in favor of maintaining at least the
present role of the SDR, and the SDR was seen as a possibly very
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valuable tool for dealing with serious difficulties that may be en-
countered in the future in the international monetary system (the
"safety net" role).

• Views over general allocations of SDRs reflected the continuing lack
of consensus on how to interpret the requirement of "long-term global
need" to supplement existing reserves.

• There was general agreement that a solution should be found to the
"equity" issue.

Fourth Amendment to the IMF's Articles

To ensure that all members receive an equitable share of cumulative
SDR allocations, the Board of Governors adopted a resolution on Sep-
tember 23, 1997, approving a proposal for a Fourth Amendment to the Ar-
ticles. The amendment, which will become effective when approved by
three-fifths of the members having 85 percent of the total voting power,
will provide the authority (under Article XV) for a special one-time allo-
cation of SDR 21.4 billion to raise all participants' ratios of cumulative
SDR allocations to quota under the Ninth General Review to a common
benchmark of 29.3 percent, which will double the amount of SDRs al-
ready allocated.

The proposed amendment also provides for future participants62 to re-
ceive a special allocation following the later of (1) the date of their par-
ticipation, or (2) the effective date of the Fourth Amendment, unless they
notify the IMF of their desire not to receive the allocation. The proposed
amendment would not affect the IMF's existing power to allocate SDRs
based on a finding of a long-term global need to supplement reserves as
and when such a need arises.

Valuation of the SDR

The SDR is a reserve asset that consists of a credit entered in the books
of the SDR Department in favor of the member on the occasion of an al-
location. Its value is defined by decision, and the IMF has decided since
1981 to value the SDR in terms of a basket of five major currencies, which
currently are also the five "freely usable" currencies of international fi-

62Future participants are defined as countries that became participants after September 19,
1997, but within three months of the date of their membership in the IMF.
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nancial transactions: the U.S. dollar, the deutsche mark, the Japanese yen,
the French franc, and the pound sterling.

The value of the SDR in terms of the U.S. dollar is calculated daily by
the IMF as the sum of the market values in terms of the U.S. dollar of the
amounts of each of the five currencies in the valuation basket.63 These
amounts, or currency units in the current basket, were derived from the
agreed upon percentage weights of the currencies in the basket, using av-
erage exchange rates for the three months ended December 31, 1995. The
agreed upon shares, or weights, of these currencies were 39 percent for the
U.S. dollar, 21 percent for the deutsche mark, 18 percent for the Japanese
yen, and 11 percent each for the French franc and the pound sterling. The
weights broadly reflected the relative importance of these currencies in in-
ternational trade and payments, as measured by the value of exports of
goods and services of the member countries issuing these currencies and
the amounts of these currencies held as reserves by members of the IMF
over the five-year period 1990-94.

The currencies that determine the value of the SDR and the amount of
each of these currencies are reviewed every five years; the most recent re-
vision was on January 1, 1996. (An illustrative calculation of the value of
the SDR in terms of the U.S. dollar is shown in Table 11.) Because the
daily calculation is based on specified amounts of each currency in the
basket, the weight of each currency in the value of the SDR changes daily
as a result of fluctuations in exchange rates. The value of the SDR in terms
of currencies other than the U.S. dollar is determined by applying the rep-
resentative exchange rates for those currencies in terms of the U.S. dollar
to the SDR value of the dollar. For example, on May 14, 1998, the
deutsche mark was worth SDR 0.419087, given that on that day the rep-
resentative rate for the deutsche mark was US$1 = DM 1.7774 and the
U.S. dollar in terms of SDRs was SDR 0.744886. The IMF publishes daily
the exchange rates for more than 40 currencies in terms of the SDR on the
IMF website (http://www.imf.org).

With the advent of the European Economic and Monetary Union
(EMU) and the introduction of a single currency in 11 European Union
countries in 1999, two of the five currencies that are included in the SDR

63The currencies determining the value of the SDR are the currencies of the five members
whose exports of goods and services during the five-year period ending 12 months before the
effective date of the revision of the valuation basket had the largest value.
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TABLE 11. SDR VALUATION ON JUNE 30, 1998

Currency

Deutsche mark
French franc
Japanese yen
Pound sterling
U.S. dollar

Currency Amount
in the SDR Basket

(1)

0.4460
0.8130

27.2000
0.1050
0.5820

Exchange
Rate
(2)

1.80920
6.06450

139.93000
1.66270
1.00000

U.S. Dollar
Equivalent

(3)

0.246518
0.134059
0.194383
0.174584
0.582000
1.331544

SDR 1= US$1.33154
US$1 = SDR 0.751008

Note: In column 2, exchange rates are in terms of currency units per U.S. dollar except for
the pound sterling, which is expressed in U.S. dollars per pound. All rates are those at noon
in the London foreign exchange market. Column 3 shows the U.S. dollar equivalents of the
currency amounts in column 1 at the exchange rates in column 2 (that is, column 1 divided
by column 2, except for the pound sterling, for which the amounts in the two columns are
multiplied).

basket—the deutsche mark and the French franc—will cease to exist as in-
dependent currencies and will be replaced by the euro. This major devel-
opment in the international monetary system will give rise to various issues
in the valuation of the SDR, including how the weights of the currencies in
the new basket should be determined, which are currently under review.
However, initially it will be possible to substitute euros for deutsche mark
and French francs without changes in the weights, unless the IMF has
adopted a decision revising the method of valuation of the SDR.

SDR Interest Rate, Charges, and Assessment

The SDR as a reserve asset carries a market-related rate of return with
the following characteristics:

• All holders of SDRs earn interest on their daily average holdings, and
all participants that have received allocations of SDRs incur charges
on their cumulative allocations.

• Interest is earned and charges are levied at the same rate.
• The rate of interest on SDR holdings (since August 1, 1983) is calcu-

lated weekly and is equal to the combined market rate of interest, de-
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termined as the weighted-average interest rate or yield on specified
short-term instruments in the money markets of the same five coun-
tries whose currencies are included in the SDR valuation basket.64

• The combined market interest rate used to determine the SDR inter-
est rate is calculated on Friday, enters into effect the following Mon-
day, and applies until the end of the following Sunday.

• Beginning November 1, 1983, SDR interest and charges have been
paid at the beginning of each of the IMF's financial quarters instead
of annually, as had previously been the case.

The weekly SDR interest rate and the rate of remuneration are obtain-
able from the IMF each Friday after 6:00 p.m., Washington time (by call-
ing 202-623-7171), from the IMF website (http://www.imf.org), or from
Reuter's financial services.

Just as a member with holdings of SDRs in excess of its allocations
earns net interest on its excess holdings, a member with holdings below its
allocations pays net charges at the same rate on its net use of SDRs. Con-
sequently, payments of interest and charges are self-balancing; that is, the
net charges payable by net users are exactly sufficient for the payment of
net interest to those that hold SDRs above their allocations, and for the
payment of interest to the IMF's General Resources Account and to pre-
scribed holders. A participant whose holdings match its net cumulative al-
locations of SDRs on average over the financial quarter receives and pays
offsetting interest and charges; consequently, no net income or expendi-
ture is generated. Prescribed holders (see below) and the IMF receive in-
terest on their SDR holdings but are not subject to charges because they
are not allocated SDRs.

The IMF levies an assessment on each participant—in proportion to its
net cumulative allocations—at the end of each financial year (April 30) to
cover the expenses of conducting the business of the SDR Department.
The rate of assessment is generally very small; for the financial year ended
April 30, 1998, it was 0.0206 percent of net cumulative allocations.

^These interest rates are weighted by the same currency units as are used in the calcula-
tion of the value of the SDR. These yields or rates are the market yield for three-month U.S.
treasury bills, the three-month interbank deposit rate in Germany, the rate on three-month
certificates of deposit in Japan, the interest rate on three-month treasury bills in France, and
the market yield for three-month U.K. treasury bills. The instrument (or instruments) to be
used for the euro (that will replace the deutsche mark and the French franc on January 4,
1999) in the determination of the interest rate of the SDR is currently under review.

95

©International Monetary Fund. Not for Redistribution

http://www.imf.org


FINANCIAL ORGANIZATION AND OPERATIONS OF THE IMF

Participants and Prescribed Holders

SDRs are allocated only to members that elect to be participants in the
SDR Department and to observe the obligations of participants. Since
April 7, 1980, all members of the IMF have been participants in the SDR
Department. SDRs can be held by, but not allocated to, the General Re-
sources Account of the IMF and prescribed holders. The GRA receives
SDRs in partial payment of quota subscriptions by members, in charges
on the use of IMF resources, and in repurchases.65

The IMF has the authority to prescribe, as other holders of SDRs, non-
members, member countries that are not SDR Department participants, in-
stitutions that perform the functions of a central bank for more than one
member, and other official entities. As of end-June 1998, there were 15 or-
ganizations approved as prescribed holders.66 These entities can acquire
and use SDRs in transactions by agreement and in operations with partic-
ipants and other holders under the terms and conditions prescribed by the
IMF. They cannot, however, receive allocations of SDRs or use SDRs in
"transactions with designation" (see below). There is no general provision
for prescribed holders to initiate transactions and operations in SDRs with
the GRA; however, in the case of those prescribed holders, if any, that are
lenders to the IMF's GRA, it has been agreed that they may receive inter-
est payments and repayments of principal from the IMF in SDRs.

Uses of SDRs

Participants with a balance of payments need may use SDRs to acquire
foreign exchange in a transaction with designation (that is, one in which

65According to Article V, Section 6(a), the IMF also may buy SDRs from participants in
exchange for other members' currencies. However, there has been no Board decision to im-
plement this option.

66The 15 prescribed holders are three central banks (the Bank of Central African States,
the Central Bank of West African States, and the Eastern Caribbean Central Bank); three in-
tergovernmental monetary institutions (the Bank for International Settlements, the Latin
American Reserve Fund, and the Arab Monetary Fund); and nine development institutions
(the African Development Bank, the African Development Fund, the Asian Development
Bank, the East African Development Bank, the International Bank for Reconstruction and
Development and the International Development Association—respectively the "hard" and
"soft" loan entities of the World Bank Group—the Islamic Development Bank, the Nordic
Investment Bank, and the International Fund for Agricultural Development).
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another participant, designated by the IMF, provides a freely usable cur-
rency in exchange for SDRs). The IMF may designate participants to pro-
vide currencies in exchange for SDRs on the basis of the strength of their
balance of payments and reserve positions. A participant's obligation to
provide currency, however, does not extend beyond the point at which its
SDR holdings amount to three times its cumulative SDR allocations or
such higher limit as may be agreed upon between a participant and the
IMF.

A participant or prescribed holder may use SDRs in a variety of vol-
untary transfers:

• to obtain any currency in transactions by agreement (see below) with
another participant or prescribed holder, provided that the transac-
tion is made at the official exchange rate against the SDR as deter-
mined by the IMF;

• in swap arrangements, in which a participant or prescribed holder
may transfer SDRs to another participant or prescribed holder in ex-
change for an equivalent amount of currency or another monetary
asset, except gold, with an agreement to reverse the exchange at a
specified future date and at an exchange rate agreed upon by the par-
ties;

• in forward operations, in which a participant or prescribed holder can
buy or sell SDRs for delivery at a future date against a currency or
another monetary asset, except gold, at an exchange rate agreed by
the parties;

• to make loans of SDRs, at interest rates and maturities agreed by the
parties (repayments of loans and payments of interest may be made
with SDRs);

• to settle financial obligations to another participant or prescribed
holder;

• as security for the performance of financial obligations, either by
pledging SDRs, which can be earmarked for the duration of the
pledge by being recorded in a special register kept by the IMF, or by
agreeing with another participant or prescribed holder that SDRs will
be transferred as security for the performance of an obligation, and
that the SDRs will be returned to the transferor when its obligation
under the agreement has been fulfilled; and

• in donations (grants).
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As already noted, the IMF holds SDKs in the General Resources Ac-
count. There are sizable transfers of SDRs from participants to the GRA
(regularly for repurchases and charges, and periodically for quota pay-
ments), and from the GRA to participants (most importantly, for pur-
chases and the payment of remuneration).67 Transfers of SDRs among
participants and prescribed holders, as well as transfers to and from the
GRA, are summarized in Table 12. In addition, SDRs may be used under
special arrangements in operations under the SAP and the ESAF, or under
other Administered Accounts of the IMF. Special arrangements are
needed for these operations because the Special Disbursement Account
and Administered Accounts may not hold SDRs.

The designation mechanism guarantees that a participant with a need
to use SDRs for balance of payments purposes is able to obtain an equiv-
alent amount of usable currency for this purpose without delay. This
mechanism constitutes the legal backing of the SDR system and demon-
strates its cooperative basis, in that the usability of the SDR derives from
the willingness of participants to provide usable currencies to other
participants in exchange for SDRs. Participation in the SDR Department
carries with it the obligation to provide currency (within limits) when
designated and the right to use SDRs in case of a balance of payments
need.

Transactions by agreement—that is, voluntary transactions for which
no balance of payments need is required—have played an increasingly
important role over the past decade. Since September 1987, no transac-
tions with designation have taken place because all exchanges of SDRs
for currency were accommodated through transactions by agreement.
The IMF helps to arrange transactions by agreement for members and
prescribed holders by bringing together participants and prescribed hold-
ers that are ready to buy or sell SDRs, either under standing arrangements
or on an ad hoc basis. The cooperation of a number of members in stand-
ing ready to buy and sell SDRs within certain limits (two-way arrange-
ments) has been very helpful in developing the scope of transactions by
agreement.

As of end-June 1998, revolving two-way arrangements for voluntary
SDR transactions had been established with 12 members. Participants en-
tering into such arrangements specify the maximum and minimum levels

67See Chapter H under "Usability of the IMF's Resources.'
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TABLE 12. TRANSFERS OF SDRs
(In millions of SDRs)

Financial Years Ended April 30

1994 1995 1996 1997 1998

Transfers among participants
and prescribed holders

Transactions by agreement
Operations and net interest on

SDR holdings
Transfers from participants to

the General Resources Account
(GRA)

Repurchases
Charges
Quota payments
Interest on GRA's SDR holdings

and assessment
Transfers from the GRA to

participants and prescribed holders
Purchases
Repayments of, and interest
payments on, IMF borrowings

Remuneration
Sales to members to pay charges
Refunds of charges and adjustments

Total transfers

4,085
3,122

963

2,478

642
1,425

71

340

4,370
2,676

462
958
166
108

10,933

9,586
8,987

599

2,857

1,181
1,386

24

266

7,894
5,970

959
815
99
51

20,337

11,905
8,931

2,974

7,683

5,572
1,985

70

56

7,859
6,460

—
1,092

49
258

27,448

8,372
7,411

961

6,035

4,364
1,616

—

55

5,366
4,060

—
1,055

224
27

19,773

9,838
8,567

1,271

4,844

2,918
1,877

—

49

5,574
4,243

—
1,220

20
91

20,255

of holdings within which the IMF is authorized to arrange sales or pur-
chases of SDRs on their behalf, the currencies for which they are pre-
pared to exchange SDRs, and whether transactions are to be settled in
three business days or sooner. These arrangements permit potential pur-
chases or sales of up to SDR 2.5 billion in exchange for U.S. dollars,
deutsche mark, Japanese yen, French francs, and pounds sterling but can,
because of their revolving nature, facilitate a much larger volume of
transactions over time. In addition to the two-way arrangements, one
member has established a standing arrangement to sell SDRs. These two-
way and one-way arrangements have facilitated the smooth functioning
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of the SDR system by accommodating excess demand or supply of SDKs
without recourse to the designation process.68

SDR as a Reserve Asset

Given the relatively small volume of cumulative allocations of SDRs
to date, SDRs accounted for only about 1.7 percent of IMF members'
nongold reserves at end-June 1998. Therefore, the role of the SDR as an
international reserve asset remains rather limited. The SDR as yet has
played only a limited role as a medium of exchange, largely because
SDRs can be held and traded only by official entities. Some payments to
the IMF must, and others may, be made in SDRs.69 In addition, the SDR
has been used to denominate financial instruments created outside the
IMF ("private SDRs"), but the market for private SDRs has remained
limited.

SDR as a Unit of Account

The SDR has, however, an important role as a unit of account. The IMF
and a number of international and regional organizations use it excluj

sively as a unit of account or as the basis for their units of account.70 Sev-

68Although the designation mechanism has not been used for several years, quarterly des-
ignation plans continue to be prepared and approved by the Executive Board. A quarterly plan
lists participants subject to designation and sets maximum limits on the amount of SDRs that
they can be designated to receive within that quarter. Three basic guidelines are followed in
formulating designation plans. First, participants can be subject to designation if their balance
of payments and gross reserve positions are "sufficiently strong." Second, the amounts of des-
ignation for individual participants are determined in a manner that would promote, over time,
equality in the "excess holding ratios" of participants (that is, SDR holdings above or below
allocations as a proportion of the members' official gold and foreign exchange reserves).
Third, a participant's obligation to provide currency against SDRs in designation is limited to
the level at which its excess holdings are twice the level of its net cumulative SDR allocation,
unless the participant and the IMF agree on a higher limit.

69See Chapter II under "Usability of the IMF's Resources."
70These organizations are the African Development Bank, African Development Fund,

Arab Monetary Fund, Asian Development Bank, Common Fund for Commodities, East
African Development Bank, Economic Community of West African States, International
Center for the Settlement of Investment Disputes, International Development Association,
International Fund for Agricultural Development, Islamic Development Bank, and Nordic
Development Fund.
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eral international conventions also use the SDR as a unit of account, no-
tably those expressing liability limits for the international transport of
goods and services. The International Air Transport Association uses
movements in the exchange rates of currencies against the SDR as a trig-
ger to review and revise cargo tariffs in local currencies. At end-June
1998, exchange rates of the currencies of four IMF member countries
were pegged to the SDR.

101

©International Monetary Fund. Not for Redistribution



VI

Measures to Deal with Overdue Financial
Obligations to the IMF

The monetary character of the IMF, and the need for its resources to re-
volve, requires that members with financial obligations to the institution
repay them as they fall due so that these resources can be made available
to other members. Since the early 1980s, overdue obligations to the IMF
have been a matter of great concern because they weaken the IMF's li-
quidity position and impose a cost on other members. The direct cost of
overdue obligations to members is reflected in higher charges for all bor-
rowers and in a lower rate of remuneration paid on remunerated reserve
tranche positions.

Strengthened Cooperative Strategy
Although most of the members that have on occasion failed to meet

their financial obligations to the IMF on time have corrected that situation
after a relatively brief period, a few members have become overdue for
substantial amounts and extended periods of time.

The IMF has developed and implemented a cooperative strategy for re-
solving the problem of members' protracted overdue financial obligations
to it. The strategy, which was strengthened in 1990, has three main ele-
ments: prevention of new cases of arrears; intensified collaboration among
the members in arrears, the IMF, and the international financial commu-
nity to resolve the problem; and measures of deterrence to be taken if a
country with protracted arrears fails to cooperate with the IMF to resolve
its overdue obligations.

• Prevention is the key element in the IMF's cooperative strategy. In
turn, the principal element of prevention is conditionality—namely,
the adequacy of the economic policies and adjustment measures sup-
ported with financing from the IMF to ensure a member's ability to
repay its obligations. Papers to the Executive Board containing a re-
quest to use IMF resources include an explicit assessment of the mem-
ber's medium-term balance of payments viability and capacity to
repay its obligations to the IMF. In recent years, significant efforts
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have been made to enhance surveillance practices to improve the
IMF's ability to identify, at an early stage, emerging economic and fi-
nancial difficulties in member countries. The staff actively monitors
the economic situation of each member that uses IMF resources. If it
appears that arrears may emerge, the staff then consults with the mem-
ber on possible modifications of policies or, if appropriate, the adop-
tion of special financing arrangements to ensure that it has sufficient
resources available to meet its forthcoming obligations to the IMF.

• An important aspect of intensified collaboration, the second element
of the strategy, is the provision of exceptional financial assistance by
creditors and donors for members in arrears that are pursuing strong
growth-oriented adjustment policies. For several eligible members,
the IMF has also provided for the accumulation of "rights" for future
IMF financing (see below).

• Finally, the IMF has strengthened its procedures to deter the develop-
ment of protracted arrears. Measures of deterrence begin with the ces-
sation of disbursements by the IMF as soon as arrears emerge, and
they proceed, if the arrears persist, through a series of steps of in-
creasing gravity, in accordance with a timetable of agreed actions
under the arrears strategy. These may include the formal consideration
of the matter by the Executive Board; communications by the Manag-
ing Director with Governors of the IMF and heads of selected interna-
tional financial institutions; a declaration of the member's ineligibility
to use the IMF's resources; a declaration of noncooperation with the
IMF; and, since the entry into force of the Third Amendment in 1992,
the suspension of a member's voting rights. While the first two steps
involve internal or private communications, the remaining three ac-
tions are publicized. The final step would be the initiation of proce-
dures for the compulsory withdrawal of the member from the IMF.

The cooperative strategy has successfully reduced the number of cases
of arrears, both short-term and protracted, and the volume of arrears to the
IMF. It is anticipated that the vigorous pursuit of this strategy will lead
eventually to the successful resolution of the remaining arrears cases. The
total amount of the IMF's claims on members that are six months or more
overdue is indicated in the Annual Report and the financial statements of
the IMF, together with a list of the relevant members and the amounts and
duration of each member's overdue obligations.
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Third Amendment of the IMF's Articles

The Third Amendment of the Articles, which entered into force on No-
vember 11, 1992, stipulates that a member that has been declared ineligi-
ble to use the general resources of the IMF and that persists in its failure
to fulfill any of its obligations under the Articles can have its voting and
certain related rights suspended by an Executive Board decision with a 70
percent majority of the total voting power. Suspension is an additional
sanction under the Articles that provides an intermediate measure between
a declaration of ineligibility and compulsory withdrawal. As of April
1998, the Executive Board had suspended the voting and related rights of
two members in protracted arrears to the IMF—the Democratic Republic
of the Congo and Sudan. The Board may, by a 70 percent majority of the
total voting power, terminate a suspension at any time.

The Rights Approach

For members with protracted arrears, the IMF since 1990 has followed
an approach whereby a member, while still in arrears, may accumulate
rights toward a future disbursement from the IMF on the basis of sus-
tained performance under an IMF-monitored adjustment program. The
availability of the rights approach has been limited to those 11 members
that had protracted arrears to the IMF at the end of 1989 and that had
adopted a comprehensive economic program endorsed by the Executive
Board. Eight of the members then in protracted arrears have since become
current with the IMF, three through the rights approach and the other five
through other arrangements. The Executive Board has extended the avail-
ability period of the rights approach for the three remaining eligible mem-
bers until the Spring 1999 meeting of the Interim Committee.71

Rights accumulation programs adhere to the macroeconomic and struc-
tural policy standards associated with programs supported by Extended
and ESAF Arrangements, and performance is monitored quarterly. In par-
ticular, the programs are based on policies that help create the conditions
for sustained growth and substantial progress toward external viability.

71Nevertheless, the future of the rights approach and the Second Special Contingent Ac-
count (SCA-2) (see below) would be considered earlier, as appropriate, in light of ongoing
discussions on funding for the interim ESAF and the HIPC Initiative.
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These programs and policies may need to be accompanied by exceptional
support from creditors and donors. The member is also expected to make
maximum efforts to reduce its outstanding overdue obligations to the IMF
during the period of the program. However, it has been envisaged that,
where necessary, rights can be accumulated up to the equivalent of the
overdue obligations to the IMF that were outstanding at the beginning of
the program.

Upon completion of a rights accumulation program, clearance of the
member's arrears to the IMF, and approval by the IMF of a successor
arrangement, the member is able to encash its accumulated rights as the
first disbursement under the successor financial arrangement. Since the
adoption of the rights approach through June 30, 1998, Peru, Sierra
Leone, and Zambia have completed rights accumulation programs,
cleared their overdue obligations to the IMF with the assistance of bridge
loans from other members, and encashed their accumulated rights. Suc-
cessor arrangements have taken the form of either Extended or SAP and
ESAF Arrangements.

In February 1993, the IMF pledged up to 3 million ounces of its gold
holdings, if needed, as additional security for use of the resources of the
ESAF Trust in the encashment of accumulated rights.72

Strengthening the IMF's Financial Position

During the early to mid-1980s, the IMF's financial position began to be
affected significantly by the failure of some members to settle their finan-
cial obligations to the IMF when they fell due. To avoid an overstatement
of actual income, the Executive Board decided in March 1985 that charges
due but not settled from members in arrears to the IMF for six months or
more were to be reported as deferred, rather than current, income. Since
that time, charges accrued from those members and not paid are excluded
from income unless the member becomes current in paying its charges.

Since May 1986, the financial consequences of overdue obligations to
the IMF have, to the extent possible, been shared equally between debtor
and creditor member countries (burden sharing). Under the burden-
sharing mechanism, the rate of charge is increased, and the rate of remu-
neration is reduced, so as to generate enough resources to offset income

72See Appendix I.
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forgone as a result of the deferral of charges. However, the average rate of
remuneration for an adjustment period cannot be reduced to less than 85
percent of the SDR interest rate for the purpose of generating resources to
offset deferred charges and to contribute to the First Special Contingent
Account (SCA-1; see below), unless the Executive Board so decides. In
any case, under the IMF's Articles, the rate of remuneration cannot fall to
less than 80 percent of the SDR interest rate. When deferred charges are
settled by members in protracted arrears, equivalent amounts are distrib-
uted to members that previously paid higher charges or received reduced
remuneration.

The IMF levies additional special charges on overdue obligations. For
overdue obligations to the IMF (in the GRA or SDA), special charges
apply only to members whose arrears are of less than six months' dura-
tion.73 The rate of special charge on overdue charges in the GRA is set
equal to the SDR interest rate, while the rate of special charge on overdue
repurchases is set equal to the positive margin, if any, between the SDR
interest rate and the basic rate of charge.74 A reduced rate of additional in-
terest is levied on overdue Trust Fund and SAP obligations. In accordance
with provisions of the ESAF Trust Instrument, overdue interest or overdue
loan repayments to the ESAF Trust are charged interest at the SDR inter-
est rate (instead of the rate of Vi of 1 percent on ESAF loans).

To further strengthen its financial position, in view of the existence of
overdue obligations, the IMF established the first Special Contingent Ac-
count at the end of financial year 1987 and placed SDR 26.5 million into
this account. Since then, precautionary balances held in the account have
been further increased by the equivalent of 5 percent of the IMF's reserves
at the beginning of each financial year. Additions to the account are gen-
erated by quarterly adjustments to the rate of charge and the rate of remu-
neration under the burden-sharing mechanism, resulting in equal contri-
butions by debtor and creditor member countries. Balances in the account
are to be distributed to the members that shared in the cost of financing
them when there are no longer overdue charges or repurchases, or sooner

73Special charges are limited to members with arrears of less than six months because
these charges may have an incentive effect at early stages of arrears, but in the longer run
they may add to the problem of members' overdue obligations, making eventual settlement
more difficult.

74Since May 1993, the basic rate of charge has exceeded the SDR interest rate. As a result,
no special charges on overdue repurchases have been levied.
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if the IMF so decides. A total of SDR 883.9 million was held in the First
Special Contingent Account as of April 30, 1998.

In the context of the strengthened arrears strategy, the IMF extended, ef-
fective July 1, 1990, the burden-sharing mechanism among debtors and
creditors to provide additional liquidity and to protect against risks asso-
ciated with outstanding purchases arising from the encashment of rights
under the rights approach. This extension was designed to accumulate
SDR 1 billion in the Second Special Contingent Account (SCA-2) to be fi-
nanced through further adjustments to the rates of charge and remunera-
tion so that creditor and debtor members would contribute to the account
in a ratio of 3 to 1. Because the target of SDR 1 billion was met in Febru-
ary 1997, these additional quarterly adjustments to the rates of charge and
remuneration were terminated as of the end of the 1997 financial year.
When all outstanding purchases relating to the encashment of rights have
been repurchased, or sooner if the IMF so decides, accumulated amounts
in the account will be distributed to members that paid higher charges or
received reduced remuneration. In addition, if the rights approach were
terminated, balances in the SCA-2 in excess of outstanding purchases re-
lating to the encashment of rights would be refunded to contributors.
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Role of Gold in the IMF

Gold Prior to the Second Amendment

Before the breakdown of the Bretton Woods system in the early 1970s
and the subsequent amendment of the Articles, gold occupied a central
role in the international monetary system. The value of each currency was
expressed in terms of gold (par value), and members were obliged to keep
the exchange rates for their currencies within 1 percent of parity. In prac-
tice, most countries fulfilled these obligations by observing the par value
against the U.S. dollar and by buying or selling their currencies for U.S.
dollars, while the United States undertook to buy and sell gold freely for
U.S. dollars at $35 per fine ounce, the par value of the U.S. dollar, which
was equivalent to US$1 per 0.888671 gram of fine gold. This was also the
"official price" of gold, at which all IMF transactions and operations in
gold were conducted.

Gold also played an important role in transactions between the IMF and
its members. For example, countries normally paid 25 percent of their
IMF quota, as well as quota increases, in gold. Members could purchase
any other member's currency by selling gold to the IMF, some repur-
chases were required to be made in gold, and charges on the use of the
IMF's resources were payable in gold. In addition, the IMF could sell gold
to members to replenish its holdings of currency.

In private markets, the price of gold at times diverged from the official
parity price. In 1961, a "gold pool" was formed by the central banks of
seven large European countries, which agreed to cooperate with the U.S.
Federal Reserve to operate in the London gold market to stabilize prices
around the official price. Following heavy sales of gold by the participat-
ing central banks in late 1967, the pool was abolished, and in March 1968
the central banks announced that they would no longer intervene in the
private gold market. This led to the segmentation of the market for gold
into two tiers: an official market, where transactions were made at the of-
ficial price, and the private market, where prices were determined by sup-
ply and demand.
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The First Amendment of the Articles, which became effective in July
1969, provided for the creation of the SDR, but did not fundamentally
change the par value system and role of gold in the IMF. The SDR was de-
fined in terms of gold (0.888671 gram of fine gold, the equivalent of the
par value of the U.S. dollar). Although most of the gold provisions of the
Articles were left unchanged, SDRs, in addition to gold and currencies,
became usable for conducting operations and transactions with members.
For example, the IMF could sell SDRs as well as usable (hard) currencies
in purchases (drawings) and accept SDRs in repurchases (repayments),
and members could pay charges in SDRs; the IMF could also sell SDRs
to replenish its holdings of currencies. SDRs were not, however, directly
convertible into gold in official transactions.

Gold After the Second Amendment

In August 1971, the United States announced that it would no longer
buy and sell gold at the official price. This announcement was followed
shortly by the effective breakdown of the Bretton Woods par value system,
with the devaluation of the U.S. dollar in December 1971, and by the gen-
eralized floating of exchange rates in March 1973.

A series of discussions on the structure of the international monetary
system, including the roles of gold, SDRs, reserve currencies, and the
convertibility of currencies into reserve assets in a reformed system,
formally began in July 1972 and extended for several years. They even-
tually led to the Second Amendment of the Articles, which came into
effect in April 1978. The Amendment contained comprehensive new
provisions that were designed to reduce the role of gold in the interna-
tional monetary system and the IMF, and to make the SDR the principal
reserve asset in the system. The financial operations and transactions of
the IMF were adapted in part to reflect these two objectives.

Gold is reported as an asset in the IMF's balance sheet and financial
statements but is not used in its regular operations and transactions.
The IMF does not have the authority to buy gold; it may only accept
payments from a member in gold at a price agreed upon for each operation
or transaction on the basis of market prices, with Executive Board
approval by a majority of 85 percent of the total voting power. With the
same majority, the IMF may decide to sell gold at market prices
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(see Box 4) or to "restitute" gold.75 In any operation or transaction in gold,
the IMF must avoid managing its price or establishing a fixed price in the
gold market. Furthermore, the IMF may not engage in such gold transac-
tions as loans, leases, or swaps and may not use gold as collateral.76

In accordance with the Articles, since the date of the Second Amend-
ment the IMF's assets have been valued in terms of the SDR. Gold held
by the IMF at the time of the Second Amendment is valued at SDR 35 for
an ounce of fine gold, the former official price for gold, whereas the val-
uation of gold accepted by the IMF after that date is decided by the Exec-
utive Board. Gold is valued at SDR 35 an ounce for operational purposes
(for example, for the operational budget and the designation plan). How-
ever, the IMF has discretion as to how gold is valued for these operational
purposes and also for statistical or analytical purposes.

IMF's Gold Sales in 1976-80
Following understandings reached by the Interim Committee in 1975,

the IMF sold 50 million ounces of gold during 1976-80, reducing its hold-
ings by a third, to 103.4 million ounces from 153.4 million ounces.77

A total of 25 million ounces of gold was sold at public auctions for the
benefit of developing countries from mid-1976 to mid-1980. The auctions
were conducted at regular intervals (initially every six weeks and subse-
quently each month) at a rate of about half a million ounces a month. The
sales yielded profits (see Box 4) of $4.6 billion, of which $1.3 billion was
distributed to developing countries in proportion to their IMF quotas and

75The IMF may sell gold held on the date of the Second Amendment to countries that were
members on August 31, 1975 (and Papua New Guinea) and that agree to buy it in proportion
to their quotas on that date. The sale to a member would be in exchange for its currency at
the price of SDR 35 per fine ounce and would in effect represent a "restitution" of gold to
those members.

76According to the Articles, the IMF can only use its gold by selling it (that is, transferring
its ownership at a price). Loans, leases, or the use of gold as collateral do not involve the
transfer of ownership. A swap would involve the transfer of ownership but also an agreement
that gold would be returned to the IMF at a later date at an agreed price, while the acquisi-
tion of gold by the IMF is limited in the Articles to the acceptance of gold for payments at a
price agreed "on the basis of prices in the market." Prices are meant to be those prevailing
in the market at the time gold is accepted by the IMF (and not, for example, the price that
might have prevailed at the time of a swap transaction).

77These sales were started before the Second Amendment became effective in 1978, and
transitional provisions were included in the Amendment for their completion.

110

©International Monetary Fund. Not for Redistribution



Appendix! Role of Gold in the IMF

Box 4 SAU& ot <Jou> AT MAHKBT fwxm m TOE
CURRENT ARTICLES

* The IMF may seE any part of its gold for the cuitency of a member,
with Executive Board approval by a majority of 85 percent of the total vot*
ing power*

* Sales $hall Ibe at a price agreed upon for each transaction on the basis of
prices IB the market,

* If the gold that is sold was acquired prior to ffae effective date of the
Second Amendment, the "capital value" of the gold sold (the value at the
price of SDR 35 a fine ounce) must be placed in the General Resources Ac-
coont (0RA)*

« The net proceeds of a sale of gold in excess of the capital value
("profits**) must be placed in the Special Disbursement Account <SDA)*
except that a part may be transferred to the Investment Account by a deci-
sion that requires an 85 percent majority of the total voting power, (The in*
come from investments in the Investment Account—auttori^ed by the
Articles but not yet activated—may be used to meet the e&penses of con-
ducting the business of the MR including both operational and adminis-
trative expenses.)

* Hie assets of the SDA, which may be invested in mcome-produeing and
marketable obligations of members or of international financial organiza-
tions, may be used at any time for any of the following purf*c$es;

(1) to make transfers of currency to $ie ®RA for immediate use in f$g*
ular operations and transactions (with a 70 percent majority of the
total voting power);

(2) for other operations and transactions, including to make balance of
payments assistance available on special terms to davefeptfcg mem-
bers in difficult circumstances; for this purpose, the IWQF will have
to take into account the level of per capita income of developing
members and may take into account other appropriate criteria, but
assistance must be on a uniform basis (use of assets f&r this purpose
requires an 85 percent majority of the total voting power)i 

(3) to distribute directly to developing country members ttiat ww
members on August 31, 1975, in proportion to their quotas on $*g|
date, such part of the assets that Hie IMF decides to use for die pur-
poses of (2) above as corresponds to the proportion of the quotas of
these members on the date of distribution to the total 6f tfo Xjito$i&
of al! members on the same date (use of assets for tMs purpose re-
quires an 85 percent majority of the total voting power), 

111

©International Monetary Fund. Not for Redistribution



FINANCIAL ORGANIZATION AND OPERATIONS OF THE IMF

the remaining $3.3 billion was made available for long-term low-interest
(Trust Fund) loans to eligible low-income developing countries.78

The other 25 million ounces of gold were sold at the official price of
SDR 35 an ounce ("restituted") to the 128 countries that were members on
August 31, 1975, and Papua New Guinea.79 Restitution transferred to
members the ownership of gold on the basis of the then-prevailing IMF
quotas in exchange for currency at the former official price of gold. Resti-
tution was carried out in four annual installments beginning in 1977 and
was calculated in proportion to members' quotas on August 31, 1975.

The capital value of the 50 million ounces of gold sold (SDR 1.75 bil-
lion) was placed in the IMF's General Resources Account (GRA). An
overview of the elements of the gold sales is provided in Figure Al.

Gold Price Developments

Under the par value system, the monetary authorities maintained the
price of gold at or close to the official level of $35 a fine ounce by ab-
sorbing any imbalances between market supply and demand. The gold
market thereby functioned more as a distribution mechanism for the phys-
ical supply of gold than as a price-setting device. With the abolition of the
gold pool in 1968 and formal elimination of the convertibility of the U.S.
dollar into gold in late 1971, a global market for gold as an asset in its own
right and as a commodity developed. Major determinants of price fluctu-
ations in this market have been investment demand (hoarding or dishoard-
ing) and official activity. The stock of gold holdings is currently estimated
at about 50 years of new gold from mines, and shifts in investor sentiment
and central bank management practices therefore tend to have a relatively
large short-run impact on gold market prices.

The sharp increase in the gold price at the time of the IMF auctions dur-
ing 1976-80 was associated with an increase in investment demand partly
in response to the accelerating rate of inflation (and negative real interest
rates) in the major industrial countries (Figure A2). With the temporary

78Subsequent repayments of such loans were used in part to subsidize the cost of using the
Supplementary Financing Facility (SFF) and in part to finance the Structural Adjustment Fa-
cility (SAF). They were also used to help fund the ESAF Subsidy Account, as well as to build
up the ESAF Reserve Account.

79The membership resolution for Papua New Guinea was adopted by the Board of Gover-
nors on August 31, 1975, and the country became a member of the IMF on October 9, 1975.
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FIGURE Al. IMF GOLD SALES PROGRAM, 1976-80

50 million ounces

1976: IMF decides to reduce its gold holdings by a third (to 103.4 million ounces from 153.4
million ounces), half through auctions and half through restitution (distribution) to members

25 million ounces

1976-80: Gold sold at 45 auctions at
an average price of $228 per fine

ounce

Proceeds: $5.7 billion

25 million ounces

1976-80: Gold restituted (distributed)
to members at the official price of

SDR 35 per fine ounce

Proceeds: SDR 874.2 million

Retained in General Resources Account

SDR 874.2 million
($1.1 billion)

Capital value at SDR 35
per fine ounce retained in

General Resources Account

$4.6 billion

Profits made
available to de-
veloping coun-

tries

$1.3 billion

Profits distributed to devel-
oping country members in

proportion to quotas

$3.3 billion

Profits available for
concessionary Trust

Fund lending
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FIGURE A2. PRICE OF GOLD
(U.S. dollars an ounce; end of month)

Source: IMF, International Financial Statistics (IPS).
Note: London afternoon gold fix, January 1988—May 1998.
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collapse in the demand for gold for fabrication purposes (jewelry, indus-
try) in the late 1970s and investor dishoarding in the early 1980s, the gold
price declined sharply from a peak of $850 a fine ounce in January 1980
to a low of $285 a fine ounce in February 1985. Afterwords, the gold price
remained largely in the range of $300-$400 a fine ounce, except for a tem-
porary price rise in 1987-88.

Over the past two years, declining investment demand and increased
mobilization of official holdings have caused a decline in the price of
gold, which has sometimes fallen to less than $300 a fine ounce. Further-
more, a combination of sustained economic growth and low inflation in
the industrial economies has eroded the perceived value of gold as a hedge
against inflation.

Policies on Gold Since the Early 1980s

The IMF has not sold any of its gold since May 1980. It now holds 103.4
million fine ounces of gold with a book value—at the former official price
of SDR 35 a fine ounce—of SDR 3.6 billion.80 The IMF acquired all of the
gold it holds before January 1, 1974, at the former official price,81 mainly
from members paying their original quota subscriptions, subsequent quota
increases, and charges in gold. These holdings, which make the IMF the
second-largest official holder of gold, are part of the IMF's general re-
sources held in the General Resources Account.

A general review of the use of the IMF's gold took place in late 1979
and early 1980 in the context of ongoing discussions on the reform of the
international monetary system. There was general agreement that the in-
stitution should be cautious and prudent in its approach to using its re-
maining stock of gold and that any further sales should be of limited
amounts and should be undertaken only to promote the IMF's purposes in
ways that commanded the broadest possible consensus among its mem-
bership. Reflecting the emphasis on the preservation of the IMF's capital
and on maintaining the strength of its financial position, the profits from
any gold sales should be used whenever feasible to create an investment
fund, of which only the income would be used.

80On April 30, 1998, the price of gold in London was SDR 230.7 an ounce.
81Except for about 21,300 ounces that the IMF accepted from Cambodia in 1992 in dis-

charge of its overdue financial obligations.
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Since then, the Executive Board has discussed ad hoc use of the IMF's
gold on various occasions, most notably in the context of providing
assurances to those members that lend to the ES AF Trust. If it appeared
that any delay in payment by the trust to lenders would be protracted, the
IMF has undertaken to consider all initiatives necessary to ensure full
and expeditious payment to lenders, including the use of gold. In
addition, the IMF has agreed, if necessary, to mobilize gold to further
reassure ES AF creditors that they would be repaid for ES AF loans made
to encash rights under the "rights accumulation approach." For this
purpose, in 1993 the IMF decided—with the required 85 percent major-
ity of the total voting power—to sell up to 3 million ounces of gold if it
were determined that the resources in the ESAF Trust Reserve Account
(plus other available means of financing) were insufficient to meet
payments to be made from that account to ESAF lenders. The shortfall
would be covered by gold sales to the extent of previous drawings on the
Reserve Account attributable to overdue repayments of loans for the
encashment of rights, plus the interest earnings forgone on such
drawings.

Mobilization of IMF gold reserves has also been considered in discus-
sions of the financing of the ESAF and the HIPC Initiative. In late 1996 it
was agreed that if a financing gap remained after all efforts had been made
to secure the maximum possible bilateral contributions, there could be re-
course to the sale of a moderate amount of the IMF's gold, not to exceed
5 million ounces. It was understood that the use of resources for ESAF-
HIPC would be limited to the interest income on the investment of the
profits generated through such sales, while the profits themselves (as de-
fined in Box 4) would be preserved. As of June 30,1998, efforts were con-
tinuing to obtain the maximum feasible bilateral contributions for the
ESAF-HIPC Trust.

The IMF's continued holding of gold involves considerable direct and
indirect carrying costs in terms of remuneration expense and of interest in-
come forgone. The alternatives to holding gold in the General Resources
Account are to hold either (1) more currencies that can be used in trans-
actions or (2) more SDRs. If the IMF held currencies instead of gold, it
would save the remuneration expense it now incurs. If it held SDRs in-
stead of gold, it would receive interest income. In addition, there is an op-
portunity cost in terms of the income that could be earned on the unreal-
ized value of the IMF's gold holdings in excess of the value in the
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financial statements—in other words, its market value over its book
value.82

Against these costs, several reasons have been put forward to justify the
IMF holding gold as a major component of its assets. (1) The IMF's gold
holdings are an undervalued asset. The potential unrealized gain on these
holdings may be considered a significant element adding to the overall
strength of the IMF, that is, its basic—or ultimate—reserve. (2) The IMF's
gold holdings are also seen as being available in case of need to meet cred-
itors' claims on the institution in the event of liquidation, and to replenish
the IMF's currency holdings if the IMF does not at some time have liquid
resources to encash members' reserve positions in the institution, includ-
ing claims arising from IMF borrowing. (3) The stock of gold enhances
the IMF's ability to respond to unexpected systemic developments—that
is, gold should be held as a reserve against various future, unspecified
contingencies.

An important element in considering potential gold sales by the IMF is
that such sales—or even the announcement of an intent to sell—could, at
least in the short run, cause the market price of gold to fall. Various offi-
cial holders of gold that value their stock at or in relation to the market
price may view with concern a sharp decline in the value of their holdings
because of an announced program of gold sales by the IMF.

In 1995, the Executive Board reviewed the role of gold in the IMF. Tak-
ing into account the above considerations, the Board reached broad agree-
ment that the IMF's policy on gold should be governed by the following
principles:

• Gold provides a fundamental strength to the IMF's balance sheet, giv-
ing it operational maneuverability and adding credibility to the level
of its precautionary balances. Thus, any mobilization of gold should
be carefully thought out to avoid any weakening in the IMF's overall
financial position.

82At the average SDR interest rate during the financial year ended April 1998 of 4.2 per-
cent a year, for each million ounces of gold held by the IMF (1) a remuneration expense of
SDR 1.5 million a year would be incurred, and (2) interest income would be forgone on the
gold's unrealized value—that is, the difference between the market price of gold and the
IMF's book value (SDR 35 per ounce) in an amount of about SDR 8 million a year (based
on an average market price for gold of $316 an ounce and an average SDR value of $1.36
an SDR).
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• The IMF should continue to hold a relatively large amount of gold
among its assets, not only for prudential reasons, but also to meet un-
foreseen contingencies.

• The IMF is the second-largest official holder of gold in the world,
with about 10 percent of total official gold stocks of member coun-
tries, and thus has a systemic responsibility. It must take great care to
avoid causing disruption that would have an adverse impact on all
gold holders and gold producers, as well as on the functioning of the
gold market.

• A sale of gold by the IMF must not weaken its financial position and,
if possible, should strengthen it. In practice, therefore, the capital
profits of any sale of gold should be retained; only the income deriv-
ing from the investment of those profits should be used for any cur-
rent operations that might be agreed upon.
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Some Illustrative Calculations and Concepts

Reserve Tranche Position

The reserve tranche position of a member is the difference between
(1) the member's quota and (2) the IMF's holdings of its currency, ex-
cluding holdings acquired as a result of the member's use of IMF credit,
when the IMF's holdings are less than the member's quota. Holdings in
the IMF No. 2 Account that are less than Vio of 1 percent of the mem-
ber's quota are also excluded from the calculation. Table Al illustrates
the calculation of a member's reserve tranche position. (See also Figure
2 in Chapter II.)

TABLE Al. ILLUSTRATIVE CALCULATION OF
RESERVE TRANCHE POSITION

(In SDRs and domestic currency units)

Item

Quota
Currency holdings by IMF2

Less use of IMF credit
Less balance in IMF

No. 2 Account
Adjusted currency holdings
Reserve tranche position

Amount in
SDRs

2,000
1,800222
(200)0)

(2)
1,60000

400

Amount in
Domestic Holdings

Currency Units Rate1

10,000 SDR 1 = Cu 5
9,01000)

(1,000)

(10))
8,000
2,000

Note: This table uses simple numbers for illustrative purposes. Actual reserve tranche cal-
culations are complicated by the determination of the appropriate figure for currency hold-
ings (see footnote 2), by rules about the number of significant digits and currency decimals,
and so forth.

!See Glossary; Cu = member's currency unit.
2For the purpose of calculation of the reserve position of a member, the IMF's holdings of

a member's currency include the valuation adjustment, receivable or payable, but exclude
holdings arising from the use of IMF credit and holdings in the IMF No. 2 Account not in
excess of Mo of 1 percent of quota.
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Remuneration

The IMF remunerates (pays interest) immediately following the end of
each of the its financial quarters (July, October, January, and April) on a
member's average remunerated reserve tranche position. A member's re-
munerated reserve tranche is that part of its reserve tranche that is equal to
the difference between (1) the member's norm and (2) the IMF's holdings
of its currency other than excluded holdings (holdings acquired as a result
of a member's use of IMF credit and holdings in the IMF No. 2 Account
that are less than Vio of 1 percent of the member's quota). (See the Glos-
sary, Norm for Remuneration, for a definition.) At the end of April 1998,
the norm for all members averaged 94.5 percent of quota.

Because remuneration accrues daily, the remunerated reserve tranche
position is determined for each day, and the rate of remuneration is then
applied to the daily position. The basic rate of remuneration is at present
equal to the SDR interest rate. This rate is adjusted at the end of each fi-
nancial quarter in accordance with the decisions on burden sharing. Most
payments of remuneration are made in SDKs, although each member has
the option to request payment in its own currency.

An illustrative calculation of remuneration is included in Table A2.

Charges and Interest

When a member purchases (draws) other members' currencies or SDRs
from the IMF, it incurs charges for the use of IMF credit. Purchases in the
reserve tranche are not considered to be a use of credit but rather a use of
a reserve asset and, accordingly, are not subject to charge or to repurchase.
A member can have access to the IMF's various credit facilities without
first purchasing its reserve tranche.

A single periodic rate of charge (that is, interest rate) applies to the use
of IMF credit financed from its general resources, except under the Sup-
plemental Reserve Facility where a surcharge is added (see "Schedule of
Charges" in Chapter II). The rate of charge is set as a proportion of the
SDR interest rate and varies weekly with changes in that rate. (For finan-
cial year 1999 the proportion of the SDR interest rate has been set at 107
percent.) The rate of charge is adjusted at the end of each financial quar-
ter under the decisions on burden sharing. Charges on the use of general
resources are payable after the close of each financial quarter.
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TABLE A2. ILLUSTRATIVE CALCULATION OF MEMBER'S REMUNERATION
(In SDKs unless otherwise noted)

Norm = SDR 5,003,700,000

Average Holdings1

of Member's Holdings
Currency Below Norm

Period (1) (2)

Day 1 to day 3 2,877,449,000 2,126,251,000
Day 4 to day 10 2,884,741,000 2,118,959,000
Day 11 to day 17 2,922,910,000 2,080,790,000
Day 18 to day 24 2,904,859,000 2,098,841,000
Day 25 to day 31 2,981,219,000 2,022,481,000

1 . Remuneration before burden sharing
Average daily balance (for the month): 2,084,717,
Adjustments to remuneration under burden sharing
Adjustment for deferred charges at 0.47 percent
Adjustment for SCA-1 at 0.24 percent3

2. Burden sharing
3. Remuneration after burden-sharing adjustments

Rate of
Remuneration

(in percent)
(3)

4.21
4.23
4.25
4.27
4.27

,742
2

Amount
(2) x (3)/365

x No. of Days
(4)

735,741
1,718,969
1,695,986
1,718,750
1,656,218

7,525,664

(832,174)
(424,940)

(1,257,114)
6,268,550

Excluding holdings resulting from the use of IMF credit and holdings in the IMF No. 2
Account that are less than Mo of 1 percent of quota.

Adjustments are calculated on the basis of the average daily balance for the month
mutiplied by the adjustment rate (computed for 31 days in this example). For example,

832,174 = 2,084,717,742 x (0.47 percent/365) x 31.
Note that the adjustment rates shown above are for illustrative purposes; these rates are de-
termined retroactively at the end of each financial quarter.

3SCA-1 is the first Special Contingent Account (see Chapters II and VI).

The rate of charge applies to the daily balance of all outstanding pur-
chases during the quarter. A repurchase is applied against the balance of
the outstanding purchase to which it relates and, accordingly, reduces the
balance of the purchase that is subject to charge. Table A3 provides an il-
lustrative example of the calculation of the IMF's periodic charges.

In addition, special charges are levied on obligations overdue for less
than 180 days to recover the direct financial costs to the IMF resulting
from late payments (see Chapter VI). Overdue repurchases are subject to
an additional rate of charge equal to the excess, if any, of the SDR inter-
est rate over the "basic" rate of charge. The SDR interest rate applies as a
special charge to overdue charges.
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TABLE A3. ILLUSTRATIVE CALCULATION OF PERIODIC CHARGES
(In SDKs unless otherwise noted)

Average Credit
Outstanding,

Ordinary and Borrowed
Resources1

Period (1)

Day 1 to day 3 42,200,000
Day 4 to day 10 42,200,000
Day 11 today 17 41,628,571
Day 18 to day 24 40,200,000
Day 25 to day 31 40,200,000

1 . Charges before burden sharing
Average daily balance (for the month) : 4 1 , 1 67
Adjustments to charges under burden sharing2

Basic Rate
of Charge

(in percent)
(2)

4.50
4.53
4.55
4.57
4.57

,742

Adjustment for deferred charges at 0.40 percent
Adjustment for SCA-1 at 0.23 percent3

2. Burden sharing
3. Charges including burden-sharing adjustments

Amount
(1) x (2)/365 x

No. of Days
(3)

15,608
36,662
36,325
35,233
35,233

159,061

13,986
8,042

22,028
181,089

Note: A single rate of charge applies to all use of the IMF's general resources, with a sur-
charge added for use of resources under the Supplemental Reserve Facility. No such use is
assumed in the calculations in this table.

Charges are based on the average daily balance of purchases outstanding.
Adjustments are calculated on the basis of the average daily balance for the month mul-

tiplied by the adjustment rate (computed for 31 days in this example). For example,
13,986 = 41,167,742 X (0.40 percent/365) X 31.

Note that the adjustment rates shown above are for illustrative purposes; these rates are de-
termined retroactively at the end of each financial quarter.

3SCA-1 is the first Special Contingent Account (see Chapters II and VI).

A highly concessional interest rate, equal to 1A of 1 percent, is levied on
loans outstanding under the Structural Adjustment Facility (SAP) and En-
hanced Structural Adjustment Facility (ESAF).

Currency Valuation Adjustment
Pursuant to Article V, Section 11 of the Articles of Agreement, each

member agrees to maintain the SDR value of its currency that the IMF
holds in the General Resources Account. At least once each year (April
30), a current exchange rate of each member's currency to the SDR is de-
termined (on the basis of the current representative rate for the currency;
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TABLE A4. ILLUSTRATIVE CALCULATION
OF CURRENCY VALUATION ADJUSTMENT

(In domestic currency units)
Example 1: SDR rate

Account

IMF No. 1 Account
IMF No. 2 Account
Securities Account

Total

increased from SDR

Balance
Before Change

in Rate

4,500,000
2,000

6,000,000
10,502,000

Example 2: SDR rate decreased from SDR

Account

IMF No. 1 Account
IMF No. 2 Account
Securities Account

Total

Balance
Before Change

in Rate

4,500,000
2,000

6,000,000
10,502,000

1.15 to SDR 1.185

Adjusted
Balance

After Change
in Rate

4,367,089
1,941

5,822,785
10,191,815

1.15 to SDR 0.985

Adjusted
Balance

After Change
in Rate

5,253,807
2,335

7,005,076
12,261,218

per currency unit

Currency
Valuation

Payable by
the IMF

132,911
59

177,215
310,185

per currency unit

Currency
Valuation

Receivable by
the IMF

753,807
335

1,005,076
1,759,218

Note: The adjusted balance, after a change in the SDR/currency unit rate, is calculated by
multiplying the account balance by the previous SDR/currency unit rate and dividing the re-
sult by the new SDR/currency unit rate. In each instance, the SDR value of the holdings (in-
cluding the valuation adjustment) following a change in the rate is equal to
the SDR value before the change in the rate. For example, where Cu indicates the member's
currency units, Cu 10,502,000 at the SDR/Cu rate of 1.15 is equal to SDR 12,077,300; sim-
ilarly, Cu 10,191,815 at the SDR/Cu rate of 1.185 is also equal to SDR 12,077,300.

see Glossary), and the IMF's holdings of members' currencies are reval-
ued. The IMF will also revalue a member's currency when it is used in a
transaction between the IMF and another member, and at such other times
as the institution may decide or the member may request.

A currency valuation adjustment arises after a change in the exchange rate
of a member's currency in relation to the SDR (Table A4). A currency val-
uation adjustment is recorded as either payable to, or receivable from, the
IMF, whereas the balancing entry is recorded by the member as a charge
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against an income and expense, or a reserve, or a deferred valuation adjust-
ment account. The currency valuation adjustment receivable or payable is
also part of the IMF's holdings of a member's currency and is subject to
maintenance of value obligations. Settlements of accounts receivable or
payable by or to a member are made within a reasonable time as determined
by the IMF, after the date of adjustment, and at any other time requested by
the member.
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Appendix III
IMF Membership, Quotas, and

Allocations of SDKs

Table A5 shows the current quotas (as of June 30, 1998) for the 182
members of the IMF, the proposed quotas under the Eleventh Review, the
existing cumulative allocations of SDRs, and the amounts proposed for
the special equity allocation under the Fourth Amendment of the Articles
of Agreement. The quota increases under the Eleventh Review will be-
come effective once members representing 85 percent or more of the total
quotas on December 23, 1997, have consented to their proposed increases
in quotas. The special equity allocation of SDRs can take place when the
Fourth Amendment has been accepted by three-fifths of members having
85 percent of the total voting power.

TABLE A5. IMF MEMBERSHIP, QUOTAS, AND ALLOCATIONS OF SDRs
(In millions of SDRs)

Member

Afghanistan, I.S. of
Albania
Algeria
Angola
Antigua and Barbuda
Argentina
Armenia
Australia
Austria
Azerbaijan
Bahamas, The
Bahrain
Bangladesh
Barbados
Belarus
Belgium
Belize
Benin
Bhutan
Bolivia

Quota on
June 30, 1998

120.4
35.3

914.4
207.3

8.5
1,537.1

67.55
2,333.2
1,188.3

117.00
94.9
82.88

392.5
48.9

280.4
3,102.3

13.55
45.3
4.5

126.22

Proposed Quota
Under the llth

Review

161.9
48.7

1,254.7
286.3

13.5
2,117.1

92.00
3,236.4
1,872.3

160.9
130.33
135.00
533.3
67.5

386.4
4,605.2

18.88
61.99
6.3

171.55

Existing
Cumulative
Allocations

26.7

128.6

318.44

470.5
179.00

—
10.22
6.2

47.1
8.0
—

485.2

9.4
—26.7

Proposed
Special

Allocation1

8.6
10.3

139.4
60.8
2.5

132.22
19.88

213.55
169.33

34.33
17.66
18.11
67.9
6.3

82.22
424.2

4.0
3.9
1.3

10.3
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TABLE A5 (continued)

Member

Bosnia and Herzegovina
Botswana
Brazil
Brunei Darussalam
Bulgaria

Burkina Faso
Burundi
Cambodia
Cameroon
Canada

Cape Verde
Central African Rep.
Chad
Chile
China

Colombia
Comoros
Congo, Dem. Rep. of *
Congo, Rep. of
Costa Rica

Cote d'lvoire
Croatia
Cyprus
Czech Republic
Denmark

Djibouti
Dominica
Dominican Republic
Ecuador
Egypt
El Salvador
Equatorial Guinea
Eritrea
Estonia
Ethiopia

Fiji
Finland
France
Gabon
Gambia, The

Quota on
June 30, 1998

121.2
36.6

2,170.8
150.0
464.9

44.2
57.2
65.0

135.1
4,320.3

7.0
41.2
41.3

621.7
3,385.2

561.3
6.5

291.0
57.9

119.0

238.2
261.6
100.0
589.6

1,069.9

11.5
6.0

158.8
219.2
678.4
125.6
24.3
11.5
46.5
98.3

51.1
861.8

7,414.6
110.3
22.9

Proposed Quota
Under the llth

Review

169.1
63.0

3,036.1
215.2
640.2

60.2
77.0
87.5

185.7
6,369.2

9.6
55.7
56.0

856.1
4,687.2

774.0
8.9

533.0
84.6

164.1

325.2
365.1
139.6
819.3

1,642.8

15.9
8.2

218.9
302.3
943.7
171.3
32.6
15.9
65.2

133.7

70.3
1,263.8

10,738.5
154.3
31.1

Existing
Cumulative
Allocations

20.5
4.4

358.7
—
—

9.4
13.7
15.4
24.5

779.3

0.6
9.3
9.4

121.9
236.8

114.3
0.7

86.3
9.7

23.7

37.8
44.2
19.4

178.9

1.2
0.6

31.6
32.9

135.9
25.0

5.8

—
11.2

7.0
142.7

1,079.9
14.1
5.1

Proposed
Special

Allocation1

15.0
6.4

277.7
44.0

136.3

3.5
3.1
3.6

15.1
487.2

1.4
2.8
2.7

60.3
755.6

50.3
1.2

29.4
7.3

11.2

32.0
32.5
9.9

172.8
134.8

2.2
1.2

15.0
31.3
63.0
11.8
1.3
3.4

13.6
17.7

8.0
110.0

1,093.8
18.2
1.6
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TABLE A5 (continued)

Member

Georgia
Germany
Ghana
Greece
Grenada

Guatemala
Guinea
Guinea-Bissau
Guyana
Haiti

Honduras
Hungary
Iceland
India
Indonesia

Iran, I. R. of
Iraq*
Ireland
Israel
Italy

Jamaica
Japan
Jordan
Kazakhstan
Kenya

Kiribati
Korea
Kuwait
Kyrgyz Republic
Lao P.D.R.

Latvia
Lebanon
Lesotho
Liberia*
Libya

Lithuania
Luxembourg
Macedonia, F.Y.R. of
Madagascar
Malawi

Quota on
June 30, 1998

111.0
8,241.5

274.0
587.6

8.5

153.8
78.7
10.5
67.2
60.7

95.0
754.8

85.3
3,055.5
1,497.6

1,078.5
504.0
525.0
666.2

4,590.7

200.9
8,241.5

121.7
247.5
199.4

4.0
799.6
995.2
64.5
39.1

91.5
146.0
23.9
71.3

817.6

103.5
135.5
49.6
90.4
50.9

Proposed Quota
Under the llth

Review

150.3
13,008.2

369.0
823.0

11.7

210.2
107.1
14.2
90.9
81.9

129.5
1,038.4

117.6
4,158.2
2,079.3

1,497.2
1,188.4

838.4
928.2

7,055.5

273.5
13,312.8

170.5
365.7
271.4

5.6
1,633.6
1,381.1

88.8
52.9

126.8
203.0

34.9
129.2

1,123.7

144.2
279.1
68.9

122.2
69.4

Existing
Cumulative
Allocations

_
1,210.8

63.0
103.5

0.9

27.7
17.6
1.2

14.5
13.7

19.1
—

16.4
681.2
239.0

244.1
68.5
87.3

106.4
702.4

40.6
891.7

16.9
—

37.0

72.9
26.7

—
9.4

4.4
3.7

21.0
58.8

17.0
8.4

19.3
11.0

Proposed
Special

Allocation1

32.5
1,205.3

17.3
68.7

1.6

17.4
5.5
1.9
5.2
4.1

8.8
221.3

8.6
214.6
200.1

72.1
185.1
66.6
88.9

643.4

18.3
1,524.4

18.8
72.6
21.5

1.2
161.5
265.0

18.9
2.1

26.8
38.4
3.3
7.2

180.9

30.3
22.8
6.2
7.2
3.9
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TABLE A5 (continued)

Member

Malaysia
Maldives
Mali
Malta
Marshall Islands
Mauritania
Mauritius
Mexico
Micronesia,

Federated States of
Moldova
Mongolia
Morocco
Mozambique
Myanmar
Namibia
Nepal
Netherlands
New Zealand
Nicaragua
Niger
Nigeria
Norway
Oman
Pakistan
Palau
Panama
Papua New Guinea
Paraguay
Peru
Philippines
Poland
Portugal
Qatar
Romania
Russia
Rwanda
Samoa
San Marino
Sao Tome and

Principe
Saudi Arabia

Quota on
June 30, 1998

832.7
5.5

68.9
67.5
2.5

47.5
73.3

1,753.3

3.5
90.0
37.1

427.7
84.0

184.9
99.6
52.0

3,444.2
650.1
96.1
48.3

1,281.6
1,104.6

119.4
758.2

2.3
149.6
95.3
72.1

466.1
633.4
988.5
557.6
190.5
754.1

4,313.1
59.5

8.5
10.0

5.5
5,130.6

Proposed Quota
Under the llth

Review

1,486.6
8.2

93.3
102.0

3.5
64.4

101.6
2,585.8

5.1
123.2
51.1

588.2
113.6
258.4
136.5
71.3

5,162.4
894.6
130.0
65.8

1,753.2
1,671.7

194.0
1,033.7

3.1
206.6
131.6
99.9

638.4
879.9

1,369.0
867.4
263.8

1,030.2
5,945.4

80.1
11.6
17.0

7.4
6,985.5

Existing
Cumulative
Allocations

139.0
0.3

15.9
11.3

—
9.7

15.7
290.0

—
—
—

85.7
—

43.5
—
8.1

530.3
141.3

19.5
9.4

157.2
167.8

6.3
170.0

—
26.3
9.3

13.7
91.3

116.6
—

53.3
12.8
76.0

—
13.7

1.1
—

0.6
195.5

Proposed
Special

Allocation1

105.1
1.3
4.3
8.5
0.7
4.2
5.7

224.0

1.0
26.4
10.9
39.7
24.6
10.7
29.2
7.1

479.4
49.3

8.7
4.8

218.6
156.1
28.7
52.3
0.7

17.5
18.6
7.4

45.3
69.1

289.8
110.1
43.0

145.1
1,264.4

3.7
1.3
2.9

1.0
1,308.5
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TABLE A5 (continued)

Member

Senegal
Seychelles
Sierra Leone
Singapore
Slovak Republic
Slovenia
Solomon Islands
Somalia*
South Africa
Spain
Sri Lanka
St. Kitts and Nevis
St. Lucia
St. Vincent and

the Grenadines
Sudan*
Suriname
Swaziland
Sweden
Switzerland
Syrian Arab

Republic
Tajikistan
Tanzania
Thailand
Togo
Tonga
Trinidad and

Tobago
Tunisia
Turkey
Turkmenistan
Uganda
Ukraine
United Arab Emirates
United Kingdom
United States
Uruguay
Uzbekistan
Vanuatu
Venezuela
Vietnam

Quota on
June 30, 1998

118.9
6.0

77.2
357.6
257.4
150.5

7.5
44.2

1,365.4
1,935.4

303.6
6.5

11.0

6.0
169.7
67.6
36.5

1,614.0
2,470.4

209.9
60.0

146.9
573.9
54.3
5.0

246.8
206.0
642.0
48.0

133.9
997.3
392.1

7,414.6
26,526.8

225.3
199.5

12.5
1,951.3

241.6

Proposed Quota
Under the llth

Review

161.8
8.8

103.7
862.5
357.5
231.7

10.4
81.7

1,868.5
3,048.9

413.4
8.9

15.3

8.3
315.1
92.1
50.7

2,395.5
3,458.5

293.6
87.0

198.9
1,081.9

73.4
6.9

335.6
286.5
964.0

75.2
180.5

1,372.0
611.7

10,738.5
37,149.3

306.5
275.6

17.0
2,659.1

329.1

Existing
Cumulative
Allocations

24.5
0.4

17.5
16.5

—
25.4
0.7

13.7
220.4
298.8
70.9

—
0.7

0.4
52.2
7.8
6.4

246.5
—

36.6
—

31.4
84.7
11.0

—

46.2
34.2

112.3
—

29.4
—

38.7
1,913.1
4,899.5

50.0
—
—

316.9
47.7

Proposed
Special

Allocation1

10.4
1.4
5.2

88.4
75.5
18.7

1.5
4.2

179.9
268.6

18.1
1.9
2.5

1.4
16.1
12.1
4.3

226.6
724.2

25.0
17.6
11.7
83.6
4.9
1.5

26.1
26.1
75.9
14.1
9.9

292.4
76.2

260.6
2,877.0

16.1
58.5
3.7

255.1
23.2
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TABLE A5 (concluded)

Member
Quota on

June 30, 1998

Proposed Quota
Under the llth

Review

Existing
Cumulative
Allocations

Proposed
Special

Allocation1

Yemen 176.5
Yugoslavia, Fed. Rep.

of (Serbia/Montenegro) **
Zambia 363.5
Zimbabwe 261.3

Total 145,321.1

243.5

467.7
489.1
353.4

212,029.0

28.7

56.7
68.3
10.2

23.0

41.7
38.3
66.4

21,433.3 21,434.0

*These countries have not consented to their Ninth Review quota increase. Their Ninth
Review quotas are: Democratic Republic of Congo, SDR 394.8 million; Iraq, SDR 864.8
million; Liberia, SDR 96.2 Million; Somalia, SDR 60.9 million; and Sudan, SDR 233.1
million.

**The Federal Republic of Yugoslavia (Serbia/Montenegro) currently is not a member of
the IMF or a participant in the SDR Department but it may succeed to membership provided
there is compliance with certain requirements. Its proposed Ninth Review quota is SDR
355.4 million.

Special allocation of SDRs using benchmark ratio of cumulative allocations to Ninth Re-
view quotas of 29.315788813 percent. Includes the proposed special allocation for Palau,
which became a member after September 19, 1997.

130

©International Monetary Fund. Not for Redistribution



Appendix IV

Relations with Other Organizations
and the Private Sector

World Bank

The IMF maintains close contact and collaborates with its sister Bret-
ton Woods institution, the International Bank for Reconstruction and De-
velopment (the World Bank). Relations with the World Bank are mostly
of a nonfinancial character (except for the Bank's status as a prescribed
holder of SDRs). Each institution has separate purposes, functions, and
operations, as well as fundamentally different mechanisms to finance its
activities.

The World Bank's Articles of Agreement restrict its membership to
countries that are members of the IMF. This provision was envisaged as
helping foster conditions that would enable members to repay the Bank's
loans—for instance, by accepting the regulatory jurisdiction of the IMF in
matters of exchange rates and exchange restrictions.

Under the guidelines for collaboration between the two organizations,
the IMF primarily provides temporary balance of payments assistance and
focuses on the macroeconomic aspects of members' economies, whereas
the Bank concerns itself with long-term project and economic develop-
ment finance. Since their establishment, the two organizations have coop-
erated in many areas of their work, including addressing structural adjust-
ment issues through the IMF's Enhanced Structural Adjustment Facility
(ESAF) and designing and implementing a joint IMF/Bank strategy for re-
ducing the debt-service burdens of heavily indebted poor countries (HIPC
Initiative) (see "Facilities for Low-Income Members" in Chapter IV). Col-
laboration between the two organizations for ESAF programs, which is
formalized in the assistance given to the member country in formulating a
policy framework paper, is vital to ensure that policy advice provided by
the Bank and the IMF is consistent, complementary, and mutually rein-
forcing. The two organizations are careful, however, to avoid cross-
conditionality (see Glossary). The two organizations also work closely to
mobilize resources from official and commercial sources in support of
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members' programs of economic adjustment endorsed by the IMF and the
Bank.

In recent years, in response to new developments related to the global-
ization of the world economy, the IMF and the Bank have further strength-
ened their collaboration:

• Under the HIPC Initiative, IMF and World Bank staffs initiate an ex-
tensive consultation process with other creditors to seek their views
on actions necessary for a member to achieve debt sustainability. At
the point of precommitting resources of the two institutions to the
member, the managements of the IMF and the Bank jointly seek as-
surances of comparable action by all other multilateral, bilateral, and
commercial creditors.

• In the financial sector, the IMF's primary responsibility relates to the
macroeconomic aspects of financial systems and markets, including
its surveillance of all member countries. The Bank and the IMF have
recently further strengthened their collaboration in this area to iden-
tify financial sector weaknesses more effectively and to promote
sound financial systems. The Bank and the IMF have also worked
closely with other international institutions and groups, including the
Basle Committee on Banking Supervision.

• As the IMF promotes capital account liberalization while fostering
the smooth operation of international capital markets, it seeks to en-
sure appropriate coordination with other international institutions
working on international financial issues, such as the World Bank, the
Organization for Economic Cooperation and Development (OECD),
and the World Trade Organization (WTO).

• Addressing the issue of good governance entails enhanced collabora-
tion of the IMF with the World Bank, as well as with other multilat-
eral institutions, bilateral donors, and official creditors.

• The resolution of balance of payments crises requires careful coordi-
nation of financial support of the IMF with the World Bank and other
international financial institutions, as well as with bilateral sources.

The April 1998 Interim Committee stated that, in providing members
with advice on financial sector issues, the IMF and the World Bank may
need to develop new forms of collaboration and draw on relevant outside
expertise.
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Other International Organizations

Cooperation of the IMF with the WTO, established on January 1, 1995,
builds upon and strengthens the IMF's long and fruitful collaborative re-
lationship with the contracting parties to the General Agreement on Tar-
iffs and Trade (GATT). The IMF-WTO cooperation agreement of Decem-
ber 1996 includes institutional and staff consultations, exchanges of
information and databases, access by the staff of each institution to certain
documents of the other, and attendance by representatives of each organi-
zation at meetings on issues of common interest. The cooperation agree-
ment also provides for discussions on achieving greater coherence in
global economic policymaking, which is also called for in Article III of the
Agreement Establishing the WTO.

Contacts are maintained by the IMF's Geneva Office with the Interna-
tional Labor Organization (ILO). In connection with work on country eco-
nomic programs, IMF staff is encouraged to provide ILO staff with its
views on a country's macroeconomic policies and targets, and IMF staff
may seek ILO views on labor market issues and the design of cost-
effective social protection instruments.

The IMF cooperates with regional development banks, including the
African Development Bank, the Inter-American Development Bank, the
Asian Development Bank, and the European Bank for Reconstruction and
Development. The areas of cooperation have included, among others, co-
ordination to resolve balance of payments crises, early clearance of ar-
rears, normalization of creditor relations, and technical assistance pro-
grams for member countries.

The IMF also maintains working relations with the United Nations and
its specialized agencies, the OECD, the European Commission, and the
Bank for International Settlements.

Official Creditors, Commercial Banks, and Other Creditors

The IMF's relations with official creditors, commercial banks, and other
creditors are set in the context of their relations with IMF members. The
IMF's Articles do not permit it to engage its general resources in guaran-
tee or reinsurance schemes, including those for commercial bank lending
or suppliers' credits. Various links to IMF arrangements have been in-
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eluded in bank loan agreements with IMF members,83 although in general
the IMF discourages such links when feasible and accepts them only when
necessary to obtain satisfactory bank financing agreements in concerted
financing cases. Such links have included conditions in loan agreements
that make disbursements to the borrowing country only if it has an
arrangement with the IMF or has made specific purchases under an IMF
arrangement. In this connection, at the member's request, information
about a member's standing in the IMF or purchases it has made under an
IMF arrangement can be provided to banks.

The IMF also assists in official debt rescheduling within the framework
of the Paris Club, which generally requires that a country concluding a
rescheduling agreement adopt an upper credit tranche arrangement with
the IMF (see Chapter III on the use of IMF resources). In early 1987, Paris
Club creditors decided to consider rescheduling agreements on a case-by-
case basis for low-income countries that had arrangements under the SAP
and, more recently, for countries with arrangements under the ESAF.

Commercial banks have generally been more willing to extend loans to
a debtor country experiencing balance of payments problems for which
the IMF has approved an arrangement. Other multilateral organizations
and official creditors have also preferred to provide financing for debtor
countries' adjustment programs if the programs are supported by the IMF.
In some cases, short-term financing has been provided as a "bridge" to
bolster the liquidity position of the adjusting country, pending disburse-
ments from the IMF.

With the emergence of the debt problems of the late 1970s and early
1980s, commercial banks became increasingly reluctant to continue lend-
ing to countries experiencing debt-servicing difficulties. Consequently,
the IMF's catalytic role in mobilizing additional financial support from the
international banking community increased in importance. In response to
these circumstances, the IMF explicitly formulated a policy on financing
assurances, with procedural guidelines reflecting, to a large extent, the
need to raise new money from commercial banks on a concerted basis. Al-
though this policy has evolved within the framework of the overall debt
strategy, its basic objectives have remained constant. In effect, the policy

83See Joseph Gold, Order in International Finance, the Promotion of IMF Stand-By
Arrangements, and the Drafting of Private Loan Agreements, Pamphlet Series, No. 39
(Washington: International Monetary Fund, 1982), pp. 17-35.
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aims to ensure that a member's adjustment and structural reform program
is adequately financed and consistent with its expected return to viability
and its ability to repay the IMF, that the burden of financing is shared eq-
uitably among various creditors, and that normal debtor-creditor relations
are maintained or restored in an orderly fashion. Under the 1989 guide-
lines on financing assurances, the IMF can approve purchases under an
arrangement before the debtor and its commercial bank creditors conclude
negotiations on a financial package if approval of an appropriate package
can be expected to be concluded within a reasonable period of time. While
reiterating that every effort should be made to avoid arrears, the guidelines
acknowledge that arrears to bank creditors might need to be tolerated in
countries where active negotiations continue and where the liquidity situ-
ation makes arrears unavoidable.

The recent experiences of Mexico and Asia have shown that the inter-
national community must improve its capacity to respond to financial
crises in ways that ensure the appropriate involvement of private creditors.
The April 1998 Interim Committee indicated that ways would need to be
found to involve private creditors at an early stage of a crisis, in order to
achieve equitable burden sharing vis-a-vis the official sector and to limit
moral hazard. Efforts should also be devoted to strengthening incentives
for creditors and investors to better use information to analyze risks ap-
propriately and avoid excessive risk taking.

135

©International Monetary Fund. Not for Redistribution



Glossary
This glossary covers basic operational and financial terms as used in the

IMF. Words set in light italics are "see also" references.

Access Policy and Access Limits. Policies that govern the use of IMF
resources by its members, including access limits set in terms of members'
quotas. The access policy and limits under the credit tranches and the
Extended Fund Facility (EFF) are reviewed each year. Access under other
facilities also is reviewed periodically. Access under the Supplemental
Reserve Facility (SRF), in effect since late 1997, is not subject to limits in
relation to quotas (see Chapter III).

Accounting Unit. The IMF's unit of account is the special drawing right, or
SDR (see also Chapter V). Members' currencies are valued by the IMF in
terms of the SDR on the basis of their representative rates of exchange,
normally against the U.S. dollar at spot market rates if available. Gold held in
depositories is valued on the basis that 0.888671 gram of fine gold is
equivalent to 1 SDR (SDR 35 per fine ounce), except for 21,396 fine ounces
acquired by the IMF on December 14, 1992, at market value and which are
valued accordingly.

Accounts and Departments. The IMF operates its financial functions through
the General Department, the SDR Department, and the Administered
Accounts, which are accounting entities and not organizational units. The
financial functions of the IMF are discharged by the Treasurer's Department,
which is an organizational unit of the staff. The IMF has 17 other departments
that are organizational units, as well as the Office of the Managing Director,
two bureaus, the Joint Vienna Institute, offices in Paris and Geneva and at the
United Nations, a Regional Office for Asia and the Pacific located in Tokyo,
the IMF-Singapore Regional Training Institute, and resident representative
offices in various member countries.

Adequate Safeguards. Under the Articles of Agreement, the IMF is to make its
general resources temporarily available to members "under adequate
safeguards." The IMF considers that the best safeguard of repayment is a
strong economic adjustment program and, thus, it has not been IMF practice to
require collateral as a condition for making resources available to its members.

Adjustment Program. A detailed economic program, usually supported by use
of IMF resources, that is based on an analysis of the economic problems of the
member country and specifies the policies being implemented or that will be
implemented by the country in the monetary, fiscal, external, and structural
areas, as necessary, to achieve economic stabilization and set the basis for
self-sustained economic growth.
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Administered Accounts. Accounts established for financial and technical
services, that are consistent with the purposes of the IMF, including the
administration of resources contributed by individual members to provide
assistance to other members. All operations and transactions involving the
Administered Accounts are separate from those of the IMF's other accounts
(see Chapter IV).

Amendments (to the Articles of Agreement). The Articles of Agreement have been
amended three times: The First Amendment (July 1969) introduced the special
drawing right (SDR). The Second Amendment (April 1978) reflected the change
from the par value system based on a fixed price for gold to an international
monetary system based on floating exchange rates. The Third Amendment
(November 1992) allowed for the suspension of the voting and certain related
rights of a member that fails to fulfill any of its obligations under the Articles
(other than obligations with respect to SDRs). The Board of Governors in
September 1997 adopted a resolution to amend the Articles to allow for a special
one-time allocation of SDRs. The Fourth Amendment will become effective when
three-fifths of membership having 85 percent of the total voting power have
accepted it. In April 1998, the Interim Committee endorsed the concept of a further
amendment to the Articles to make the promotion of capital account liberalization
a specific purpose of the IMF and to extend, as needed, the IMF's jurisdiction for
this purpose and asked the Executive Board to submit an appropriate proposal to
the Committee as soon as possible.

Arrangement. A decision by the IMF that gives a member the assurance that the
institution stands ready to provide foreign exchange or SDRs in accordance with
the terms of the decision during a specified period of time. An IMF arrangement—
which is not a legal contract—is approved by the Executive Board in support of
an economic program under which the member undertakes a set of policy actions
to reduce economic imbalances and achieve sustainable growth. Resources used
under an arrangement carry with them the obligation to repay the IMF in
accordance with the applicable schedule, and to pay charges on outstanding
purchases (drawings).

Articles of Agreement. An international treaty that sets out the purposes,
principles, and financial structure of the IMF. The Articles, which entered into
force in December 1945, were drafted by representatives of 45 nations at a
conference held in Bretton Woods, New Hampshire. The Articles have since
been amended three times, in 1969, 1978, and 1992, as the IMF responded to
changes in the world economic and financial structure; see Amendments (to
the Articles of Agreement).

Back-Loading. Deferring the disbursement of the financial resources
available to a member under an IMF arrangement toward the latter part of the
arrangement. Compare with Front-Loading.
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Basic Period. Each of the consecutive periods of five years (or less) during
which a consideration is made whether there is a global need for additional
international reserves to justify a new allocation of SDRs. There has not been
an allocation since the third basic period (1978-81).

Basic Rate of Charge. A single unified rate of charge that is applied to the
outstanding use of IMF credit financed from the IMF's general resources. The
basic rate of charge, which is set as a proportion of the weekly SDR interest
rate, is applied to the daily balance of all outstanding purchases (drawings)
during each of the IMF's financial quarters (see Chapter II under "Schedule of
Charges"). A surcharge is added for use of resources under the Supplemental
Reserve Facility.

Benchmarks. In the context of IMF programs, a point of reference against
which progress may be monitored. Benchmarks are not necessarily
quantitative and frequently relate to structural variables and policies. In
Enhanced Structural Adjustment Facility Arrangements, some benchmarks
are designated as semiannual performance criteria and are required to be
observed in order to qualify for phased (semiannual) borrowings. In addition,
quantitative benchmarks are set for the quarters for which there are no
performance criteria, and structural benchmarks are set for any date agreed
upon under the arrangement.

Burden Sharing. Decisions adopted by the Executive Board of the IMF since
1986 regarding the sharing, between members paying charges and members
receiving remuneration, of the financial consequences to the IMF of overdue
obligations. An amount equal to overdue charges (excluding special charges)
and an allocation to the Special Contingent Accounts (currently only the SCA-
1) are generated each quarter by an upward adjustment of the rate of charge and
a downward adjustment of the rate of remuneration (see Extended Burden
Sharing, Special Charges, Remunerated Reserve Tranche, and Remuneration',
see also Chapter II under "Schedule of Charges" and Chapter VI under
"Strengthening the IMF's Financial Position".)

Commitment Fee (Stand-By, or Extended Arrangement Charge). A charge
of !4 of 1 percent a year payable at the beginning of each period (usually one
year) on the resources committed for that period under a Stand-By or Extended
Arrangement (see Chapter II under "Schedule of Charges"). This fee is
reimbursed when committed resources are drawn.

Compensatory and Contingency Financing Facility (CCFF). A special IMF
financing facility (window) that was established in 1988 to combine the long-
standing Compensatory Financing Facility (retaining its essential features) with
elements of contingency financing. The compensatory element provides
resources to members to cover shortfalls in export earnings and services receipts,
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as well as excesses in cereal import costs, that are temporary and arise from
events beyond the members' control. The contingency element may help
members with IMF arrangements to maintain their economic programs when
faced with a broad range of unforeseen adverse external shocks.

Conditionality. Economic policies that members intend to follow as a
condition for the use of IMF resources. These are often expressed as
performance criteria (for example, monetary and budgetary targets) or
benchmarks, and are intended to ensure that the use of IMF credit is temporary
and consistent with the adjustment program designed to correct a member's
external payments imbalance (see Chapter III).

Credit Tranche Policies. Policies under which members may make use of
IMF credit. The amount of such use is related to a member's quota. Early in
its history, the IMF made credit available in four tranches (segments), each
equal to 25 percent of a member's quota. Provided a member is making
reasonable efforts to solve its balance of payments problems, it can make use
of IMF resources up to the limit of the first credit tranche on fairly liberal
terms. Requests for use of more resources (upper credit tranche purchases)
requires substantial grounds for expecting that the member's balance of
payments difficulties will be resolved within a reasonable period of time. Such
use is almost always made under a Stand-By or Extended Arrangement,
entailing phasing of purchases, performance criteria, and reviews—in other
words, higher conditionality. (See Chapter III.)

Creditor (or Reserve) Position in the IMF. A member has a creditor (or
reserve) position in the IMF if it has lent its currency to the IMF under a loan
agreement, and/or the member has not purchased its reserve tranche with the
IMF, and/or the IMF has used the holdings of the member's currency—which
were acquired by the IMF as part of the member's quota payment—to provide
financial assistance to other members. More precisely, the creditor (or reserve)
position is the sum of outstanding borrowing by the IMF from the member, if
any, and the member's reserve tranche position.

Cross-Conditionality, Avoidance of. To avoid duplication of requirements by
the IMF and the World Bank—known as cross-conditionality—there is an
understanding that each institution must proceed with its own financial
assistance according to the standards laid down in its Articles of Agreement
and the policies adopted by its Executive Board. In other words, compliance
with the requirements of one institution ought not be made a condition for the
availability of financial assistance by the other institution.

Currency Holdings. The currency holdings of the IMF are the resources held
at its disposal in the IMF No. 1 Account, No. 2 Account, and IMF Securities
Account in its member countries (see Chapter I).
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Depository and Fiscal Agency. Each member designates a fiscal agency
(ministry of finance, central bank, or similar entity) as a channel for the
conduct of financial transactions with the IMF and a depository (central bank
or similar agency) to maintain the accounts of the IMF (the IMF No. 1 and No.
2 Accounts and the Securities Account). (See Chapter I.)

Designation Plan. A list of participants in the SDR Department whose balance
of payments and reserve positions are sufficiently strong for them to be called
upon to provide freely usable currency in exchange for SDKs within a
financial quarter, together with the amounts they may be called upon to
provide. The designation plan is established in advance of each financial
quarter (currently only on a precautionary basis) by approval of the Executive
Board (see Chapter V).

Early (or Advance) Repurchase. A repurchase (repayment) made under
specific conditions, before the end of the established maximum repurchase
period. (See Table 8 in Chapter III for the maximum periods; see also under
"Repurchase Policies" in Chapter III and Purchases and Repurchases, below.)

Early Repurchase Expectation. The expectation of repurchase (repayment) in
advance of its originally scheduled due date. According to the Articles of
Agreement, a member is normally expected to repurchase its currency (make
repayment of usable currencies) as its balance of payments and reserve
positions improve. The current early repurchase policy has been in effect since
June 1979 and establishes amounts expected to be repurchased taking into
account the level of a member's reserves and their growth, as well as other
parameters. A separate repurchase expectation applies to purchases made
under the Supplemental Reserve Facility. Such repurchases are expected one
year before they become due, except that at the request of the member the IMF
may decide to extend the expectation period by up to one year, though not
beyond the due date. There are other provisions for repurchase expectations.
(See Chapter III, under "Repurchase Policies.")

Emergency Financing Mechanism. A set of exceptional procedures to
facilitate rapid Executive Board approval of IMF financial support for a
member while ensuring the conditionality necessary to warrant such support.
These emergency measures are used only in circumstances representing, or
threatening to give rise to, a crisis in a member's external accounts that
requires an immediate IMF response.

Emergency Postconflict Assistance. Since 1962, the IMF has provided emergency
assistance in the form of outright purchases to help members overcome balance of
payments problems arising from sudden and unforeseeable natural disasters. This
assistance was extended in September 1995 to cover certain postconflict
situations. Assistance for postconflict situations, as well as for natural disasters, is
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normally limited to 25 percent of quota and is available only if the member intends
to move within a relatively short time to an upper credit tranche arrangement.

Enhanced Structural Adjustment Facility (ESAF). Facility established in
December 1987 to provide assistance on concessional terms to low-income
member countries facing protracted balance of payments problems (see
Chapter IV).

Enhanced Surveillance Procedure. Policy introduced in 1985 to help
members make progress in addressing their debt problems and improving
relations with their creditors. During the enhanced surveillance period,
economic developments in the member country are monitored by the IMF.
The staff prepares an assessment of the member's economic program, which
may be presented by the member to official and private creditors for
consideration. The policy was broadened in 1993 to cover any situation in
which a member would find this enhanced monitoring by the IMF helpful (see
Chapter I).

Enlarged Access Policy. In effect from 1981 through November 1992, this
policy enabled the IMF to provide additional financing from borrowed
resources, in conjunction with ordinary resources.

ESAF Arrangement. See Enhanced Structural Adjustment Facility.

ESAF-HIPC Trust. The Trust for Special ESAF Operations for the Heavily
Indebted Poor Countries (HIPC) and Interim ESAF Operations. The trust was
established in February 1997 to channel special assistance to eligible heavily
indebted poor countries.

Excluded Holdings. The part of a member's currency held in the General
Resources Account (GRA) that reflects the member's use of IMF credit and is
therefore excluded when determining the member's reserve tranche position
in the IMF. When determining a member's reserve tranche position, holdings
in the IMF No. 2 Account that are less than Mo of 1 percent of the member's
quota also are excluded.

Extended Arrangement. A decision of the IMF under the Extended Fund
Facility that gives a member the assurance of being able to purchase (draw)
resources from the General Resources Account (GRA) in accordance with the
terms of the decision during a specified period, usually three to four years, and
up to a particular amount.

Extended Burden Sharing. The IMF established a second Special Contingent
Account on July 1, 1990, and decided to place SDR 1 billion to the account
within about five years (through quarterly downward adjustments to the rate
of remuneration and upward adjustments to the basic rate of charge). These

141

©International Monetary Fund. Not for Redistribution



FINANCIAL ORGANIZATION AND OPERATIONS OF THE IMF

actions were taken to safeguard against possible losses arising from
undischarged repurchase obligations related to purchases financed by the
encashment of "rights" following the successful completion of a rights
accumulation program (see Chapter VI under "The Rights Approach"). The
target of SDR 1 billion was reached in February 1997. (See Burden Sharing;
also see Chapter II under "Schedule of Charges" and Chapter VI under
"Strengthening the IMF's Financial Position.")

Extended Fund Facility. A financing facility (window) under which the IMF
supports economic programs that generally run for three years and are aimed
at overcoming balance of payments difficulties resulting from macroeconomic
and structural problems. Typically, an economic program states the general
objectives for the three-year period and the specific policies for the first year;
policies for subsequent years are spelled out in program reviews (see Chapter
III and Extended Arrangement).

Financing Assurances. An IMF policy developed in response to the external debt
crisis of the late 1970s and early 1980s to help mobilize financial support from the
international banking community for countries experiencing debt-servicing
difficulties. Under the policy, the IMF would not make its resources available to a
member undertaking an adjustment program until receiving assurances that the
financing for the program would be forthcoming. (See Appendix IV.)

First Credit Tranche Purchase. See Credit Tranche Policies.

Floating Facilities. Purchases (drawings) made under the special facilities
(currently the Compensatory and Contingency Financing Facility, the Buffer
Stock Financing Facility, and the Supplemental Reserve Facility) are not
counted in calculating annual and cumulative access limits. These are
therefore termed "floating facilities." However, for the purpose of
determining the level of conditionality (whether first tranche or higher), all
purchases are taken into account.

Freely Usable Currency. A currency that the IMF has determined is widely used
to make payments for international transactions and widely traded in the
principal exchange markets. At present, the deutsche mark, French franc,
Japanese yen, pound sterling, and U.S. dollar are classified as freely usable
currencies.

Front-Loading. Placing a more than proportional part of the disbursment of
the financial resources available to a member under an IMF arrangement to
near the beginning of the arrangement. Compare with Back-Loading.

General Arrangements to Borrow (GAB). Long-standing arrangements under
which 11 industrial countries stand ready to lend to the IMF to finance
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purchases (drawings) that aim at forestalling or coping with a situation that
could impair the international monetary system. The GAB currently amount
to SDR 17 billion, and there is also an associated arrangement with Saudi
Arabia for SDR 1.5 billion. Since their establishment in 1962, these
arrangements have been renewed every four or five years and have been
invoked 10 times.

General Department. Comprises the General Resources Account (GRA), the
Special Disbursement Account (SDA), the Investment Account (not activated),
and the Borrowed Resources Suspense Accounts (inactive since December
1991).

General Resources. Assets, whether ordinary (owned) or borrowed,
maintained within the IMF's General Resources Account (GRA).

Holdings Rate. The exchange rate of the member's currency against the SDR,
at which the IMF holds the currency of the member (see Representative Rate
and Chapter II under "Valuation of the IMF's Currency Holdings").

Liquidity Ratio. The ratio of the IMF's net uncommitted usable resources to
its liquid liabilities (see Chapter II).

Maintenance of Value. See Valuation Adjustment.

Net Cumulative Allocations. Cumulative allocations of SDRs less any SDR
cancellations. (As of end-April 1998, there have been no cancellations of
SDRs.)

New Arrangements to Borrow (NAB). Arrangements under which 25 member
countries or their financial institutions would be ready to lend to the IMF under
circumstances similar to those covered by the General Arrangements to Borrow
(GAB). The total amount of the NAB is SDR 34 billion, and the combined
amount that can be drawn under the NAB and the GAB also cannot exceed
SDR 34 billion. The NAB will become effective when potential participants
with credit arrangements totaling SDR 28.9 billion (85 percent of the total
credit arrangements) have consented to the decision that approved the NAB
instrument, including the participants with the five largest credit arrangements.

Noncomplying Purchase. A purchase (drawing) made by a member under a
Stand-By or an Extended Arrangement that the member is later found not
entitled to make—that is, a purchase made on the basis of incorrect
information. The IMF has a set of guidelines to apply in such cases. (See
Chapter III under "Repurchase Policies.")

Norm for Remuneration. Calculated as the total of (1) 75 percent of a member's
quota before the Second Amendment of the Articles (April 1, 1978), plus (2) any
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subsequent increases in its quota. For a country that became a member after
April 1, 1978, the norm is a percentage of its quota equal to the weighted
average relative to quota of the norms applicable to all other members on the
date that the member joined the IMF, plus the amounts of any increases in its
quota afterwards. At each quota increase, a member's norm rises, becoming
closer to 100 percent of its quota. A member's norm determines its remunerated
reserve tranche position. (See Appendix II.)

Operational Budget The Executive Board adopts an operational budget for
each upcoming quarter specifying the amounts of SDRs and selected member
currencies to be used in purchases and repurchases (transfers and receipts)
expected to be conducted through the General Resources Account during that
period (see Chapter II).

Operations. The use or receipt of monetary assets by the IMF, other than
exchanges of monetary assets (that is, other than transactions). Examples are
the payment of remuneration and receipt of charges. Operations in SDRs are
uses of SDRs other than exchanges of SDRs for monetary assets (that is, other
than transactions by agreement or with designation).

Ordinary Resources. Assets held in the General Resources Account (GRA)
that derive from members' quota subscription payments and the undistributed
net income from the use of these resources.

Outright Purchase. A purchase (drawing) for which there is no formal IMF
arrangement, such as a purchase under a special policy, e.g., the policy on the
emergency postconflict assistance.

Performance Criteria. Macroeconomic indicators such as monetary and
budgetary targets that must be met, typically on a quarterly basis, for the member
to qualify for purchases under the phasing schedule for Stand-By Arrangements
in the upper credit tranches and Extended Fund Facility (EFF) Arrangements, or
on a six-month basis for disbursements under Enhanced Structural Adjustment
Facility Arrangements. Some performance criteria are those necessary to
implement specific provisions of the Articles of Agreement. (See also under
"Stand-By and Extended Arrangements" in Chapter III and Benchmarks.)

Periodic Charges. Charges (equivalent to interest), payable by a member on its
outstanding use of IMF credit (see Chapter II under "Schedule of Charges").

Phasing. The practice of making the IMF's resources available to its members
in installments over the period of an arrangement. The pattern of phasing can
be even, front-loaded, or back-loaded, depending on the financing needs and
the speed of adjustment.

Precautionary Arrangement. A Stand-By or an Extended Arrangement under
which the member agrees to meet specific conditions for use of IMF resources
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although it has indicated to the Executive Board its intention not to make
purchases (drawings) (see Chapter I under "Use of IMF Resources and Other
Assistance to Member Countries").

Precautionary Balances. Balances held in the form of General and Special
Reserves, and the two Special Contingent Accounts that were established in
the context of the arrears strategy (see Chapter II and Chapter VI).

Prescribed SDR Holder. A nonparticipant in the SDR Department that has
been prescribed by the IMF as a holder of SDRs (see Chapter V).

Program Monitoring. Monitoring by the IMF to determine whether the
performance criteria specified and policy commitments made in the context of a
Stand-By or an Extended Arrangement are being observed by the member
receiving resources.

Purchases and Repurchases. When the IMF makes its general resources
available to a member, it does so by allowing the member to purchase SDRs
or other members' currencies in exchange for its own (domestic) currency.
The IMF's general resources are, by nature, revolving: purchases (or
drawings) have to be reversed by repurchases (or repayments) in installments
within the period specified for a particular policy or facility.

Quota. The capital subscription, expressed in SDRs, that each member must
pay to the IMF on joining. Up to 25 percent is payable in SDRs or other
acceptable reserve assets and the remainder in the member's own currency.
Quotas, which reflect members' relative size in the world economy, are
normally reviewed every five years (see Chapter II).

Remunerated Reserve Tranche Position. A member receives remuneration
from the IMF (at a rate determined by the IMF) on any excess of its reserve
tranche position over the difference between its quota and its norm for
remuneration (see Chapter II, Figure 2).

Remuneration. The interest paid by the IMF every quarter on a member's
remunerated reserve tranche position.

Representative Rate. The exchange rate of a member's currency, normally
against the U.S. dollar, that is used in the IMF's transactions and operations
with that member—that is, a currency (other than the U.S. dollar) is valued in
accordance with the value of the U.S. dollar in SDR terms and the
representative rate of the other currency in terms of the U.S. dollar. If the
member has an exchange market where a representative spot rate for the U.S.
dollar (against the member's currency) can be readily ascertained, then that
representative rate will be used. If such a market rate cannot be readily
ascertained for the U.S. dollar but can be ascertained for another currency for
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which a representative market rate against the U.S. dollar exists, then that
cross rate can be used. Otherwise, the IMF determines a rate for the currency
that is appropriate.

Reserve Tranche Position. The extent to which the IMF's holdings of a
member's currency (excluding holdings that reflect the member's use of IMF
credit and holdings in the IMF No. 2 Account that do not exceed '/io of 1 percent
of the member's quota) are less than the member's quota. The reserve tranche
position is a part of the member's external reserves (see Chapter II, Figure 2).

Rights Accumulation Program (RAP). An economic program agreed
between the IMF and an eligible member in protracted arrears to the IMF that
provides a framework for the member to establish a satisfactory track record
of policy and payments performance, and permits the member to accumulate
rights to future drawings of IMF resources following clearance of arrears to
the IMF, up to the level of arrears outstanding at the beginning of the program
(see Chapter VI).

"Rights" Approach. A special approach to address the situation of members
that were in protracted arrears to the IMF at end-1989, on the basis of a rights
accumulation program (see entry above and Chapter VI).

Self-Sustained ESAF (or Self-Financing ESAF). Under a self-sustained
Enhanced Structural Adjustment Facility, loans would not be financed by
ESAF Trust borrowing (as under the current ESAF), but by IMF resources
currently in the ESAF Trust Reserve Account, on a revolving basis.

Service Charge. A fixed charge of Vi of 1 percent levied on each purchase
(drawing) of IMF resources in the General Resources Account other than reserve
tranche purchases, which carry no charges. The service charge is payable at the
time of the transaction (see Chapter II under "Schedule of Charges").

Special Charges (Additional Charges). Charges levied on a member's
overdue repurchases and charges (see Chapter II under "Schedule of Charges"
and Chapter VI).

Special Contingent Accounts—First and Second. Accounts established to
hold precautionary balances in order to strengthen the IMF's financial position
in connection with members' overdue financial obligations (see Chapter VI
under "Strengthening the IMF's Financial Position").

Special Drawing Right (SDR). International reserve asset created by the IMF
in 1969 as a supplement to existing reserve assets.

• SDR Allocation. Distribution of SDRs to members by decision of the IMF.
A "general" allocation requires a finding by the IMF that there is a global
need for additional liquidity (see Chapter V).
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• SDR Assessment. An assessment levied by the IMF, at the same rate for
all participants in the SDR Department, on a participant's net cumulative
SDR allocations, to cover the expenses of conducting the business of the
SDR Department. (See also Chapter I under "Operating Costs" and
Chapter V.)

• SDR Department. This department, an accounting entity rather than an
organizational unit of the IMF, records and administers all transactions and
operations involving SDRs (see Chapter I under "Financial Structure" and
Chapter V).

• SDR Interest and Charges. Interest is paid to each holder of SDRs.
Charges are levied, at the same rate, on each participant's net cumulative
SDR allocations. The SDR interest rate is determined weekly by reference to
a combined market interest rate. Interest on SDR holdings is paid, and
charges on net cumulative allocations are collected, on a quarterly basis, and
are settled on the first day of the subsequent quarter (see Chapter V).

• SDR Use. Participants in the SDR Department (currently all members of
the IMF) and prescribed holders may use SDRs in a variety of voluntary
transfers, including transactions by agreement, swap arrangements, forward
operations, and so forth. Participants may also use SDRs in operations and
transactions involving the General Resources Account (GRA), such as the
payment of charges and repurchases (repayments). In addition, the IMF
ensures that a participant with a need because of its balance of payments or
reserve position is able to use its SDRs to acquire foreign exchange in a
"transaction with designation" (see Chapter V).

• SDR Valuation. The currency value of the SDR is determined daily by the
IMF by summing the values in U.S. dollars, based on market exchange rates,
of a basket of five major currencies. The current valuation basket was
established on January 1, 1996 (see Chapter V, Table 11). The SDR valuation
basket is normally reviewed every five years.

Stand-By Arrangement. A decision of the IMF by which a member is assured
that it will be able to make purchases (drawings) from the General Resources
Account (GRA) up to a specified amount and during a specified period of
time, usually one to two years, provided that the member observes the terms
set out in the supporting arrangement.

Supplemental Reserve Facility (SRF). A facility (window) established in De-
cember 1997 to provide financial assistance to members experiencing excep-
tional balance of payments difficulties due to short-term financing needs re-
sulting from a sudden and disruptive loss of market confidence reflected in
pressure on the capital account and the members' reserves (see Chapter III).
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Surveillance. An essential aspect of the IMF's responsibilities associated with
overseeing the policies of its members in complying with their obligations
specified in the Articles of Agreement in order to ensure the effective operation
of the international monetary system (see Chapter I under "Role of the IMF").

Systemic Transformation Facility (STF). A temporary facility (window)
established in April 1993 to provide financial assistance to members facing
balance of payments difficulties arising from shocks in their economies due to
a shift from a centrally planned economy to a market-based economy. No
purchases have been possible under this facility since end-December 1995.

Transactions. An exchange of monetary assets by the IMF for other monetary
assets (for example, a purchase or a repurchase).

Transactions by Agreement. Transactions in which participants in the SDR
Department (currently all members) and/or prescribed holders voluntarily
exchange SDRs for currency at the official rate as determined by the IMF.
These transactions are usually arranged by the IMF (see Chapter V under
"Uses of SDRs").

Upper Credit Tranches. See Credit Tranche Policies.

Use of IMF Resources (or IMF Credit). Includes use of IMF resources under
the General Resources Account, and loans made to members of resources in
the Special Disbursement Account or resources borrowed by the IMF as
Trustee for the ESAF Trust. The use of IMF resources (or IMF credit) in the
General Resources Account consists of transactions in which a member in
need of balance of payments assistance uses its own currency to acquire from
the IMF SDRs or the freely usable currency of a member in a strong balance
of payments and reserve position. As a result of these transactions, the IMF's
aggregate holdings of SDRs and currencies do not change, but the
composition of those holdings changes. The "strong" member whose currency
is used to provide assistance gains a larger reserve tranche position, on which
it will receive remuneration (to the extent that the IMF holdings of its
currency are less than its norm for remuneration).

Valuation Adjustment. Each member has the obligation of maintaining the
value in terms of the SDR of the balances of its currency held by the IMF.
Whenever the holdings of a member's currency are revalued (for a "strong"
member, typically when its currency is used in a transaction or operation; for
all members, at the end of the IMF's financial year), a receivable (for the IMF)
or a payable (by the IMF) is established for the amount of currency payable
by or to the member (see Chapter II under "Valuation of the IMF's Currency
Holdings").
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