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TRANSPARENCY AND THE

FINANCIAL STRUCTURE OF THE

INTERNATIONAL MONETARY FUND
Wednesday, July 21, 1999

CONGRESS OF THE UNITED STATES,

JOINT ECONOMIC COMMITTEE,
WASHINGTON, D.C.

The Committee met pursuant to notice, at 10 a.m., in Room 311,

Cannon House Office Building, the Honorable Jim Saxton, Vice

Chairman of the Committee, presiding.
Present: Representatives Saxton, Sanford, Ryan, and Watt.

Staff Present: Christopher Frenze, Bob Keleher, Colleen Healy,

Darryl Evans, Howard Rosen and Daphne Clones.

OPENING STATEMENT OF

REPRESENTATIVE JIM SAXTON, VICE CHAIRMAN

Representative Saxton. Good morning.

It is a pleasure to welcome Mr. Johnson and his colleagues from the

General Accounting Office (GAO) here before the Joint Economic

Committee (JEC) once again. GAO testimony has been an important part

of the JEC's program to provide more transparency to the financial

structure of the International Monetary Fund (IMF). We very much

appreciate their assistance.
The ongoing JEC review of IMF finances in recent years has

involved much effort in seeking more transparency for IMF operations.

I would like to thank Mr. Johnson and his GAO team for their hard work

in helping the Congress to gain access to IMF information that for too

long has neither been publicly available nor easily understandable.

I would like to just ask unanimous consent that my entire statement

be placed in the record. In the interests of time, we will move right to

Mr. Johnson's statement.

Sir, you may begin. Thank you very much for the great effort that

you have put into this undertaking. We appreciate it very much, and we

are anxious to hear from you.
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[The prepared statement of Mr. Saxton appears in the Submissions
for the Record.]

STATEMENT OF HAROLD J. JOHNSON, JR., ASSOCIATE
DIRECTOR, NATIONAL SECURITY AND INTERNATIONAL

AFFAIRS DIVISION, U.S. GENERAL ACCOUNTING

OFFICE: ACCOMPANIED BY GARY T.ENGEL, ASSOCIATE
DIRECTOR, ACCOUNTING AND INFORMATION MANAGEMENT

DIVISION, PHYLLIS ANDERSON, SENIOR EVALUATOR, AND THOMAS
MELITO, SENIOR ASSISTANT DIRECTOR

Mr. Johnson. Thank you very much for your comments.
Before I begin, I would like to introduce my colleagues.
To my immediate left is Gary Engel, who is an Associate Director

with our Accounting and Information Management Division. He is
jointly responsible with me for the overall work that we are doing in this
area at the IMF.

To my right, immediate right, is Phyllis Anderson, a Senior
Accountant, and Tom Melito, a Senior Economist, who have day-to-day
responsibility for the work that we perform. I think most of our team
wanted to participate in this hearing today, and they are behind me.

Before I begin my statement, you mentioned about the transparency
that is gradually evolving at the IMF. I don't directly cover that in my
statement, but I would like to comment that through the efforts of this
Committee as well as others the IMF has become more transparent. They
have some way to go yet, I believe, but they are making some progress
in that area. They release a wide variety of information now with regard
to their consultative process with countries as well as financial
information. So I think you are making some headway in that regard.

My remarks today are basically based on work that we have done
for this Committee as well as work that we have under way to meet the
mandate of the Omnibus Appropriation Act of 1999. Since that work is
ongoing, some of the information that I will present will be based on our
preliminary analysis. We expect to complete that work and report to the
committees that are cited in the legislation by September of this-by the
end of September.

As you requested, today I am going to talk about the Fund's current
situation regarding quotas, that is, the resources that the IMF obtains
from its members and that it uses for most of its financial operations. I
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am going to discuss the level of resources that the Fund has reported as
actually being available to lend and other resources that the Fund
potentially has available for conducting its operations, such as resources
obtained through borrowing and the Fund's gold holding.

Also' as you requested, I will provide some historical perspective
highlighting the share of IMF financial resources that have been
contributedby the G-I0. Incidentally,the G-10 consists of 11 countries.
When we get to the charts you will see 11 countries listed for the G- 1O.

Before I summarize my statement, I would just like to briefly go
over some background information that I think places some of this in
context and makes it more easily understood.

Quotas are the membership dues that countries pay to belong to the
IMF and comprise the bulk of the Fund's resources. Up to 25 percent of
the quotas are normally paid in reserve assets which are either special
drawing rights (SDRs) or freely usable currencies. The balance may be
paid either in the country's domestic currency or with noninterest-bearing
promissory notes.

The portion paid in freely usable currency or in SDRs is referred to
as the member's reserve tranche position. This can be drawn by the
member as needed, and if withdrawn is to be replaced by the member's
own currency. The members are not required to replenish the reserve
tranche position.

When a member needs funds other than from its reserve tranche,
IMF does not literally lend the money to the country. Rather, the country
purchases the currency that it needs from the IMF with an equivalent
amount of its own currency and then later repurchases its own currency
using either SDRs or currency that is designated by the IMF. Because
IMF's financial assistance is in the form of currency purchases, this
transaction does not reduce the combined total of IMF's current holdings
in terms of the SDR equivalents. Instead, the composition of the
currency holding simply changes.

The IMF holds about 103 million ounces of gold, most of which it
acquired prior to 1974 when its Articles of Agreement required that 25
percent of a member's quota subscription be paid in gold. The regular
use of gold in IMF transactions ended in 1978 when its Articles of
Agreement were amended to reflect the end of the fixed currency
exchange rate system that had governed the international financial system
up to that time.
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The IMF values its gold at 35 SDRs per ounce. That is about, at the
current exchange rate, about $47 an ounce, which was its value at the
time it was acquired by the IMF. Therefore, IMF's gold holdings are
valued on its balance sheet at about 3.6 billion SDRs or about $5 billion.
However, the IMF reports in a footnote to its financial statements the
current market value of gold holding, which incidentally on July 14, I
believe, was about $26 billion. But, as you know, it has been fluctuating.

Now, I would like to summarize our main points.
On January 30 of 1998, the IMF Board of Governors approved a

new quota level of 212 billion SDRs, which was a 45 percent increase
from the prior quota of about 146 billion SDRs. The quota became
effective in January of this year when members having 85 percent of the
total quotas consented to the quota increase. As of April 30, which is the
end of IMF's financial year, about five billion in quotas had not been paid
to IMF by 27 members. Seven of those members are currently in
protracted arrears and ineligible to consent or to pay their quotas until
they become current on their obligations. In addition, there are 20
members who have not yet consented and have until the end of July this
year to do so.

IMF quotas have grown substantially over the years. This growth
has come from increased membership, eight general quota increases since
1959, and several special and ad hoc increases in quotas of individual
members. General quota increases have ranged from about 34 percent to
61 percent.

The United States has historically contributed the largest amount of
quota resources. However, the U.S. share of the quota has fallen from a
high of about 39 percent of quotas, of total quotas, in 1945 to the current
level of about 17.5 percent. The U.S. share has decreased primarily due
to the expansion in membership over the years-1 52 new countries have
joined since its founding. Nonetheless, the absolute size of the U.S.
quota has increased, from about $2.8 billion in 1945 to $50 billion now.
Those numbers are in nominal dollars. They are not inflated.

Figure one on page five of the prepared statement shows that
growth. We have a graphic that shows how the growth has occurred over
the years. Now, the dark columns represent inflation-adjusteddollars, or
real dollars, and the white, (which is a little difficult to see) represent
nominal dollars.
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In July last year, we testified that about $43 billion of IMF's
resources were actually available at that time for lending or for other
purposes. Today, I want to update that figure to April 30.

As before, the IMF begins with its total amount of resources. I am
going to cite these in dollars so it is a little easier to visualize. Its total
resources are about $287 billion as of April 30. IMF estimates that,
before considering the credit that has already been extended, about $195
billion, or 68 percent, is usable. This is shown in figure two of the
prepared statement on page six.

The usable resources consist of (1) currencies of members
considered by the Executive Board to have sufficiently strong balance of
payments and reserve positions for their currencies to be used in IMF's
operations and (2) IMF's holdings of SDRs. The remaining $92 billion
of resources is considered unusable. That would be the white wedge in
the pie chart.

This unusable amount consists of currencies of members that are
currently using IMF resources and are therefore in a weak balance-of
payment position; currencies of members in relatively weak external
positions; gold holdings of the Fund which require an 85 percent vote by
the Executive Board to be used; and other nonliquid assets such as
buildings, facilities, and that type of thing.

Over the past 10 years, from 29 to 39 countries have had currencies
sufficiently strong to be used in IMF's operations. These percentages are
shown in figure 3 on page seven of the prepared statement.

About 77 percent of the resources IMF deems usable were
contributions by the G-10. The United States is the single largest
contributor of usable resources with about 26 percent of the total.

Thus, as I have indicated, as of April 30, 1999, IMF had $195
billion of total usable resources to meet-first of all, requests for funds
and, second, to meet possible requests by creditor members for their
reserve assets. IMF takes several steps to calculate the available and
uncommitted resources referred to as liquid resources. That is shown on
table 1.

The IMF first reduces the total usable resources by the amount of
outstanding credit extended, in this case about $81 billion, to determine
available resources. It then reduces its available and usable resources by
$18 billion for commitments that are already made to countries and by
about $19 billion for a minimum working balance reserve that IMF
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believes is necessary to make payments in specific currencies. The
minimum working balance is set at 10 percent of the quotas of members
in a strong external and reserve position. This is shown graphically in
figure 4 on page eight of the statement.

Over the past 20 years, the amount of usable and unusable resources
has varied. Usable resources over the period has averaged about 60
percent of the total resources, with a significant portion being from the
G- 10. This is shown in figure 5 on page nine of the prepared statement.

The United States has been the major contributor to these resources.
The U.S. portion is represented by the very dark line at the bottom of the
bar graph.

IMF can also borrow to conduct its operations but historically has
done so only from official sources. The Fund has not borrowed from
private capital markets, although the Articles of Agreement permit it to
do so, because, according to the Fund, it is a cooperative governmental
institution whose basic purpose is to facilitate the overall adjustment
process using surpluses to assist countries in deficit positions.

IMF first activated its general arrangements to borrow credit lines
in 1964, and during the 1970s financed from 45 to 62 percent of its credit
through borrowing. Since 1985, IMF has decreased its borrowing
substantially and between 1992 and 1997 did no borrowing.

IMF resumed borrowing in July 1998 when it borrowed $2 billion
through the General Anldngements to Borrow (GAB) process to finance
assistance to Russia and again in December 1998 when it borrowed about
$4 billion through the New Arrangements to Borrow (NAB) for Brazil.
Both of these amounts were repaid in March of this year after IMF
received funds from its quota resources.

I will turn just briefly to the gold issue.

IMF stresses the importance of gold as a reserve asset for the Fund.
In 1995, IMF's Executive Board reviewed the Fund's position on holdings
of gold as a reserve asset and announced several principles for managing
gold reserves. These principles are that, one, gold provides a
fundamental strength of the IMF; two, gold provides operational
maneuverability in the IMF's use of its resources and adds credibility to
its precautionarybalances; three, gold should be held to meet unforeseen
contingencies; four, IMF has a responsibility to avoid disruption in the
functioning of the gold market; five, profits from gold sales should be
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retained and only the income from such profits or investments of those
profits should be used for agreed-upon purposes.

Over the years the IMF has sold gold for a variety of reasons. On
several occasions it had to replenish its currencies in the early 1950s and
1960s and used gold to buy those currencies. Also, it sold gold to
generate some income needed to offset some operational deficits. And
then between April 1976 and May 1980 IMF sold 25 million ounces of
gold at auction to finance an IMF trust fund which had been created to
support concessional lending to low income countries. Finally, between
1977 and 1980, the IMF restituted 25 million ounces in gold in four
annual installments to members in proportion to their relative quota
shares as of August 31, 1975. The United States received an acquisition
of 5.74 million ounces of gold in that transaction.

There have been several recent proposals to sell gold. These are
discussed at some length in our prepared statement. But in order to
preserve more time for questions and answers, I will not discuss the
current proposals. If you would like to ask questions about them, we are
prepared to respond.

That concludes my prepared remarks, and we are ready to attempt
to answer your questions.

[The prepared statement of Mr. Johnson appears in the Submissions for
the Record.]

Representative Saxton. Mr. Johnson, first, let me thank you for
a very clear and understandable statement.

Let me also say that you mentioned that the IMF has become
somewhat more transparent. We would like to thank you and your team
for the hard work that you have put into this undertaking because,
without the hard work that you have done, the understanding that this
Committee and the Congress has gained would not have been possible.
We thank you for that. -_

Let me ask you some questions about several items that you have
made reference to.

First, sometimes official sources state that the United States
contributes about 18 percent, I think it was 17.5 percent in your
statement, as that would be our percent of the IMF quotas. However, it
is also true, is it not, that if one were to set aside contributions that are
not usable or useless, isn't the United States' contribution 26 percent? I
believe you said that in your statement.
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Mr. Johnson. Yes, that is correct. Twenty-six percent of those
resources that are usable within the operational budget. The countries
that are in and out of the operational budget fluctuate from time to time
but, basically, on the margin. There are generally a fixed number of
countries that are part of the operational budget that primarily support the
Fund.

Representative Saxton. As a matter of fact, figure 3 in your
statement, which you also had up on the board, shows the United States'
contribution in terms of usable quota to be 26 percent. Then the next
largest would be Germany at only 9 percent; is that correct?

Mr. Johnson. Yes, that is correct.

Representative Saxton. And the United Kingdom would be next
with 7 percent. So it shows that by far and away the United States'
usable contribution is several times that of the next contributor.

Mr. Johnson. Yes, that is correct.

Representative Saxton. Under IMF rules, 25 percent of the quotas
are paid in usable resources. However, isn't it the case that some
countries, such as the United States, contribute more than 25 percent of
quota in usable resources while other countries maintain virtually no
contribution in hard currency?

Mr. Johnson. Well, the way that the process works is that, when
a quota or subscription is agreed to, all countries have to provide 25
percent in hard currency or in SDRs. However, countries that are in a
weak financial position or are borrowers sometimes are able to obtain
those hard currencies or SDRs through some other means, make their
payment and draw those funds out again. That is reflected, I believe, on
tables at the end of the statement that show those countries that are
creditor, the ones that are in a neutral position and those that are in a
debtor position. They have basically drawn all of those funds out.

Representative Saxton. Now, as we all know, there has just been
a quota increase. Nonetheless, about 88 percent or nearly half of the IMF
members have a reserve position of less than 5 percent of quota, with
many of these below 1 percent of quota and some at actually zero.
Apparently, many of these nations borrow their reserve contributions to
satisfy membership requirements and immediatelywithdraw it and repay
lenders, including the United States.

Is this the case and if so, wouldn't it be more straightforward to just
waive the IMF contribution rules if they are just going to be evaded
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anyway? What is the point in maintaining rules that suggest broad-based

financial support when this is really not the case?

Mr. Johnson. I think the latter part of your question really goes to

a policy issue that needs to be taken up with the Treasury Department.

I think there are some valid reasons, again, on the margin for

holding to the process that they go through so long as the decision is to

finance the Fund through equities rather than through borrowings. But

it does provide a mechanism for showing the total amount of resources

that the IMF is responsible for, whether they are usable or unusable.

But I think your question is a good one, and it is something that

could be discussed with the Treasury Department.

Representative Saxton. I was struck when I looked at the tables at

the end of your statement. The IMF, at one point at least, likened their

structure to a credit union.

Mr. Johnson. Yes.

Representative Saxton. In other words, if you were a member of

the credit union, one would assume that you had a cash position in the

credit union. These tables, I believe tables 1, 2, and 3, show the United

States, for example, reserve tranche position as a percentage of quota at

46 percent and a number of other countries, including the UK which is

at 37 percent and Australia which is at 43 percent.

Then when you move on to table 2, there are a number of other

countries that appear with less than 5 percent of reserve tranche position.

And then about two-thirds of the way down on page one of table 2, we

begin to see a whole number of countries that have no reserve tranche

position represented by Os.

Then when we move on to table 3, all of page two and-well, all of

page three, I was going to say, but there are only two on page three-

demonstrate quite clearly that there are some 80 or 90 countries that

actually have no reserve tranche position.

Mr. Johnson. That is correct. Table 3 represents the borrowing

countries that have already withdrawn their reserve tranche and have

called on resources outside of their reserve tranche.

Representative Saxton. Mr. Johnson, of the total amount

contributed in excess of 25 percent of member quota in usable resources,

what percent is contributed by the U.S., Japan, Germany, and France

combined?
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Mr. Johnson. Do you have that number?

I believe all of the G-10 is 77 percent, but-yes. I don't think we
had added up the percentage for those five countries that you mentioned,
but they contributed about 75 percent.

Representative Saxton. So it is clear that the industrialized
countries provide better than three quarters of the total assets.

Mr. Johnson. Yes. I think it has become-the institution and how
it functions has evolved over the years. In recent years, there has become
a much greater distinction between the providers of capital and the users
of capital. Clearly, the industrial countries are the providers. They have
not drawn even on their own reserve tranche for a number of years. I
believe the last drawing was in 1988. So there has been an evolution in
the way the Fund operates. That is fairly clear in looking at the numbers.

Representative Saxton. On another closely-related subject, what
is the current rate of interest that the United States has paid on its IMF
contribution?

Mr. Johnson. I am going to ask Gary-

Mr. Engel. The rate that who is paying? The United States?

Representative Saxton. Yes.

Mr. Engel. Well, basically, for the United States to lend the money
to be used by the members, they have to borrow from the public. For
1998, those rates ranged from, if it is a short-term borrowing, which are
Treasury bills, about 5 percent and to the mid-term, which are notes, 6
percent, and for the long-term securities, those were about 8.5 percent.

Representative Saxton. Are you saying that the IMF pays those
interest rates?

Mr. Engel. No. Maybe I misunderstood. That is what it cost the
United States to lend the money to be used.

Representative Saxton. Okay. That was my second question.

My first question was, what is the rate that the IMF pays the United
States for our contribution?

Mr. Engel. The remuneration rate for 1998 was about 4 percent.
I believe that was before burden-sharing adjustments.

Representative Saxton. So if the United States were to borrow the
money which we would then contribute to the IMF, we would then pay,
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as you noted, anywhere from just under 6 percent to 8 percent; is that
correct?

Mr. Engel. Yes. If the money that we borrowed was through
long-term lending, it would be more in the 8 percent range. I think
generally it is more in the 6 percent range. So it is about a 2 percent
difference.

Representative Saxton. Then the IMF pays us an interest rate of
about half that 8 percent?

Mr. Engel. Yes, 4 percent for 1998.

Representative Saxton. One could make the case that the United
States' taxpayers are subsidizing the IMF with low interest rates; is that
correct?

Mr. Engel. There is an interest difference, yes.

RepresentativeSaxton. Regardless of rationale used by the IMF,
the IMF interest rate paid to the Treasury is far below the rate-the
Treasury cost of borrowed funds, is the point that I am trying-to make; is
that correct?

Mr. Engel. Yes.

Representative Saxton. The JEC has concluded that the United
States' gold contribution as of 1996 amounted to about 1.675 billion
SDRs. The IMF has a complicated formula one can use to come to this
conclusion or one can just take 25 percent of the total 1975 U.S. quota.
That would amount to $2.2 billion, would it not?

Mr. Engel. Yes.

Ms. Anderson. Yes.

Representative Saxton. Thank you.

Let me just say here that it seems to be clear from the data that the
United States is the single largest source of IMF funds by far. Not only
is the IMF quota relatively high, but the United States consistently
contributes a larger portion of its usable funds as well as a higher
proportion of the excess reserve contributions that go far above the
minimum contributions. These resources are provided to the IMF in
return for an interest rate that is far below the Treasury's cost of funds,
thereby demonstrating a significant subsidy at taxpayer expense. The
size of this subsidy appears to amount to hundreds of million dollars
annually. I think that that is something that everyone should understand.
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Let me ask about remunerated reserve, the nonremunerated reserve
position. The IMF's Treasury booklet talks at length about a position-
a portion of the member's reserve position on which the member receives
interest but doesn't directly address the portion of which interest is not
paid. Is there a portion of our contribution that does not receive interest,
a nonremunerated reserve position?

Ms. Anderson. Yes, there is.

Representative Saxton. Doesn't this equal about $2.2 billion?

Ms. Anderson. That is correct.

Representative Saxton. Why doesn't the United States receive
interest on this portion of the contribution?

Ms. Anderson. The $2.2 billion represents in U.S. dollars what the
initial gold reserve tranche contribution was to the IMF, the U.S.'s share
in 1978. The IMF's policy is that since gold is a noninterest-bearing
asset, meaning it doesn't make any money off its gold, then it believes
that it should not pay its members for the initial amount of the gold that
they contributed.

Representative Saxton. So the IMF position is that, inasmuch as
we have $2.2 billion worth of gold, it is their position not to pay interest
on that value; is that correct?

Ms. Anderson. That is correct.

Representative Saxton. Isn't the IMF justification on this issue
contradictory? On the one hand, the IMF would argue that the United
States should not receive interest on this portion of its reserve because it
reflects the gold portion, which cannot be used to generate interest
according to IMF policy. But, on the other hand, the IMF turns around
and argues that the gold belongs to the IMF.

If the gold tranche belongs to the IMF and not to the United States,
then the United States' reserve position does not contain any gold and
should be fully remunerated, should it not?

Mr. Johnson. One could make that argument.

The way that transaction worked when the amendments to the
Articles of Agreement were passed in 1978 was that the gold, as you
stated, stayed with the Fund, but SDRs were substituted in the accounts
in place of the gold. Now, one could argue that the SDRs do earn interest
and therefore should be paid. Again, those are policy issues that need to
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be taken up with the Executive Branch. We wouldn't necessarily have a
position on that policy.

Representative Saxton. I understand. But isn't it true that the IMF
position is that the gold tranche belongs to the IMF and not to the U.S.?

Mr. Johnson. That is correct, yes. At least that is the IMF's
interpretation, and the Treasury Department has not disputed that. We
have had that discussion with Treasury, and they essentially agree with
that position.

Representative Saxton. Thank you.
Well, setting aside any IMF rationalizationsfor this treatment, what

is the cumulative value of the lost interest payments on this $2.2 billion
from 1975 to 1999? In other words, we have not received-whether we
argue that the United States owns the gold or that the IMF owns the gold,
we have not received any interest payments. What is the cumulative loss
to U.S. taxpayers?

Ms. Anderson. We actually have the number as of 1980 through
1999. That number is about $3 billion. So it would be a little over-
about $3.5 billion.

Representative Saxton. $3.5 billion?
Ms. Anderson. Yes, of interest that we have not received because

of the-our remunerated portion of the reserve tranche.
Representative Saxton. Let me just say here, in addition to the

subsidy mentioned before, there is a portion of the U.S. reserve position
totaling over $2 billion in which the IMF pays no interest. The
cumulative value of this subsidy at the expense of the taxpayers has been
estimated, as you just said, in the billions. You estimate $3.5 billion
from 1980 to 1995, and of course the gold has been there since 1975.

Mr. Johnson. The gold essentially accumulated over a period of
years prior to 1974 when the initial tranche was paid in gold. And there
were some-it was a progression. It wasn't all paid in at one time but
through that period of time.

Representative Saxton. Thank you.

I would like tojust move onto one other set of issues involving gold.
Under the gold restitution formula in the IMF articles, eventual
restitution would return about 23 percent of the total gold sold under this
provision to the U.S., would it not?

Mr. Johnson. That is correct, yes.
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Representative Saxton. In your statement you say that the market

value of gold is about $26 billion as of this year. Although I do not favor

any form of IMF gold sales in the foreseeable future, I would like to ask

a question based on the market value cited in your statement. If 10

percent of the IMF gold were restituted, that is 10 million ounces, it

would be worth about $2.6 billion. Under the restitution formula this

suggests that the United States' net gain would be about half a billion
dollars; is that correct?

Mr. Johnson. I believe that is correct.

Do you have those numbers, Tom, for us?

Ms. Anderson. For 10 million ounces?

Representative Saxton. Yes.

Ms. Anderson. That is true, yes.

Representative Saxton. About $500 million?

Ms. Anderson. Yes.

Representative Saxton. I think it is also valid to think of the

implications of any precedent that could be construed as giving up

potential U.S. gains on the gold over the long-run, especially since the

United States' stakes are quite large. Viewed from the perspective of the

restitution provisions, wouldn't the U.S. share of the IMF gold be viewed

as $4.7 billion net of purchase cost? In other words, does this figure

seem about right to you? No one is advocating liquidating all of the IMF

gold, but isn't it useful to consider the fact that the United States has a

considerable stake in the potential outcome of different types of gold

sales?

Mr. Johnson. Yes. I think that is the right number.

If the gold were restituted, of course, that would presume then that

the gold would be sold at market, which does fluctuate from time to time,

basically on a daily basis, right now. So the amount of profit would vary.

But even if the gold were restituted to the members under the formula

outlined in the Articles of Agreement, it doesn't necessarily mean that the

governments that receive that gold, including our government, would

make a decision to put that gold on the market.

Representative Saxton. In your statement you have included an

illustration of the proposed distribution which is a very general type of

illustration. Has the Administration or the IMF given you any clues

about the specific components of their proposal?
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Among the questions that arise are the following:
First, what is the proposed schedule of gold sales and what specific

criteria is it based on?

Second, how much interest would be available in each of the first
three years for debt restructuring?

Third, how does the amount of proceeds that the IMF would receive
from the capital value of the gold sales compare with the total interest
generated for debt restructuring in the first three years? It appears that,
over this time span, the IMF could receive more from the gold sales than
is generated from interest or for debt restructuring.

Fourth, when the securities generating the interest mature, exactly
where will the proceeds go? Where will the IMF-will these proceeds
actually end up?

Mr. Melito. The IMF board discussed this issue last week. It is a
nonpublic paper, but some of it was in the press.

They are debating the modalities right now, which methods for
selling the gold. The issues include using the central banks or going
directly to the market themselves through auction. The interest charge
they get from this, again, is not public, but the things they have discussed
are basically purchases of sovereign debt instruments. I think they expect
a 5 percent or so interest rate.

We don't have the analysis right now about what their projected
income would be from this. That would be something that we want to
look at closer.

They are projecting, I do know, a stream of revenues over a couple
of decades. That is their notion, having the profits generate interest over
an 18- or 20-year period. But I don't have available a public number of
how much that would generate.

As far as what happens to the actual trust fund at the end of that
18-year period, we have only had a discussion with Treasury about that.
Treasury's understanding is the current thinking-it is just that, thinking
on it-would be for that money to go to the General Resources Account
at the end of that period. I would expect that would have to be written
into whatever rules they have, and I'm not sure that has been worked out
yet.

Representative Saxton. Did you get any specific numbers either
from the Administration or the IMF?
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Mr. Melito. There is a nonpublic document which discusses some

of these numbers, but we are not at liberty to discuss that at this point.

Representative Saxton. Did they give you any specifics at all?

Mr. Melito. There are specifics on what they think the stream of

interest earnings would be over this 18-year period in that document.

There is also a discussion of the benefits, the advantages and

disadvantages of certain methods of disposing of the gold discussed in

that paper as well.

Representative Saxton. Do you think those numbers should be

disclosed to Congress?

Mr. Melito. That is up to the Administration and Treasury.

Representative Saxton. Mr. Johnson, Webster's dictionary defines

the term "restitution"as follows: "a giving back to the rightful owner of

something that has been lost or taken away; restoration." The term

"restitution" is the IMF's own description of its procedure for return of

gold to donor nations, not mine. If the IMF really believes all of the

value of the gold belongs to the IMF, why would it adopt the term

restitution for the return of gold to member nations? The IMF is noted

for unclear and confusing terminology. Why would it choose such a

clear, unambiguous term as "restitution" unless the actual situation is

somewhat more ambiguous and complicated than they are maintaining?

Mr. Johnson. I am not actually sure where they came up with that

terminology, but basically all that means is they are going to sell the gold

back to the members that provided it in the first place and would sell it

at a rate of 35 SDRs per ounce.

Representative Saxton. Let me suggest that the explanation that

there wasn't a unified point of view on this issue when the IMF charter

was amended in 1978 and the point of view that much of the gold value

belonged to the member nations was reflected in the use of the term

"restitution" and the procedure itself.

Mr. Johnson. There was a debate about that. That is correct.

Representative Saxton. Let me just say at this point-and then we

are going to turn to Mr. Watt for whatever questions or comments he may

have-there is a strong argument for considering the market value of

gold in excess of the official price, which is equal to $47 per ounce, to be

the property of the original donor countries.
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Regardless of the legal issue, however, it is clear that the use of the
IMF restitution formula would return about 23 percent of the gold to the
United States with the United States netting about $180 million for every
billion dollars in total gold sales through restitution.

This approach also suggests that the United States' share of the IMF
gold holdings amounts to about or at least $4 billion. While I am not
suggesting an IMF gold sale and think that gold should be held as a long
lost reserve, it is useful to consider the implications of the restitution in
analyzing potential United States' cost of benefits. If the gold sales are
conducted in some other manner, then the United States would lose $180
million per billion in sales of potential restitution. This precedent could
convincinglyjeopardize U.S. claims on $4 billion in IMF gold holdings.

I want to thank Mr. Watt for his patience here. I am sorry that that
took so long, but I wanted to wade through all of that to get it on the
record. Sir, the floor is yours.

Representative Watt. Thank you, Mr. Chairman. I appreciate your
allowing time for a few questions.

Mr. Johnson, I am going to talk some about the gold sale issue.
That is on page 12 of your testimony, your printed testimony.

There is a section that indicatesthatthe U.S. Congressmust approve
a U.S. Executive Director vote in favor of the Fund's sale of gold in
certain circumstances,and then there is a footnote that suggests that those
certain circumstances deal with cases in which 25 million ounces of gold
are being sold. Then I think the proposal that is being discussed is to sell
10 million ounces; is that correct?

Mr. Johnson. That is correct. The reference in the footnote has to
do with the sale that occurred from 1976 through 1980. And the
requirement in the law is that the Congress must approve a vote by the
Executive Director in favor of selling gold to set up a trust fund in
addition to the amounts that were sold during that period of time.

Representative Watt. So it is not actually a 25 million ounce-
Mr. Johnson. No. That has taken place already. The current

proposal is 10 million ounces of gold. That would require legislative
action to authorize the Executive Director to vote in favor of that. And
as you know-

Representative Watt. You are saying it would or would not?
Mr. Johnson. It would.
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Representative Watt. So that was the question that I wanted to get

to. Is it the IMF's position that it would require-or it is our position-

Mr. Johnson. It is our position that it would require, yes. Because

it requires an 85 percent vote to authorize such a sale, the United States

could block that sale if such an approval was not forthcoming.

Representative Watt. Okay. Now, what is it that triggers that

congressional approval, the establishment of a separate trust fund?

Mr. Johnson. A bill would have to be introduced. I understand

that a bill has been introduced in the House Banking Committee that

would authorize the Executive Director to vote in favor of a sale. Of

course, there are other bills that have-

Representative Watt. That is not my question. My question is,

what is it that triggers that requirement about this particular sale? What

is it that triggers compliance with that?

Mr. Melito. Most sales of gold require the 85 percent vote of

approval. The reason it says "certain circumstances"is because Treasury

pointed out to us in the review phase of this testimony that there are a

couple of very technical forms of gold sale which are not on the table

right now which may not require congressional approval. All of the

kinds of gold sale which have been recently discussed would require-

Representative Watt. So that is not an issue then?

Mr. Melito. No.

Representative Watt. Let me move to the next question, then.

On page 13 of your testimony, Mr. Johnson, in the first or second

full paragraph, I guess, you indicate that the G-7 has endorsed this

proposed sale. Would you talk a little bit about the circumstances under

which that endorsement came and in what form it came?

Mr. Johnson. Yes. I would like Tom Melito to discuss that. He

has been following the issue of the HIPC proposal for some period of

time.

Mr. Melito. As part of the G-7 communique from Cologne, they

endorse an expansion of the HIPC debt relief initiative. In that

communique they also talk about financing of this initiative in certain

respects. They endorse gold sales as one mechanism to help finance the

IMF's share of the expanded HIPC.

Representative Watt. How did that endorsement take place?



19

Mr. Melito. The board of the IMF is composed of the member
countries. The G-7, as was pointed out earlier, represent a large voting
share of the IMF board. That would be an important part of gathering the
85 percent approval.

Representative Watt. So except for the technicalities of getting
congressional approval, this is a done deal, I take it?

Mr. Melito. It is still an open policy issue. It is the Administration
that has approved it, not the Congress.

Representative Watt. But aside from that, the country, the
Executive Branch is on record in support of this?

Mr. Melito. The Executive Branch working through the House
Banking Committee has introduced legislation for this.

Representative Watt. Walk me through, if you would, how the
sale would translate itself into debt relief.

Mr. Melito. The gold would-be-sold at market value one way or the
other-

Representative Watt. You might want to make reference to the
chart on page 13. I am having a little trouble here figuring out how this
actually and ultimately translates into debt relief.

Mr. Melito. I will refer to this as the left column, middle column,
and right column. In the middle column, the first box, the first part of the
sale-there are a numberof differentways of approachingthat-we don't
really have any analysis on how they do it, but assume the gold is sold.
The gold would then produce-revenuefrom the gold sale. This revenue
is then divided into several components. The capital value of the gold,
which is basically the amount which the IMF carries on its balance sheet,
would go to the General Resource Account. The General Resource
Account would have its liquid resources increased by this amount of
money.

Representative Watt. Can you put a dollar figure on that?
Mr. Melito. It is $47 an ounce for 10 million ounces. It is about

$500 million for the 10 million ounce sale.
Representative Watt. So $500 million goes to the left and-
Mr. Melito. Yes-so the balance sheet of the IMF would not be

affected. It would be transferring gold into a liquid resource. The profits
from the gold sale, which is everything except the $47 an ounce and-
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Representative Watt. The approximate dollar amount for that

would be-

Mr. Melito. It depends on the market value of gold. Currently, at

260, we are talking about $230 an ounce. So $2.3 billion or so. It is a

very variable market right now. You can't get very precise about it.

The profits would be placed in the ESAF HIPC trust fund. This

amount of money in the ESAF HIPC trust fund would then be invested.

As I mentioned earlier, we are not sure exactly what investment

instruments they are discussing, but in general the kinds of things they

talk about would be sovereign debt instruments which earn around five

percent interest rates, maybe some higher and some lower. It is the

income generated from those investments which would be basically used

to fund the HIPC as well as funding the shortfall in the ESAF. These are

the two purposes for that fund.

Representative Watt. Has there been any discussion about exactly

what countries would benefit from the debt relief? I mean, what form

would that debt relief take?

Mr. Melito. The HIPC initiative is a multi-lateral and bilateral

effort. The rules of the initiative use income levels of countries and their

debt burdens as measured against certain statistics like export levels.

Currently, about 41 countries are potentially eligible for HIPC. Under

the Cologne initiative, they have projected about 33 countries would

receive debt relief. For these 33 countries, debt relief is expected to be

about $27.4 billion. Out of that $27.4 billion, IMF's share is $2.3 billion.

The way that they provide debt relief varies by creditor. Some

creditors will actually just remove the debt burden on the day that the

debt is forgiven. Other creditors will pay off debt service as it comes

due. Other creditors may give new debt at lower interest rates, a

refinancing of it. It is really up to the creditor to decide how to provide

the debt relief.

Mr. Johnson. I think it should be noted that in the case of IMF they

do not forgive debt. So their process would be to help with the servicing

of the debt rather than actual outright forgiveness.

Mr. Melito. That is correct. The IMF's likely approach to debt

relief would be to pay debt service as it comes due. Over the 10 years of

an ESAF loan, as the debt payments come due, IMF's likely approach

would be to pay the debt service, as it comes using resources in the ESAF

HIPC trust fund.
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RepresentativeWatt. If I follow through on everything you have
told me-and correct me if I am wrong-you have about $260 billion-
what is it, 260-

Mr. Melito. $2.6 billion from 10 million ounces? Yes. At $260 an
ounce, 10 million ounces would be roughly $2.6 billion, and about $500
billion of that goes to the General Resource Account. So approximately
$2.1 billion would be the profits from the gold sales. But the profits from
the gold sales are not what actually is going to fund debt relief. It is
interest on those profits.

Representative Watt. I think that is what I am getting to. In the
final analysis, the bottom line that actually goes to debt relief is the
interest from that part which turns out to be what amount?

Mr. Melito. That number is actually not available publicly at this
point.

I would like to add, though, that the gold sale is not the only method
of funding IMF's portion. In the Cologne initiative they discussed other
methods, which include direct bilateral contributions. They talked about
using the special contingency account which was created after the Latin
debt crisis but no longer has a purpose. They also mention the possibility
of using what are considered premium interest rates, which is the interest
rates coming from the SRF (Supplemental Reserve Facility), the facility
they used to support Brazil and Russia and Korea recently to help fund
the HIPC.

Representative Watt. Do I understand this would trigger-this
part of IMF involvement would trigger other debt relief?

Mr. Melito. The IHPC initiative is a joint effort by all creditors.
So they all agree to a level of debt relief for a particular country. They
then have to fund their own share of it. Once they target the amount of
relief for a country, then it is an exercise, by going through the actual
debt of the country to figure out what each creditor's share of the debt
relief is.

RepresentativeWatt. Did I hear correctly that that would be in a
ratio of about 10 to 1?

Mr. Melito. The 10 to 1 you are referring to is how the U.S. scores
its own debt relief to very poor countries. The U.S. has about $6 billion
worth of debt to the HIPC countries. Secretary Geithner in a hearing two
or three weeks ago-
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Representative Watt. I thought I heard the figures in the final

analysis, you got to the bottom line, you got to 27.4 versus 2.3.

Mr. Melito. That is-the IMF's share of the 27.4 billion is 2.3

billion.

Representative Watt. So it would be about 10 to 1.

Mr. Melito. A little less than 10 percent.

Representative Watt. Thank you, Mr. Chairman. I just wanted to

get a better understanding of this.

I understand the Chairman's position is that this shouldn't be done

at all. I know it is a controversial issue, but it helps to understand what

the impact is in the final analysis.

I yield back.

Representative Saxton. Thank you for your very thoughtful

questions.

Let me just emphasize here that the one question that Mr. Watt

brought up that I think is very interesting to which Mr. Melito said the

figure is not available, if a little better than $2 billion were invested and

if a reasonable person said that it should have a reasonable rate of return

of, say, 6 percent, that would translate into about $120 million a year

return on that investment. And so the gold sales with its advantages and

disadvantages ends up throwing off about $120 million for debt relief,

which may or may not be considered a lot of money, particularly in light

of the fact that it might be compared to the $500 million that IMF is

permitted under their proposal to keep for their own purposes. So the

figure may not be officially available, but I think reasonable people could

conclude that a little over $100 million, $120 million would be about

right.

Mr. Johnson. It seems like a reasonable calculation, right.

Representative Saxton. Thank you.

Mr. Ryan.

Representative Ryan. Thank you. Thank you for coming today.

I wanted to go down the same road that my colleague, Mr. Watt, went

down. I would like to ask you about-Congressdoes have to approve the

gold sale; is that not correct?

Mr. Johnson. The Congress must approve the Executive Director's

vote in favor. So, in essence, that is correct.
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Representative Ryan. Under the restitution charter, the sale, the
IMF would have to pay 23 percent of the sale to the U.S.; is that correct?

Mr. Johnson. No. If restitution occurred, that would encompass
the entire amount of whatever gold was offered.

There are different ways to conduct the sale of gold. One would be
restitution, which is essentially a sale to the member countries. If gold
were sold under the proposal that the Administration has made, then the
proceeds of that sale would be allocated according to the method that Mr.
Melito discussed. There would be no restitution under that process.

Representative Ryan. So if the Administration was proposing to
do it under restitution by selling it back to the member countries, then the
23 percent rule would kick in?

Mr. Johnson. That would be the formula.
Representative Ryan. The United States would collect about $180

million per billion of sales?
Ms. Anderson. Yes. If the restitution of the whole 24 million

ounces were made, we would get-about $5.1 billion would be returned
to us in gold.

Reilresentative Ryan. So under the current proposal for gold sales
we would receive what, about $470 million from restitution? What
would that number be?

Mr. Melito. The current plan has no restitution component.
Representative Ryan. I know. But looking at the numbers-
Mr. Melito. Under 10 million ounces, it would be approximately

2.4 million of those ounces. If you would restitute, 10 million ounces
would be for the U.S. My colleague will give you the dollar value right
now.

Representative Ryan. I am glad somebody brought a calculator.
Ms. Anderson. It would be about the $5 billion that was mentioned

earlier.

Representative Ryan. Okay. So under restitution, which I know
the Administration is not proposing restitution, that would mean that the
U.S. would have to collect about half a billion dollars under this sale if
they wanted restitution. This is something that I think-most Members
of Congress don't have any idea how this works. It is a very complicated
issue. If the IMF were going down the restitution road, that would be
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something where the U.S. taxpayer would be owed about half a billion

dollars under this current proposal?

Mr. Johnson. For the 10 million ounces, correct.

Representative Ryan. That is something very importantand worth

noting, that the route that the Administration has chosen is to sidetrack

the restitution route, which means the IMF would not have to pay the

U.S. taxpayer $500 million approximately; is that correct?

Mr. Johnson. It is correct. I don't know that I would characterize

it quite like that. They have decided that gold is a way to raise money for

the debt relief program that has been adopted. Gold would be one source

of revenue for that.

Representative Ryan. So the sale would take place on the open

market, correct?

Mr. Johnson. Well, I don't think they have gotten to the point of

deciding how the sale would occur. In fact, I don't believe that that

decision would be made until the fall general meeting in September. But

they have discussed four or five different modalities of sale. Auction on

the open market would be one. A direct arrangement with central banks

could be another. Using a bullion bank to conduct the sale would be

another. There are various modalities that have been discussed, but they

have only gotten to the discussion stage. There have been no decisions

made that I am aware of on that.

Representative Ryan. Ms. Anderson, did you want to make a

comment?

Ms. Anderson. I just wanted to say that if gold were restitutedback

to the United States, the United States would get gold back.

Representative Ryan. But that is not a modality that is being

considered right now by the Administration. So the cost of that decision

of not considering modality is roughly-I think it was about $500

million-

Mr. Melito. Let me clarify that. If gold is restituted to the United

States, the U.S. Government would owe the IMF about $500 million.

The U.S. have to pay the IMF at the official rate of gold. We would be

receiving gold worth the market value, so-

Representative Ryan. Because of the difference between the 47,

right.
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Mr. Johnson. And, again, the profit would assume the sale of gold
by the United States after it receives it. But in terms of value, you are
correct.

Representative Ryan. I think that is a very interesting point
because most members don't know what is at stake here.

Going down the road of the chart that Melvin brought out, under the
ESAF agreement, how would you characterize the way ESAF would
change if this plan is to go through? Would this be a case where there
would be more of a permanent funding mechanism after they get the
proceeds of the gold sale into the special disbursementaccount and is this
something that, if we are kind of agreeing on the back of the envelope,
that this is going to reap about $120 million a year on something like a
6 percent rate of return? Would this not provide more of a permanent
funding mechanism for ESAF?

Mr. Johnson. I believe that is correct. I would like Tom to talk
about that a little more. He has done some preliminary calculations on
that issue that I think would be helpful.

Mr. Melito. The trust fund that the IMF is setting up has two
purposes. I am not sure this is actually well known. Its first purpose is
to fund the IMF's share of HIPC. As I mentioned earlier, about $2.3
billion as projected based on the Cologne initiative. The other goal is to
fund the shortfall in ESAF, which is projected to start sometime in the
early part of the next decade, in about five years.

We have a preliminary breakdown that separates these costs. There
is $2.3 billion for the HIPC. We think, working on IMF documents that
are on their web page, that the ESAF shortfall is around $2.7 billion, but
that is very preliminary. That results in a total of $5 billion for the two
purposes. We know that they are mentioning several different ways of
paying for that. Gold sales is one of the ways that we mentioned. They
have several other purposes. So they are mixing two goals with several
financing mechanisms.

RepresentativeRyan. Because you don't have all of the numbers,
but the practical result at the end of the day is they would have more of
a self-financing mechanism in place?

Mr. Melito. That is the goal, to have ESAF be self-financed.
ESAF would be self-financed, even without getting this money,
sometime at the end of the next decade. There is a temporary shortfall
in ESAF that is being projected.
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Representative Ryan. What-would this affect Congress in its

role in oversight of these two funds?

Mr. Melito. That is a good question. That is not something which

we have looked at, but clearly it becomes an issue under the current

arrangementthey have to periodicallygo to Congress for funding in one

way or another such as the sale of gold.

Representative Ryan. We would have to do that then once

Mr. Melito. That could be a potential implication. Again, we have

not done analysis on that.

Representative Ryan. I am a member of the Banking Committee

as well as the Joint Economic Committee, which I thank the Chairman

for allowing me to sit on the Committee. That is the conclusion that

many us in the Banking Committee have made, is that under this

proposal this is one way, for a good reason or bad reason, to sidestep

annual congressional oversight or review or approval of these funds.

I would just like to let my colleagues know that yesterday I sent a

letter to Chairman Leach on the Banking Committee signed by 13 of my

Banking Committee colleagues opposing IMF gold sales. In the letter-

I will just read a quick quote here. "We urge the Chairman to join us in

ensuring that no provision for this gold sale is included in either the FY

2000 authorization request for the international financial institutions or

in any other legislation pending before the Banking Committee."

This from a legislative track comes through in a few forms, under

the authorizationbill, undek a debt relief bill. But many members of the

Banking Committee, and this is just from the majority side of the

Banking Committee, are steadfastlyopposedto voting and approvingthis

gold sale in the Committee. Under these very reasons, we don't know the

specific modality. It is very clear that under either modality that they

chose that we would lose oversight over the IMF, over IMF policies, over

ESAF.
Mr. Johnson. That would be a possibility.

Representative Ryan. That is the possibility that seems to be of

concern to many Members of the Committee. I think earlier we clearly

discovered that there is a significant taxpayer subsidy that currently takes

place because of the interest rate disparities with respect to the IMF.

That is something that cannot be refuted, correct?
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Mr. Johnson. Well, the taxpayer subsidy that you are referring to
has to do with the General Resources Account more so than the ESAF.
ESAF is very concessional.

Representative Ryan. Right. One of the things that we are
concerned about in the Committee, and then I will go on to general IMF
policy, is that fact that many Members of Congress have concern that
while watching for the constituents dollars, making sure that taxpayer
dollars are spent wisely, we are not doing good things. We are going
down roads with IMF that many Members of Congress would not like to
pursue, doing more harm than good in many of these cases.

Just to summarize, is it your opinion-and I just want to recap this
real quickly-that on a restitution, $180 million would have to be
returned per billion dollar of sales? Now that the modalities they are
considering are nonrestitution modalities, this would be a funding
mechanism that would avoid restitution and it would be a funding
mechanism that would put more permanent funding for the ESAF in the
time being, thereby obviating any congressional oversight or approval in
the meantime; is that correct?

Mr. Johnson. I would agree with that.

Representative Ryan. Thank you very much, appreciate it.
Representative Saxton. Thank you, Mr. Ryan.
Mr. Sanford.

Representative Sanford. I just have a couple of general questions.
I think that we have plowed through the ground very well on the

issue of transparency and the financial structure of the IMF. Then I want
to go from the microscope where we have been just to sort of the big
picture. The big picture for me would be if you-all were to think of, let's
say, the safest IMF investment, if you want to call it that, what would that
be?

Mr. Johnson. I am sorry-

Representative Sanford. In terms of countries, what would be the
safest IMF investment?

Mr. Johnson. I think there are probably some risks involved
anytime the IMF provides funds for a country that is in crisis. It seems
like the Asian countries are coming back so those funds will be returned.

One thing that we have observed in our analysis is that there has
been a much greater concentration of funds going to fewer and fewer
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countries. For example, Russia has about 21 percent, I believe, now of

the IMF resources.
Representative Sanford. So would you reverse it and say that

Russia would be the worst IMF investment?

Mr. Johnson. Well, the riskiest.

Representative Sanford. I am saying, in terms of creditworthiness,
if you had just a pendulum, just the back of the envelope kind of way,

you would say that Russia might be toward the less creditworthy end of

the scale and some country-this Southeast Asia might be on the upper
end of the scale?

Mr. Johnson. That would seem roughly reasonable. It should be

noted that when IMF makes its decisions it attempts at least to treat all

countries the same and does not do a credit risk analysis.

Representative Sanford. I understand that. But in other words,

given the cost of capital to these countries with the exception of a small

category, broadly the rate setting is within a relatively narrow band,
correct?

Mr. Johnson. Essentially the same.

Representative Sanford. Right. So what I am getting at is, given

one country may be over here on the creditworthiness scale and the other

country may be over here, there is no adjustment to the cost of capital, to

wait and see what private markets. What I am struggling, with is,

therefore, is the IMF indirectly subsidizing bad policy?

Mr. Johnson. Well, the latter part of your question, I am not in a

position to answer.
Representative Sanford. Again, you understand the point that I am

making. If you were Lloyds of London there would be a direct credit risk

premium.
Mr. Johnson. That is correct.

Representative Sanford. And therefore, since there isn't in this

arrangement, in an indirect way, since we make it easier for capital to

flow to a place that may have basket case policy, in other words, does it

indirectly subsidize the continuation of bad policy?

Mr. Johnson. That may be one way to view it. The other way to

view it is that the IMF places some fairly stringent conditions on

countries to help them with their macro-economic situation, whatever
that may be. And-
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Representative Sanford. So in other words you would characterize
it, in essence, as an aid program?

Mr. Johnson. Well, it is a program to help countries restructure
their macro-economic policies so that they recover from the situation that
they find themselves in.

Representative Sanford. Right. I went to credit school up in New
York, the Chemical Bank training school, when I was straight out of
college. I remember the 5 Cs of credit. What you are saying is basically
IMF does not apply the 5 Cs. Rather than adjust in terms of premium
based on the riskiness of that given investment, there isn't that
adjustment. So one could legitimately make the argument that the IWF
subsidizes bad policy, or, in reverse, we are not subsidizing but are an aid
program to help those countries.

Mr. Johnson. The IMF is trying to correct that bad policy.
Representative Sanford. I guess the only other thought that I

would have would be do you think that this aid program or these costs to
the taxpayers ought to be built into the budget? Again, which is outside
of your direct role, but in terms of the way we account for our budgeting
here in Washington to the United States taxpayer, do you think it ought
to be built in?

Mr. Johnson. I am going to ask Gary Engel to respond to that. He
is more familiar with the budget.

Mr. Engel. Right now, there is nothing, to my knowledge, built-in
to the budget for a subsidy or even for an anticipated default. Under
other programs such as credit reform, there is an up-front estimated
subsidy, built-in to the cost so that you know what it is costing you to do
the program.

Representative Sanford. You think that would be good or do you
think that would be bad?

Mr. Engel. I think it would help decision-makers understand what
it is really costing to participate in that program.

Representative Sanford. So if you had to pick, your vote would
be yes, it ought to be an on-budget item so the taxpayer could see what
it cost?

Mr. Engel. Well, as I understand it, it flows through the budget but
it is not up front. I personally would be in favor of clearly knowing early
on what it is estimated that it is going to cost. Right now what happens

59-997 - 00 - 2
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is the interest costs are part of a line item in the budget called interest on
the Federal debt. So we don't really have an indication of what this
difference in interest that we spoke of earlier in the hearing is costing us.

Representative Sanford. I sure appreciate your time. Thank you.

Representative Saxton. Thank you very much, and we appreciate
very much again the contribution that you have made here.

Let me just conclude the hearing by saying that certainly, as

representatives of the American taxpayers, we have here the obligation
to point out several facts that you have been very helpful with. First, that
the United States is the single largest source of IMF funds by far, and that
the taxpayers of this country are contributors to that. And that these
resources that are provided to the IMF in return for an interest rate, which
is far below the Treasury's cost of funds, thereby demonstrates further a
cost in addition to what we may contributing directly. And that, thirdly,
in addition to the subsidy that I just mentioned, there is a portion of the
United States reserve position totaling over $2 billion on which the IMF
pays no interest whatsoever, accounting for another taxpayer subsidy, if

you will. And that, finally, what we are considering in the current
context is the sale of a portion of the IMF total gold holdings to which
the United States share amounts to almost $5 billion.

And so these are all matters which are of interest to us and of
concern to us because of our obligation to the American taxpayer.

We thank you very much for the contribution that you have made.
It has been a very important one, and we look toward to working with
you as we proceed through these and other issues.

Thank you very much. The hearing is adjourned.

[Whereupon, at 11:23 a.m., the Committee was adjourned.]
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SUBMISSIONS FOR THE RECORD

PREPARED STATEMENT OF
REPRESENTATIVE JIM SAXTON, VICE CHAIRMAN

It is a pleasure to welcome Mr. Johnson and his colleagues from the
General Accounting Office (GAO) before the Joint Economic Committee
(JEC) once again. GAO testimony has been an important part of the
JEC's program to provide more transparency to the financial structure of
the International Monetary Fund (IMF), and we very much appreciate
your assistance.

Transparency in IMF finances is needed simply because the IMF is
a publicly funded institution in which the U.S. assumes a major financing
and policy role. However, IMF financial activities are cloaked in an
obscure accounting system designed in an era when the nature of IMF
activities was very different from what it is today. Even the public
financial statements of the IMF are confusing, as reflected in the
inaccurate statements of a member of the IMF executive board before
Congress last summer. While confusion about the IMF's public financial
statements is quite understandable given their format, another problem
is that the operational budget of the IMF is treated as a classified
document.

The ongoing JEC review of IMF finances in recent years has
involved much effort in seeking more transparency in IMF operations.
Unfortunately, our review of IMF operations and promotion of IMF
transparency has been hampered by IMF and Treasury refusals to
publicly release documents such as the IMF operational budget and
policy reviews that would permit consultation with independent experts.
It became evident that if significant IMF financial transparency were
going to occur, it would have to be directly provided through Congress.
This was one factor leading to my request last year for assistance from
the GAO in gaining access to IMF financial information.

By forcing additional financial information into the public domain,
it was my hope that the activities of the JEC and GAO would result in
more transparency and also reduce IMF incentives to withhold
information related to that already in the public domain. In one of a
series of JEC hearings last year, the GAO presented the first intelligible
and reasonably complete overview of IMF finances available up to that
time. Subsequently, the IMF has moved to make more of its financial
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information public, but this institution has a long way to go before it can
be considered reasonably transparent. However, progress on other fronts
is being made. A recent positive development is the publication of a
study on IMF finances by the Bretton Woods Committee which
corroborates the conclusions of JEC research in this area in several key
respects.

This hearing will focus on information related to costs of U.S.
participation in the IMF as reflected in quotas, IMF interest payments to
the U.S., potential gold sales and restitution, and budgetary treatment.
Although it has not been easy, we now have the necessary analytical tools
for uncovering the most relevant financial data so that independent
appraisal and analysis of IMF operations can be facilitated. It is
important that this information be made publicly available for informed
policy analysis regardless of where we stand on the many policy issues
related to the IMF. The GAO is making a presentation of factual
material, and has not been asked to take a position on any issue currently
before the Congress.

An assessment of the costs associated with United States'
participation in the IMF suggests that the U.S. bears a disproportionate
share of the costs of IMF operations. Further, these costs are often
hidden or obscured by various accounting and other means. A review of
IMF quotas indicates that the best measure of the U.S. share of IMF
contributions is 26 percent, not the 18 percent figure officially circulated.
However, it appears that the IMF does not pay the U.S. interest on over
$2 billion of its contributions, and the cumulative cost of this to the U.S.
in recent decades has been significant. Another cost issue relates to
proposed gold sales, which could impose direct costs to the U.S. and also
affect a legitimate U.S. claim to several billions of dollars in gold assets.
Finally, there is the question of whether the current budgetary treatment
of the IMF fully complies with the recommendations in the Report of the
President's Commission on Budget Concepts.

I would like to thank Mr. Johnson and the GAO team for all their
hard work in helping the Congress gain access to IMF information that
for too long has neither been publicly available nor easily
understandable.
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Mr. Chairman and Members of the Committee:

We are pleased to be here today to discuss issues related to the
International Monetary Fund's (IMF)' financial situation. Our remarks will
be based on our past work for this Committee

2
and our ongoing review

required by the Omnibus Appropriations Act for fiscal year 1999.' The
information we will present on our ongoing work is preliminary. We expect
to complete our work and report to the congressional committees specified
in the law by the end of September. As requested, today we will discuss

* the Fund's current situation regarding quota resources that the IMF
obtains from its member countries and that Is used for most of Its
financial assistance:

* the level of resources that the Fund has reported as actually available
for lending; and

* other resources that the Fund potentially has available for conducting
its operations, such as resources obtained through borrowing and the
Fund's gold holdings.

As you requested, we will discuss the IMWs financial situation from both a
current and historical perspective, highlighting the share of the IMFs
financial resources that have been contributed by the Group of Ten (G-1O)'
countries. Also as requested, we will provide current and historical
perspectives on the IMFs gold holdings.
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Summary For the financial year ended April 30, 1999, the iMF had about $287 billion
in resources in Its General Resources Account (GRA) obtained primarily
from members' quota. However, from the GRA IMF could use only about
$195 billion, that is, the amount from members that are sufficiently strong
economically to permit their currencies to be used for iMF operations. The
remaining $92 billion was unusable for lending as it consisted of member
currencies in weak positions and gold, which the IMF does not consider to
be a liquid resource. Of the usable amount, about $118 billion had been
lent, committed. or reserved leaving about $77 billion available for
additional credit to IMF members and to meet members drawing on their
reserves held by the IMF.

In addition to these resources, the IMF has several other resources
potentially available for lending. The IMFs Articles of Agreement permit
the Fund to borrow resources for its operations and transactions. The IMF
has borrowed from member governments on multiple occasions and
maintains two standing arrangements with groups of countries for use
when quota resources are insufficient. These arrangements, the General
Arrangements to Borrow (GAB) and the New Arrangements to Borrow
(NAB), are standing credit lines worth a combined total of about
S46 billion. The IMF drew about $6 billion under these arrangements in
July 1998 and December 1998 to finance lending to Russia and Brazil but
repaid these obligations in March 1999.

As of April 30, 1999, the IMF had about 103 million fine ounces of gold
holdings with a market value on that date of about $30 bllion.' According
to IMFs Executive Board, the gold provides an underlying strength to IMFs
financial condition, can be used to replenish currency holdings if IMF does
not have enough liquid resources to pay creditors, and is available for
contingencies. However, gold is a non-interest-earning asset and is not
deemed by the IMF to be a liquid resource. In the past, the iMT sold gold
for a variety of purposes, most recently during 1976-80 to raise funds to
support lending to poorer IMF member countries. In addition, during that
same period. IMF restituted gold, that is. sold gold, to the members that had
previously used gold to pay part of their quota. The IMF has determined
that ownership rights to the Fund's gold clearly reside with the IMF.
However, under the Fund's Articles of Agreement, members may have
residual rights to the gold In two instances: If the Fund elects to restitute

As ofJuly 14. 5IM. th. mvkt eofd. F-mds gold holdings had dedhsed to aou2t 56 biMioo.
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gold to members or if the Fund is liquidated. In the first instance, gold
could be restituted to countries that were members on August 31.1975,
based on their relative quotas at that time. In the case of liquidation, gold
may be restituted to members on the same basis after the Fund's liabilities
have been satisfied.

Background

Members' Quotas

Currency Purchases and
Repurchases

Before discussing the details of WMFs financial situation, it is useful to give
some background on members' quotas, currency purchases and
repurchasesd and gold holdings.

Quotas are the membership dues that countries pay when they join IMF
and when there is an approved increase in such dues. Quotas comprise the
bulk of the Fund's resources for providing financial assistance. Up to
25 percent of quotas must normally be paid in reserve assets, which are
currencies that are freely usable in the principal foreign exchange markets
(U.S. dollars. yen. euros. or the pound sterling) or 'special drawing rights'
(SDR). The balance may be paid either in a country's domestic currency or
with noninterest-bearing promissory notes.' The portion paid in freely
usable currency, or SDRs. is referred to as the member's reserve assets or
initial reserve tranche position. This portion can be drawn by the member
as needed based upon the representation of a balance of payments need. If
withdrawn, these amounts are to be replaced with the country's own
curency however, members are not obligated to replenish their reserve
tranche positions by. for example, repurchasing their own currency with
freely usable currency.

When a member needs additional funds other than from Its reserve tranche
position, the country purchases the currency It needs from IMF with an
equivalent amount of Its own currency. The member later repurchases its
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own currency using SDRs or other currency on terms established by IMF.
Because IMFs financial assistance is in the form of currency purchases by
member countries, it does not reduce the combined total of IMF's currency
holdings in terms of SDR equivalents; that is. the funds are not lent out.'
Instead, the composition of IMFs currency holdings changes as
'borrowers replace the currency they purchase with their own currency.
The relationship of IMF's holding of a member's own currency to the
member's quota is an important one because it determines whether the
member is a creditor, debtor, or in a neutral position with IMF. With some
exceptions, currencies of members who are creditors are considered
usable by IMF to finance transactions, while currencies of countries in a
neutral borrowing or a debtor position are considered unusable by IMF.
Appendix I lists IMF member countries classified as creditor, neutral, or
borrower as of April 30, 1999.

Gold Holdings The IMF holds about 103 million fine ounces of gold at designated
depositories in four member countries.' The IMF acquired almost all of its
gold prior to January 1, 1974, when its Articles of Agreement required that
in most cases 25 percent of members' quota subscriptions be paid in gold
and that certain transactions between member countries and the IMF be
conducted In gold. In 1978. IMF's Articles of Agreement were amended to
reflect the end of the fixed currency exchange rate system that had
governed the International financial system up to that time. IMF's Articles
specify that based on an 85-percent majority vote of the total voting power
of the Executive Board, the IMF may sell its gold on the open market and it
may accept gold, at market prices, in discharge of a members obligations
to the Fund.

The IMF values its gold at SDR 35 per ounce (about 547 per ounce as of
April 30. 1999), its value at the time of acquisition."0 Therefore, the IMF's
gold holdings are valued on Its balance sheet at SDR 3.6 billion (about
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$5 billion). However, the IMF reports in a footnote to its financial
statements the market value of its gold holdings as of its financial year-end.
On April 30. 1999, the iMW estimated its gold was worth about $30 billion.
Were the IMF to sell some of its gold, it is unclear how much money could
be raised because the world price fluctuates and might be affected as a
result of the sale. In addition, the iMF has stated it does not have legal
authority to buy, lease, or swap gold.

Availability of IMF
Resources

We will now discuss the resources that are available to the IMB to conduct
its operations.

Current Size and Historical
Growth of IMF's Quota
Resources

In January 1998, IMF Board of Governors" approved a new quota"
2 level of

SDR 212 billion ($288 billion), a 45-percent increase from the prior quota
level of about SDR 146 billion. The quota became effective in January 1999
when members having 85 percent of the total quotas consented to the quota
increase. As of April 30, 1999. about $5 billion in quotas had not been paid
to the IMF by 27 members. Specifically, seven member countries" are
currently in protracted arrears to the IMF for overdue obligations and are
ineligible to consent to or pay their quota increases until they become
current on their obligations. In addition, 20 other members" have not
Individually consented to the quota increase and have until July 30, 1999. to
do so.

Since the IMP was created in 1945, total quotas have grown substantially.
This growth in iMFs quotas came from increased membership, eight quota
increases since 1959, and several special and ad hoc increases in quotas of
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Individual members." During this period as reported by the IMF, the
overall general quota Increases ranged from about 34 percent to about
61 percent. The United States has historically contributed the largest
amount of quota resources. However, the U.S. share of quotas has fallen,
from a high of about 39 percent of total quotas In 1945 to the current level
of 17.5 percent. The decrease in the U.S. share ofquotas Is primarily due to
the expansion in IMF membership over the years-152 countries have
joined the IMF since its founding. However, the absolute size of the U.S.
quota has increased, from about $2.8 billion in 1945 to the current amount
of about $50 billion. ' Figure I shows the historical growth in IMF quotas in
both nominal and Inflation-adjusted 1998 dollars. Also shown is the
number of IMF members at the time of each quota review.

Figure 1: Approved IMF Quotas at General Reviwms, 1945-1998

3W D8ll Is B111fl2ton2s

250

INO

188

so

OWQuotaR w - 1dt 2wd Spedd 4 4Ch sth GM 7nh 8th 8th loth 11th
Numrater&n- e 30 48 so e6 88 102 115 128 135 148 152 178 182

YrW R~l- 1985 1980 1955 1889 1960 19f5 1978 1878 1978 1983 1888 1895 18N

1998 dorb

Note 1: aot suoie ere e-Pesed h 198 dr1 a the ereae 1998 dftr/SDR oltbrng-ate
sod an SDR prde defator. This defitor bs oted hwn the wdted e.ge irdhtim lete of

Thbs otodes s-cen geWrsi rnle.ws sd .195815 .p-s revLew. The frst. s-olod. third. sod I OLh
g-nti rW resuited t, so -Icr-ts In qtso,.

"Oth. sotri, with tWV qsaotas Lh tdeJspo sad Gesoay (WbOt SIB SIlso roth. st 6 p-eosl of
quotas). sod F-sce sad the Urltod Kingdso, (St4.5 biliorodh or 5 pesrot of q9ouo,).

PaF 8 GCAOr-NSDtADs-9945,4



41

de -.oI. 998 -. ttee SCR be aor a ds For En.,a d I toed fth .too
dobdSDR Fo. F e perd pWo ID the ark d 05,. SOR it 1969. -sed

a.e kh, r of het tdold Sty b- ft 9F uted Ste U.S. dW Gob R. of #--I Thb
...a dIo Io Prek,*teaY Go .1 be ft~ deedopd kh W vbeqmo t

NOe 2 F. th. 1996 10 G.We Re.W. to Mtkt do&r -.dd 1998 dOdiets b
holtftelly high SDR Ad-W t.

San>: GAO Gmayrs d IMF dote.

The Fund relies primarily on quota resources to meet credit demands from
its members. However, during some periods of great demand for IMF
financing. the IMF has borrowed funds from member countries to use for
its operations. In December 1978, 62 percent of IMF credit outstanding was
funded from resources that IMF had borrowed.

Resources Currently
Available for Lending

In July 1998, we testified that about S43 billion of the S201 billion in total
resources were available at that time for lending. As of April 30, 1999.
about $77 billion of the $287 billion of the IMFs total resources were
available for lending. Today. using these updated figures. we will explain
the step-by-step process that the IMF uses for making Its estimate of
resources available for lending.

As before, the IMF begins with Its total amount of resources, about
S287 billion as of April 30, 1999. Before considering IMF extended credit.
about $195 billion, or 68 percent. is usable as indicated in figure 2.

AoiWr -stALfA"AMM4
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Figure 2: IMF Estimated Usable and Unusable Resources, April 30,1999

['\~~$9

Total - $287 billion
Unusable Resources
Usable Resources

Note: The SDRIAJS. dWaea "chbange rate was SDR 1= $1.35123.
Sour-e: GAO analysis of IMF date.

These usable resources consist of (1) holdings of currencies of members
considered by the Executive Board to have sufficiently strong balance of
payments and reserve positions for their currencies to be used in IMF
operations and (2) IMFs holdings of SDRs. The remaining $92 billion of
resources is considered unusable. These resources cannot be used to
finance IMF transactions because they are

* currencies of members that are using IMF resources and are therefore In
a weak balance-of- payment or reserve position;

* currencies of members with relatively weak external positions who
have drawn on their reserve position but have not borrowed;

* gold holdings of the Fund which require an 85-percent vote by the
Executive Board to be used and are not considered by the IMF as liquid
assets; or

* other non-liquid assets, such as buildings and facilities.
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The use of iMf credit by a member generally increases the MFs unusable
resources and reduces Its usable resources by equivalent amounts. From
December 31. 1988, through April 30.1999, a minimum of 29 members had
turrency that the IMP identified as sufficienly strong to be used in DIF
operations.'

7 The maxdmum number of countries In this situation during
this time period was 39.

Usable Resources of the
G-10 and Other IMF
Members

Figure 3 shows the percentage of usable resources provided by the G-10
and other IBE members as of April 30.1999.
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Figur 3: G-10 and Other iMF Members' Usabe Resours as of Aprlt io,1099

United States 26%

Other Countries 21%

IMF SDR Holdings 2%
Belgium 2%/
Canada 4%
France 7%
Germany 9%
Italy 5%
Japan 9%

Netherlands 4%
Sweden 2°b
Switzerland 2%
United Kingdom 7%

Total - $195 Billion

3 Other G-10 (doe not idude U.S.) 3 IMF SDRI Holdigs
U.S. nOitheroutrtes
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As of April 30, 1999, about 77 percent of the resources the IMF deemed
usable were contributions made by the G-10. The United States is the
single largest contributor of usable resources with 26 percent of the total.
In addition, IMFs holdings of SDRs amounted to about $5 billion that
comprised about 2 percent of its usable currencies."
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Available and Uncommitted As of April 30,1999, the IMF had $195 billion of usable resources to meet
IMF Resources requests for funds and requests for use of creditor members' reserve assets.

The iMF takes several steps to calculate its available and uncommitted
resources. referred to as liquid resources, as indicated in table 1.

Table 1: IMF Available and Uncornmitted (Uquld) Resources ea of April 30.1999

U.S. dellars in binions
Total usable resources (before IMF extenas
redi) $195
Less: Resources used (reedit exutended) (81)
Available and usable resources $114
Leass: Comoimnts (18)
Less: Minimum warblng balances (19)
Available and uncoinmiited resources $77
Note: SDR snensen rate * S1.35123.
Source: GAO aabIs Ed IMF data.

First, the IMF reduces its total usable resources of $195 billion by about
$81 bilion, which Is the amount of outstanding credit extended as of
April 30. 1999. The IMF then reduces Its available and usable resources of
$114 billion as of April 30,1999, by (1) S18 billion of commitments made to
countries needing assistance and (2) a minimum working balances reserve
of $19 billion, which is the amount iMF officials believe Is needed to make
payments In specified currencies. iMPFs Executive Board set the minimum
working balances at 10 percent of the quotas of members in a strong
external and reserve position. This leaves about $77 billion available for
additional credit to IMF members and to meet members drawing on their
reserves held by the MF. Figure 4 shows a breakdown of IMWs liquid
resources as of April 30, 1999.
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Figur 4: MF Liqukd Resources as of April 30, 199

Expected to be Drawn $18 Billion
Minimum Worldng Balances $19 Billion

Available for Operations $77 Billion
Resouces Used $81 Billion

Total -$195 Billion
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Over the past 20 years the amounts of usable and unusable resources have
varied. Usable resources over the period averaged about 60 percent of
total resources, with a significant portion coming from the GI-t. As
figure 5 shows, during this period, the United States was the major
contributor of usable resources, except during 1978 and 1979 when It was
deemed insufficiently strong and was excluded from IMFs operational
budgets"
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Figure 5: Usable and Unusable Quota Rtesotres, End of Calendar Yea 1978-98, and Aprf 30,1999
Pen-

100

so
70

70

so

40

30

10

0

1994 1995 1996 1997 1998 Apr-
99

- OVGIO-loest- kft9d SW=e WA.a

Sou-a: GAO analysis af IMF daft.

IMF Borrowing Historically, IMF has borrowed only from official sources to supplement its
resources obtained from members' quotas. This includes member
countries and their central banks, one country that was not a member at
the time the funds were borrowed and its central bank, and the Bank for
International Settlements.'a The Fund has not borrowed from private
capital markets, although WIFs Articles of Agreement permit it to do so.
According to IMFE the preference for borrowing from official rather than
private sources reflects the nature of the Fund as a cooperative.
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intergovernmental institution whose basic purpose is to facilitate the
overall adjustment process by using surpluses to assist countries In deficit
positions.

The IMF first activated its General Arrangements to Borrow (GAB)" credit
lines In 1964. In the 1970s during periods of large payment imbalances.
borrowed resources financed some 45 to 62 percent of IMF credit between
1974 and 1979 and 40 to 50 percent between 1980 and 1985. According to a
U.S. Treasury official, some of the borrowings were necessary to satisfy
Reserve Tranche drawings by industrIal countries. Including the United
States. Since 1985. the IMF decreased its borrowing substantially and
between 1992 and 1997 did no borrowing.

The IMP resumed borrowing in July 1998, when it borrowed about
$2 billion under the GAB to finance credit assistance to Russia. Also. In
December 1998. the IMf borrowed about $4 billion from its recentiy
established credit line, the New Arrangements to Borrow (NAB).a in
connection with a 3-year credit arrangement with Brazil. Both of these
amounts were repaid in March 1999. shortly after the IMF received funds
from the recent quota Increase.

IMF Gold Holdings IMf policy stresses the Importance of gold as a reserve asset for the Fund.
In 1995. the IMFs Executive Board reviewed the Fund's position on holding
gold as a reserve asset and established several governing principles for
managing Its gold reserves. These principles state that

* gold provides a fundamental strength to the IMF;
* gold provides operational maneuverability In the IMFs use of its

resources and adds credibility to Its precautionary balances:
* gold should be held to meet unforeseen contingencies;
* the IMP has a responsibility to avoid disruption to the fumctioning of the

gold market and
* profits from gold sales should be retained and Invested and only the

Income from such Investments should be used for agreed upon
purposes.
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These governing principles reaffirm a long-held belief by the Fund that gold
forms a key part of the organization's reserve structure."

IMW Has Sold and Restituted From 1976 through 1980. the IMF reduced its gold holdings by one-third but

Gold has not disposed of any gold since then. Sales of gold on the open market
or restitution of gold to the members who contributed it have been used for
a variety of purposes

* Sales for replenishments: On several occasions in the late 1950s and in
the 1960s, the IMF sold gold to replenish its holdings of usable
currencies.

* Sales to offset operating deficits: To generate income to offset
operational deficits, the IMF sold gold to the United States and invested
the proceeds in U.S. government securities. A significant buildup of
reserves through income from charges to members prompted the IMF to
reacquire the gold from the U.S. government in the early 1970s.

* Gold auctions: Between April 1976 and May 1980. the IMF disposed of
25 million ounces of gold to finance an IMF trust fund, which was
created in 1976 to support concessional lending to low-income
countries.

* Restitution of gold to members: Between 1977 and 1980. the IMF
restituted a total of 25 million ounces of gold. In four annual
installments, to members in proportion to their quota shares as of
August 31, 1975. For the United States, this translated into the
acquisition of 5.74 million ounces of gold.

According to IMF officials, the proposal for an IMF trust fund to provide
balance of payment support to developing countries originated with U.S.
officials in late 1974. This proposal coincided with Treasurys desire to
diminish golds role in the international monetary system. As a result.
according to the i[F. U.S. Treasury officials proposed the sale of 25 million
ounces of the Fund's gold to establish a trust fund to finance balance of
payment support to low-income countries. The restitution of an additional
25 million ounces of gold to members was viewed as a necessary incentive
for industrialized members to approve the sale of 25 million ounces to
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establish the trust fund. The gold sold on the open market netted
S5.7 billion in proceeds, of which Sl. l billion was deposited in the GRA as
capital value (that is, the value at the price of SDR 35 per ounce). The
remaining $4.6 billion was placed in the IMF trust fund for the benefit of
developing countries. From this amount. $1.3 billion was distributed to
developing countries In proportion to their IMF quotas, and the remaining
S3.3 billion was made available for IMF trust fund concessionary lending.'

Figure 6 shows changes to the IMFs gold holdings since its inception. The
steep rise In gold holdings in the early 1970s was due to the relatively large
fifth general quota increase and the reacquisition of gold previously sold to
the United States. Under this and earlier quota increases, member
countries were generally required to pay up to 25 percent of their quota
increase in gold.
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Figure 6: IMF Gold Holdings Since Inception
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Recent Proposals to Sell
Some of IMF's Gold

Several proposals have been made in recent years to sell some of the IMFs
gold. However, the U.S. Congress must approve a U.S. Executive Director
vote In favor of the Fund's sale of gold In certain circumstances.rs In 1993.
the IMFs Board of Governors agreed to. following the approval of the U.S.
Congress, the contingent sale of up to 3 million fine ounces of gold to cover
ESAF potential loan defaults. The gold would be sold 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 IMF has since deemed it unlikely that
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such a gold sale will be needed because sufficient balances exist in the
ESAF Trust Reserve Account"

In late 1996. the iMF proposed that if a financing gap remained in the ESAF
and Heavily Indebted Poor Countries (HIPC) Debt Initiatives after all
efforts had been made to obtain maximum bilateral contributions, the Fund
would sell up to 5 million ounces of gold to make up the funding shortfall.
According to an October 1996 Congressional Research Service report, the
IMF had the requisite votes to adopt this proposal: however, reported
opposition by Germany, Switzerland. and Italy led to an indefinite delay.

More recently, the IMF proposed to sell up to 10 million ounces of gold that
was endorsed by the G-7n at Cologne. Germany, in response to growth in
the level of debt relief anticipated for ESAF and HIPC. Figure 7 illustrates
the proposed distribution of the gold sales.
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Figure 7: Priposed Distribution of Gold Sales
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In contrast to the earlier sale of 25 million ounces of gold, the more recent
proposals to sell gold earmark the interest on the Investment of gold sale
profits to help fund the IMFs share of debt relief for poor countries. This
approach is consistent with the IM~s 1995 governing policy on gold that
capital profits from gold sales should be retained and only the Income
resulting from the investment of these profits should be used for
agreed-upon purposes.

Provisions in IMFs Articles
of Agreement Affecting the
Sale or Management of Gold

The IMFs Articles of Agreement detail how the IMF may sell gold and use
the proceeds from such sales. The Articles specify that based on an
85-percent majority vote of the total voting power of the Executive Board.
the IMF may sell gold on the open market and may accept gold, at market
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prices, in discharge of a member's obligations to the Fund. According to an
IMF omcial. the IMF Is not authorized to engage in any other gold
transactions-including loans, leases, or use of gold as collateral-because
they are not expressly allowed under the IMFs Articles of Agreement.
More specifically. IMF documents state that the Articles of Agreement
permit only the transfer of ownership rights to the gold for a price.
According to IMF officials, because loans, leases, swaps, or the use of gold
as collateral do not require a permanent transfer of ownership rights, they
are not permitted by the Articles of Agreement Some central banks have
increasingly decided to manage their gold reserves by loaning. leasing, or
swapping their gold to earn a small profit The World Gold Council
estimates that 70 central banks currently manage their gold reserves in this
manner. Although U.S. law does not preclude the loaning, leasing or
swapping of Its gold holdings, the United States has chosen only to
monetize its gold."

When gold is sold by the AT, the original capital value of the gold of SDR
35 per fine ounce is deposited in the GRA and becomes immediately
available for the general operations of the Fund. Gold sale profits (that is,
the sale price above the capital value of the gold) are generally deposited in
a separate account called the Special Disbursement Account (SDA). which
provides the primary financial framework for handing such profits. Gold
sale profits in the SDA may be transferred to specialized accounts (such as
the ESAF/HIPC Reserve Trust Account) or they may be transferred to the
GRA for use in the Fund's general operations.'

Specifically, the Articles of Agreement state that based on majority votes by
the Executive Board that assets held in the SDA may be used

* to make transfers to the GRA for immediate use in the Fund's operations
(70 percent of total voting power);

* for operations and transactions that are not authorized by other
provisions of the articles but are consistent with the purposes of the
Fund including balance of payments assistance to developing members
(85 percent of total voting power);
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* for proportionate distribution of resources authorized for the purpose of
providing balance of payments assistance to those developing members
that were members on August 31, 1975, based on their respective quotas
on that date (85 percent of total voting power); and

* to transfer SDA resources to the investment account (85 percent of total
voting power)."

The IMF has determined that ownership rights to the Fund's gold clearly
reside with the IMF." Under the Fund's Articles of Agreement, members
may have residual rights to the gold in two instances: if the Fund elects to
restitute gold to members or if it elects to liquidate the Fund. In the first
Instance, gold could be restituted to all countries that were members on
August 31. 1975. based on their quotas at that time.' In the latter case, gold
may be restituted to members on the same basis after the Fund's liabilities
have been satisfied. If the [MF elected to restitute its current stock of over
100 million ounces of gold, the United States would receive almost
24 million ounces of gold based on the formula described in the Articles.

Mr. Chairman. that concludes our prepared remarks. We would be happy
to respond to any questions you or other members of the Committee may
have.
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Appendix I

IMF Members' Reserve Tranche Positions

Each member of the IMF is assigned a quota. Twenty-five percent of the
member's quota subscription is normally payable in reserve assets
(originally in gold, and since the second amendment of the Articles of
Agreement in 1978, in SDRs or currencies of other members considered
strong by the IMF), and the remainder is payable in the members own
currency. These reserve assets are considered to be part of the members
international reserves and can be withdrawn by the member upon
representation of a balance of payments need. If withdrawn. members do
not have to replenish their reserve asset drawings, but they must replace
the withdrawn amount with their currency.

Reserve tranche positions are liquid claims of members on the IMF that
arise in part from members' reserve asset payments. In addition, reserve
tranche positions arise from the sale by the IMF of the currencies of
members considered to be In strong external positions. We reviewed each
member's reserve tranche position based upon data in IMFs International
EinancieSlatlsticsas of April 30, 1999. and separated IMF members into
three categories: creditors, neutral, and borrowers

Creditors have the highest reserve tranche positions that exceed
25 percent of their quota. With a reserve tranche position of $23 billion
and a quota of $50 billion, the United States had the largest reserve
tranche position. Other G-10 members reserve tranche positions and
quotas approximate $42 billion and $102 billion, respectively. During the
past 20 years. the IMF has considered most of the G-10 members
currency to be strong enough for use in IM~s operations. As of April 30.
1999. the reserve tranche positions and quotas of members considered
In a strong position totaled about $81 billion and $189 billion.
respectively. (see table 1.1)
Neutral members are those who may have drawn onall or part of their
own reserve tranche positions but did not have IMF borrowings
outstanding. The reserve tranche positions of these members are
between zero to 25 percent of their quotas. About 60 percent of these
members actually had zero reserve tranche positions, while those with
partial reserve tranches balances totaled about $3 billion as of April 30.
1999. Neutral members had quotas of $31 billion as of April 30, 1999.
(see table 1.2)
*lBorrowing members are users of IMP credit Most of these members do
not have any reserve tranche positions. and all of these members have
withdrawn at least part of their reserve assets. As of April 30, 1999. the
reserve tranche positions and quotas of these members totaled $2 billion
and $61 billion, respectively. (see table 1.3)
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A- I
IMF M.eb -Re Tread. Pos.iti

Table 1.1: Creditor Mnbers' Reserve Tranch. Poe ane end Quot - of April 30,
1999

In bitiioan of dobmrs

Creditor Countriet
Uite Stae

Germany
France

United I(ngdom
Italy
China
Canada

Seduniands

Spain
Beigiun

Ann

Austria

Denmark
Malaysia
Finland

Colombia
ClaM
Ubya

Ireland

Singiapo

New Zealand

Greece

United Alab Emirates
Slboenia

Bahrain
Oman
Matte

Reserve
Trenche
Position

$23.05
8.26
7.72
5.39
5.30
3.99
3.38
3.00
2.94
2.10
1.90

1.72
1.56
1.30
1.09

1.03
0.96
0.82
0.73
0.57
0.55

0.53
0.83
0.48
0.44
0.44
0.34
0.26
0.09

0.08
0.07

0.05

E

Res Tranch.
Position as

Quota Perent of Quote
$50.20 46
17.99 46
17.59 44
14.51 37
14.51 37
9.53 42
6.33 53
8.81 35
6.98 42
4.67 45
4.12 46
4.19 41
4.37 -36
3.24 40
2.53 43
2i2 46
2.22 43
2.01 41
1.71 43
1.05 55

1.16 48
1.52 35
1.17 45
1.13 43
1.17 38
1.21 36
1.11 30
0.53 48
0.31 30
0.18 45
0.26 26
0.14 39

(clme)
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Ap-d I
IMP M..b.,W asR.' T-enb. Pftils

Reser Reserve Trancie
Tranche Position as

Creditor Countrles Position Quota Percent of Quota

Bohmwana 0.04 0.09 44

Total $80.70 $188.57

-GA dab a* oedtw-.l as tose nben ahe r rns poinl ln th Fund
25 p.n acgnat10 InIFs pubidy aratahla

Tnble Ilt Neutral Menbers' Resee Trsnche Positions and Quotas as of April 30,
1999

In billions of dollars

Countries In Neutral Position'

Saund Arab

Poland

Hungary

HusariEgyp

Cyprus

Branei Oansslaam

Qater

ParaguaY
Costa RP

Lebanon
Iceland

Pl

Mauritius

Swazland

BahamosThe
Sure

Afg.aSan, I.S. of

Barbados
Babz
Vanut

San Marino

Reserve
Tranche
Position

$1.33

0.45
0.23
0.17
0.16
0.10

0.09

0.05

0.05

0.04
0.03
0.03
0.03
0.03
0.02
0.02
0.02
0.01

0.01

0.01

0.01

0.01

0.01

0.00

0.00

Resere Tranche
Position as

Quota Percent of Quota

S9.44 14
1.87 24
1.85 13
1.40 12
1.28 13
0.79 12
1.25 7
0.19 25
0.20 24
0.26 14
0.13 21
0.22 12
0.20 13
0.16 16
0.18 12
0.09 21
0.14 14
0.07 13
0.13 7
0.12 7
0.16 4
0.09 7
0.03 23
0.02 15
0.01 24

(contimsed)
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Ap- I
IMF Meers Re T-en. Positio

Reserve Reserve Trnche
Trenche Position as

Countries In Neutral Poseoen Position Quota Percend of Quota
Tornga 0.00 0.01 ZS

Maldivs 0.00 0.01 19
6hutan 0.00 0.01 10
Samoa 0.00 0.02 6
Solomon Islands 0.00 0.01 5

SLVlncent and Grenadines 0.00 0.01 8

South Africa 0.00 252 0
Nigeria 0.00 2.37 0
Natnibia 0.00 0.13 0
Trinidad and Tobago 0.00 0.45 0
Dominica 0.00 0.01 0
Syrian Arab Republic 0.00 0.40 0
Eritria 0.00 0.02 0
Turkmenistan 0.00 0.06 0
Czech Republic 0.00 1.11 0
Antigua and Barbula 0.00 0.02 0
Cape Verde 0.00 0.01 0

Palau 0.00 0.00 0
St. Luia 0.00 0.02 0
Marshall Islands 0.00 0.00 0

Mironesia, Federated Staten of 0.00 0.00 0
Angola 0.00 0.39 0
El Saiador 0.00 0.23 0
Grenada 0.00 0.01 0
Guatenala 0.00 0.21 0
Iran I.R of 0.00 2.02 0
Iraq 0.00 0.68 0
10tia, 0.00 0.01 0

Myanmar 0.00 0.35 0
Seychelles 0.00 0.01 0

Total $2.89 $31 .2
O debts oamle e ner psts a se nr en srose re ante psten hi te

Fund s 25 p.t cr less but did ret tr lIAF boats settarrkr cter to aWe pbly
eseble brtFr-rl t rr
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Ap-d I
DIP? Mnsba, Itsa, T.-shaPt.~

Tabl 1.3: Boner Ibe' Reom Tmnc Postionseand Qot April 30,
1999

In billions of dollars

Bomwer COLM~
India
Vanezuela

Inckonsla
Turkey

Sri Lanka
Ghana

K-y

Tarmanla
Bobiia

Honduran
NIW
Burkina Faso
Ethiopia
Armenia

Lesolho

Bthnin

Gamble. The

Remser Ru n TVandh
Tranhes Posilon as
Positon Quots PeanS of Quota

50.66 55.62 12
0.43 3.59 12
0.28 2.21 13~
0.20 2.81 7
0.15 1.30 12
0.12 1.19 10
0.11 1.70 7
0.06 0.56 12
0.06 0.50 11
0.04 0.87 5
0.03 0.39 7
0.02 0.41 6
0.02 0.30 7
0.02 0.37 5
0.02 0.28 6
0.01 0.27 5
0.01 0.23 5
0.01 0.13 9
0.01 0.17 7
0.01 0.09 13
0.01 0.08 12
0.01 0.18 5
0.01 0.12 7
0.01 0.10 8
0.01 0.10 8
0.00 0.05 10
0.00 0.07 7
0.00 0.09 3
0.00 0.08 4
0.00 0.04 5
0.00 0.22 1

(i-; -
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Ap-d I
DO M..s leo.'. T-b. Podtlo

Ruxssia Fedwataion
Canaros
Caong, Repittc of

C-a

TOOD
Zknbabm
Mexioo
C~ol dvoire

Canrtiai Affdann Republc

SL.Kifts and Nevis
Gabon
PW=u New Guinea

Siowm Ian

Bela"s

Ymyw~er Reptiwlc Of
Suftn

Ukrane

Estonia

Kazakhtm

Rimn Ramsir Tbah
Tnncit Posuton as
Position Quota peicent Of Quote

0.00 0.02 7
0.00 8.03 0
0.00 0.01 8
0.00 0.11 I
0.00 025 0
0 00 0.08 1
0.00 0.10 0
0.00 0.48 0
0.00 3.49 0
0.00 0.44 0
0.00 0.72 0
0.00 0.49 0
0.00 0.08 0
0.00 0.14 0
0.00 1.40 0
0.00 0.01 I
0.00 021 0
0.00 0.18 0
0.00 0.08 0
0.00 0.10 0
0.00 0.17 0
0.00 0.14 0
0.00 1.48 0
0.00 0.52 0
0.00 0.66 0
0.00 0.19 0
0.00 0.33 0
0.00 023 0
0.00 0.20 0
0.00 0.22 0
0.00 1.85 0
0.00 0.15 0
0.00 0.08 0
0.00 0.44 0
0.00 0.49 0
0.00 0.17 0
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Ap-d I
IMF UMb- -, T-h. Poal.s-

Reso Resev Trsnche
Trunche Position as

Borrower Countrtes Position Quota Percent Of Quota

Moldova 0.00 0.17 0

Uzbetdstan 0.00 0.37 0

Kyzr Republic 0.00 0.12 0

Montobia 0.00 0.07 0

Dominican Republic 0.00 , 0.30 0

Jaodan 0.00 0.23 0

Tajcistan 0.00 0.12 0

Guinea-Bisau 0.00 0.02 0

Argentna 0.00 2.88 0

Bosnia & ierzegovina 0.00 0.23 0

Brazil 0.00 4.10 0

Cambodia 0.00 0.12 0

Congo, em. Rep 0.00 0.39 0

Equatorial Guinea 0.00 0.04 0

Guyana 0.00 0.12 0

Jamaica 0.00 0.37 0

LaoP.DLR. 0.00 0.05 0

Maoedrnkiaf-.YUq.Rep. 0.00 0.09 0

Mauritania 0.00 0.09 0

NIcagua 0.00 0.18 0

Peru 0.00 0.88 0

Romania 0.00 1.39 0

Rwanda 0.00 0.11 0

Sao Tomb and Prtncbe 0.00 0.01 0

Slonak Republic 0.00 0.48 0

Somala 0.00 0.00 0

Uganda 0.00 0.24 0

Total 82.36 $61.04

'0A detnem bnoe n"e so tran be re r trodre posltson in be Fard ih 25
Peeee sod had IMF borFrCn ias outsrndirg ...eding I0 IMF. pulcy sollbl .

Papa CAOr.NSINAD/1A9D-9-254
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AG A
United States General Accounting Offiee National Security and
Washington, DC 20548 International Affairs Division

November 19,1999

The Honorable Jim Saxton
Vice Chairman
Joint Economic Committee
U.S. Congress

Subject Response to Questions About the International Monetary Fund's Finances

Dear Mr. Saxton:

As you requested, we are providing you with additional information on various aspects of
the International Monetary Fund's (IMF) finances. Our report, Intemational Monetary
Fund: Observations on the IMFs Financial Operation (GAO/NSIAD/AIMD-99-252),
discusses some of the issues you raised in your request. We have included a copy of this
report and have identified the sections that provide information on your request. This
letter responds to your remaining questions.

QUESIIONS AND ANSWER

Question:

How much have the functions of the IMD changed relative to the days of the fixed
exchange rate system with gold and the dollar at its center? Is the same degree of
change evident in the lMFs financial and accounting concepts and methods since this
time? Was not the IMF accounting system designed for, and largely rooted in, an
institutional environment that no longer exists?

Answer.

The focus of our efforts in the area of the IMFs finances has centered mainly on (1) the
IMFs liquidity position, including its experience with borrowing resources to meet its
members' financing needs; (2) the role of gold holdings in the Fund's operations; (3) the
Fund's process for determining the amount of quota contributions required from its
members; and (4) information on how the IMFs lending activities have evolved since it
was founded. In our September 1999 report, we described how some of the Fund's
financial activities, such as the shift in the IM"s lending from a mix of industrialized and
developing countries to developing countries only and the elimination of gold's formal
role in the IMF and in international currency transactions, have changed since the Fund's
creation. Although we reviewed many of the Fund's financial activities and polides, the
scope of our work was limited to the areas described above and did not permit us to
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gather sufficient information to describe and evaluate the nature and degree of change in

the IMDs functions and its financial and accounting concepts since the Fund's creation.

Question:

Of the total reserve tranche position in excess of 25 percent of a member's quota, what
percent of these excess contributions is contributed by the United States, Japan,
Germany, and France combined?

Answer.

Enclosure I provides data on each of the 34 IMF members whose reserve tranche
position exceeded 25 percent of its quota subscription as of April 30, 1999. For the
United States, Japan, Germany, and France combined, the excess reserve tranche
position was about $19 billion or 58 percent of the total excess of approximately $34
billion. The contributions of these four countries accounted for about 36 percent of the
IMDs total quota contributions as of April 30, 1999.

Question:

According to a recent Bretton Woods study, IMF 'lending rates are subsidized.' This was
a point that our research at the Joint Economic Committee has repeatedly emphasized.
What portion of IMF lending is at the standard loan rate, and how does the current level

of that rate at about 3.8 percent compare with the rate on comparable U.S. Treasury
securities?

Answer.

The IMPs audited financial statements as of April 30, 1999, report that of the $82 billion

in outstanding credit (General Resources Account) about $65 billion, or 79 percent,
represents funds lent at the standard IMF loan rate. The remaining $17 billion, or 21
percent, consists of funds lent under the Supplemental Reserve Facility that has an
interest rate that is 300 to 500 basis points higher than the standard loan rate.

On May 1, 1989, the standard loan rate was modified to be based on a proportion of the
Special Drawing Rights (SDR) interest rate and changes weekly with fluctuations in the
SDR interest rate. For the financial year ended April 30, 1999, the proportion was set at
107 percent of the estimated SDR rate of 3.43 percent or 3.67 percent. Added to this
amount is a rate for 0.13 percent to cover potential loan losses under burden sharing, for
a total rate of 3.80 percent for all lending facilities except the SRF. The SDR interest rate
is a weighted average of the rates on 3-month instruments in the capital markets of the
five IMF members that comprise the SDR, including the United States. Table 1 below
shows average interest rates for the period May 1, 1998 through April 30, 1999, for these
IMF members.
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Table 1: Average Annual Interest Rates, May 1998 - April 1999

Type of finandal Average annual
Instrument interest ate'

IMP standard loan rate Not applicable 3.80
Treasury bill rate 4.63

United States (bond equivalent)
Interbank deposit rate 3.33

Germany (IMF-SDR)
Japan Private bill rate 0.53
France Treasury bill rate 3.25'

Treasury bill rate 6.55'
United Kingdom (bond equivalent)

Source: GAO anabsis of the IMFn I _ _

Interest rate data for Febnuay and March 1999 were not available for Ftance and the United Kingdom. As
a result, the avesage interest rate was calculated without data for these 2 months.

1he WIF Standard loan rate Is an SW estimate for the quarter ended April 30, 1999 and includes the
burdeneharlng effect and the charge for adminislrative expenses.

Question:

The Bretton Woods study points out that the IMF in recent years has been segmented
Into distinct factions of providers and users of resources.' Isift this reflected in the
heavy reserve positions and contributions of the advanced industrial nations and very
low or nonexistent reserve positions and contributions of about half of IMP member
nations? Also, how many members have withdrawn their reserve positions after making
the 25-percent quota contributions in usable currencies under the recent quota increase?

Answer

From 1947 through 1977, IMP lending to industrial countries accounted for about half of
the total of the IPAFs General Resources Account outstanding credit.' However,
industrial countries' use of EMF resources decreased rapidly, and by 1988, all users of
IMP resources were developing countries. The main cause of this change over time is
that industrial countries developed increased access to funds provided by financial
markets to satisfy their external financing requirements. However, many developing
countries do not have sufficient access to capital markets, particularly in periods of
financial distress, and continue to rely upon the IMF for financial support.

In addition, industrial countries have consistently provided the bulk of the Fund's
'usable' resources. For example, as shown in enclosure I, as of April 30, 1999, 21 of

'A detaled discuasion of the taend of users of IMF credit is presented in =

3
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the 24 industrialized countries" reserve tranche positions constituted about $74 billion,
or about 86 percent, of the IMWs total reserve tranche positions of $86 billion, while

these countries contributed only about $174 billion, or 62 percent, of the IMFs total

quota contributions of $281 billion. The 158 developing countries' reserve tranche
positions totaled about $12 billion, or about 14 percent, of the IMFs total reserve tranche

positions as of April 30, 1999. Quota contributions for developing countries totaled $107

billion, or 38 percent, of the IMFs total quota contributions for that same period.
Additionally, 145 developing countries had reserve tranche positions of less than 25

percent of their quota, with most at zero or less than 5 percent as of April 30, 1999.

Through April 30, 1999, we identified 92 developing countries that withdrew about $3.6

billion, or the entire 25 percent, of quota increase that they had paid in usable currencies
or SDRs from the January 1999 Eleventh General Review of quota, (see enclosure U).

This amount was replaced with an equivalent amount of their national currency. Also, as

of April 30, 1999, another 27 developing countries owed a total of about $5 billion related
to the quota increase, including 25 percent, or about $1.25 billion, payable in usable
currencies or SDRs.'

Question:

The IMFs balance sheet values the promissory notes of all countries at face value,
although some of these countries have such low credit ratings that these notes could be

heavily discounted or even considered worthless. From a financial and accounting point

of view, should notes contributed by members with poor credit ratings necessarily be
valued on the IMF balance sheet at face value the same way the obligations of the most
creditworthy countries are? What is the IMFs rationale for the current approach?

Answer.

The IMWs bylaws mandate that its accounts and statements provide a 'true and fair
view" of its financial position. Moreover, the IMF is not bound by specific legal
provisions or accounting pronouncements in effect in individual member countries and,
as a result, its accounting treatment of certain items can vary from U.S. generally
accepted accounting principles. The IMF states that the standards and pronouncements
of its individual members are, however, taken into consideration in the development of
the IMDs accounting practices and in the preparation of its financial activities in the
financial statements.

Although the IMF treats all of its notes and currency holdings at face value on its balance

sheet, the Fund separates its total resources contributed by its most credit- worthy
members (that is, its usable resources) from the resources of its members who are using
IMF credit or have relatively weak external positions, in the IMWs Financial Resources

and liquidity Position statement (see enclosure ml). This liquidity statement is now an

'17he IMF considers 24 members to be industrialized countries: Australia, Austria, Belgium, Canada,
Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan, Luxembourg, the Netherlands,
New Zealand, Norway, Portugal, San Marino, Spain, Sweden, Switzerland, the United Kingdom, and the
United States.

'A more detailed discussion is presented in internaional Monetary Fnmd Current Financalsi.WtALnn
(G-AO/r-NSTAn/AFMTS) WM4.

~~~~~~~~4
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integral part of the Fund's audited financial statements and is included in its annual
report for its financial year ending April 30, 1999. By reviewing the IMPs balance sheet,
footnotes, and liquidity statement, users of its financial statements can ultimately
determine the total amount of resources provided by the Fund's strongest members.
IMF officials have stated that revealing the identities of countries whose currency the
IMF considers as strong enough to be used to finance IMF operations and transactions is
extremely sensitive. Therefore, the IMF does not permit public disclosure of such
information due to the potential negative impact the release of this information could
have on these countries and on financial markets. As a result, information on the
financial strength or weakness of individual members is not disclosed. However, it can
be estimated by reviewing the members' reserve tranche positions as shown in enclosure
TV.

Question:

Didn't this Bretton Woods system, including the official price of gold, collapse in the
1970s?

Answer

According to the IMF,' from its inception through the early 1970s, gold occupied a central
role in the international monetary system. According to the Bretton Woods system, the
value of each currency was expressed in terms of gold (par value), and IMF members
were obliged to keep the exchange rates for their currencies within 1 percent of parity.
In practice, 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 0.88671 gram of fine gold.
This was the official price of gold, at which all IMP transactions and operations in gold
were conducted. 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 generalized floating of exchange rates in March
1973. The second amendment of the Articles, approved in 1978 by IMP members,
contained comprehensive new provisions that were designed to reduce the role of gold
in the international monetary system and the IMF, to make the SDR the principal reserve
asset In accordance with the Articles, since the date of the second amendment the
JMis assets have been valued in terms of SDR Gold held at the time of the second
amendment is valued at SDR 35 for an ounce of fine gold, the former official price of
gold, whereas the valued of gold accepted by the IMF after that date is decided by the
IMFs Executive Board.

Question:

Has the GAO specifically asked the IMF what subsequent legal analysis exists justifying
its apparent claim to the potential profits arising in an entirely different institutional
context relative to that of 1947? Is there any written justification for the position after
the collapse of the Bretton Woods system?

MDnandLtra w ,md Opmtiormof thtlML 45" EdItion (Walngtrn D.C.: DOF, 1998).
5
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Answer.

Both the IMF and U.S. Treasury Offices of General Counsel state that to their knowledge,
there are no internally generated legal analyses that exist that discusses the IMFs
ownership of gold profits. They believe that such analysis does not exist because the
issue of the IMFs ownership of gold profits is embodied in the Fund's Articles of
Agreement. In addition, they are not aware of any document that discusses the Fund's
right to gold profits that was written after the IMF left the gold standard.

Question:

Can you provide a copy of the IMWs 1947 Executive Board Decision regarding the
ownership of gold for the record?

Answer

The WIMs Executive Board Decision No. 170-3, dated May 20, 1947, states that 'gold and
currency subscribed to the Fund are clearly within its unrestricted ownership. They do
not belong in any way to the subscriber.' A copy of the decision is included as
enclosure V.

Question:

What was the gold price received by the United States relative to the market price of gold
at the time of restitution?

Answer.

The IMF restituted 25 million ounces of gold to members between 1977 and 1980. Under
this restitution program, the United States purchased 5.74 million ounces of gold from
the Fund for approximately $248 million at the official price of SDR 35 per fine ounce, or
an average price of about $43.2 per fine ounce. The United States' share of restituted
gold was calculated on the basis of member quotas as of August 31, 1975. The United
States elected to retain its restituted gold as a reserve asset, and thus no profits were
ever realized in connection with this transfer. If the United States had sold this gold, it
might have received approximately $228 per ounce (based on the average price of gold
sold during the 1976 -80 period), or about $1.3 billion in proceeds.

If you have any questions regarding this letter, please contact me at (202) 512-4128. The
key contributor to this assignment was Phyllis Anderson.

Sincerely yours,

Harold J. Johnson, Associate Director
International Relations and Trade Issues

Enclosures
6
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ENCLOSURE I ENCLOSURE I
RESERVE TRANCHE POSITIONS OF CREDITOR

COUNTRIES AS OF APRIL 30. 199

Dollars in billions
Reserve 25 percent of Reserve tranche in

Creditor Country tranche quota excess of 25
position Percent of quota

I United States $23.05 S12.55 $10.50
2 Japan &26 4.50 376
3 Germany 7.72 4.39 3.33
4 France 5.39 a63 1:76
5 United Kingdom 5.30 363 1.67
6 Italy &99 2.38 1.61
7 Canada 3.00 2.1 0.85
8 Netherlands 2.94 1.74 1.20
9 Switzerland 2.10 1.17 0.93

10 Spain 1.90 1.03 0.87
11 Belgium 1.72 1.06 0.67
12 Austzalia 15 .1.09 . 0.47
13 Sweden 1.30 0.81 0.49
14AAustria 1.09 0.63 0.46
15 Norway 1.03 0.56 0.47
16 Denmark 0.96 0.56 0.41
17 Flnland 0.73 0.43 0.30
18 Portugal 0.53 0.29 0.24
19 Ireland 048 0.28 0.20
20 New Zealand 0.44 0.30 0.14
21 Greece 0. DM OOf

Industrial countries (subtotal) $73.83 $43.44 $30.39

_ China, P.R; Mainland 3.38 1.6f 1.8(
2 Malaysia 0.82 0.50 0.32

3 Colombia 0.57 0.26 031
4 Chile -0.6e 0.29 0.a
6 ibya 1053 0.38 0.15
6 Singapore 0.44 0.29 0.15
7 United Arab Emirates 026 0.13 0.13
89aovenfa QO.'.0090 0.0
9 Bahrain Q0f08 0.0 0.03

10 Oman Q007 0.07 0O.
11-Malta Q006 0.031 0.02
12 Cyprus 006 0.06Q 0.00
13 Botswana DM OlIg

Developing countries (subtotal) gm

Subtotal (34 countries) $80.76 S47.17 $33.56

Other countries 5.18 23.01 _

Total $85.94 $70.18 $33.59
Total for U.S., Japan, Germany and France $44.42 $25.07 $19.35
Percent of total 51.6996 35.72961 57.61%

GAO defines creditor countries as those members whose reserve trancnle position in ne Fund exceeus 2
percent of Its quota.
Source: GAO analysis of IMFs_.
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ENCLOSURE 11ENCLOSURE 11

EL EVFNTH4 GFNFRAL REVIEW'S OUOTA INCREASE AND RELATED RESERVE

TRANCHE DRAWINGS THROUGH APRIL 30. 1999 FOR CERTAIN MEMBERS

U.S. Dollars in millions
Eleventh General Reserve tranche contribution
Review's quota and withdrawal

Country increase (25 percent of quota increase)

Angola $107 $27

Antigua & Barbuda 7 2
Argentina 784 196

Azerbajjan 59 15
Banghadesh 190 48

Belarus 143 36

Benin 22 6
Bolivia 61 15
Bosnia & Herzegovina 65 16
Brazil 1,169 292

Bulgaria 237 59

Burldna Faso 22 5
Burundi 27 7
Cambodia 30
Cameroon 68 17

Cape Verde 4 1
Central African Republic 20 5
Chad 20 5
Comoros 3 1
Congo, Republic of 36
Cote dclvoire 118

Croatia 140 35

Czech Republic 310 78

Dominican Republic 81 20

Ecuador 112 28

ElSalvador 62 15

Equatorlal Guinea I I

Eritrea 6 I 1
Ethiopia 48 12

Gabon 59 15

Gambia, The 3
Georgia 5 13



73

ENCLOSURE D ENCLOSURE U

Eleventh General Reserve tranche contribution
Countzy Review's quota and withdrawal

increase (25 percent of quota incre-se)
Guinea 38 10
Guinea-Bissau 5 1

Guyana 32 8

Iran, Islamic Republic of 566 141
Jamaica 25
Jordan 66 16

Kazakhistan 160 40
Kenya 97 24
K~iribati __ _ _ _ _ _ _ 2 I__ _ _ _ _ __ _ _ _ _

K rgyz Republic _33 8

Latvia 48 12
Lesotho 15 4
tithuania 14
Macedonia, former Yugoslav Republic of 26 __________7

Madagascar 43 . _ _
Malawi 25 6

Mali 33 _ _ _ _ _ _ _ 8

Mauritania 23 6
Mexico 1,125 281
Moldova 4511
Mongolia 19 5

Mozambique 40 10
MY- ~~~~~~~~99 25

Nepal 26 7
Nicaragua 46 11
Niger 24 _ _ _ _ _ _ _ 6
Nigeria 637 159
Paldkstan 372 93
Palau I_ _ _

Panama u77

Papua New Guinea 49 12
Peru 233 58
Piilippines 333 83
Romania 373 93

Russian Federation ~~6551
Rwanda 28 ,2D6 7

Sa Tome & Principe 3
Samoa 4 1
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ENCLOSURE II ENCLOSURE U

Eleventh General Reserve tranche contribution

Country Review's quota and withdrawal
increase (25 percent of quota increase)

Senegal 58 14

Seychelles 4 I

Siena Leone 36

Slovak Republic 135 34

Solomon Islands 4 1
South Africa 680 170

St Kitts and Nevis 3 1
St. Lucia 6 1
Syrian Arab Republic 113 28

Tajikistan 36

Tanzania 70
Thailand 686 172

Togo 26
Trinidad & Tobago 120 30

Uganda 63 16

Ukraine 506 127

Uzbekistan 103 26

Vanuatu 6 2
Vietnam 118 30

Yemen, Republic of 91 23

Zambia 170 42

Zimbabwe 124 31

Total $14,348 $3,587

Note: SDR exchange rate = *1.35123

'Less than Si million.

Source: GAO analysis of the IMFs T Iter a igsfim



75

Enclosure III Enclosure III

Sadok 2

Financial Statements of the IMY

General Department

Funancial Rnources and Uquidity Position
in the Gcncral Rxsourcs Acunt

as at April 30, 1999 and 1998

19"9 1998
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ENCLOSURE IV ENCLOSURE IV

IMF MEMBERS' CREDITORS. NEUTRAL AND BORROWERS

Creditors have the highest reserve tranche positions that exceed 25 percent of their

quota. With a reserve tranche position of $23 billion and a quota of $50 billion, the United

States had the largest reserve tranche position. Other Group of 10 members'reserve
tranche positions and quotas approximate $42 billion and $102 billion, respectively.

During the past 20 years, the IMF has considered most of the G-10 members' currency to

be strong enough for use in IMFIs operations. As of April 30, 1999, the reserve tranche

positions and quotas of members considered in a strong position totaled about $81

billion and $189 billion, respectively (see table 1.)

Neutral members are those who may have drawn on all or part of their own reserve

tranche positions but did not have IMF borrowings outstanding. The reserve tranche

positions of these members are between zero to 25 percent of their quotas. About 60

percent of these members actually had zero reserve tranche positions, while those with

partial reserve tranches balances totaled about $3 billion as of April 30, 1999. Neutral

members had quotas of $31 billion as of April 30, 1999 (see table H.)

Borrowing members are users of IMF credit. Most of these members do not have any

reserve tranche positions, and all of these members have withdrawn at least part of their

reserve assets. As of April 30, 1999, the reserve tranche positions and quotas of these

members totaled $2 billion and $61 billion, respectively (see table III.)
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ENCLOSURE IV ENCLOSURE IV

Table I: Creditor Members' Reserve Tranche Positions and Quotas as of April 30, 1999

Dollars in billions

Reserve Reserve Tranche
Creditor Countries Tranche Quota Position as Percent of

Position Quota

United States $23.05 $50.20 46

Japan 8.26 17.99 46

Germany 7.72 17.58 44

France 5.39 14.51 37

United Kingdom 5.30 14.51 37

Italy 3.99 9.53 42

China 3.3 6.33 53
Canada 3.00 8.61 35
Netherlands 2.94 6.98 42
Switzerland 2.10 4.67 45

Spain 1.90 4.12 46

Belgium 1.72 4.19 41

Australia 1.56 4.37 36

Sweden 1.30 3.24 40

Austra 1.09 2.53 43

Norway 1.03 2.26 46

Denmark 0.96 2.22 43

Malaysia 0.82 2.01 41

Finland 0.73 1.71 43
Colombia 0.57 1.05 55

Chile 0.56 1.16 48
Libya 0.53 1.52 35

Portugal 0.53 1.17 45
Ireland 0.48 1.13 43

Singapore 0.44 1.17 38
New Zealand 0.44 1.21 36

Greece 0.34 1.11 30

United Arab Emirates 0.26 0.53 48

Slovenia 0.09 0.31 3

Bahrain 0.08 0.18 45

Oman 0.07 0.26 26

Malta 0.06 0.14 39

Botswana OA gm 44

Total $80.70 $188.57 _

'GAO defines creditor countries as those members whose reserve tranche position in the Fund exceeds 25
percent according to IMFs publicly available Inte.ational Financial Statistics
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ENCLOSURE IV ENCLOSURE IV

Table II: Neutral Members' Reserve Tranche Positions and Quotas as of April 30,1999

Dollars in billions

Countries in Neutral Position

Saudi Arabia

Kuwait
Poland
Hungary
Egypt
Morocco
Israel

Cyprus
Brunei Danrssalam
Qatar
Paraguay

Costa Rica
Lebanon
Iceland
Luxembourg

ViW
Mauritius
Swaziland

Bahamas,The
Suriname
Afghanistan, IS. of
Barbados
Belize
Vanuatu
San Marino
Tonga
Maidives

Bhutan
Samoa
Solomon Islands
St.Vincent and Grenadines
South Africa
Nigeria
Namibha
Trinidad and Tobago
Dominica
Syrian Arab Republic
Eritrea

Turkmenistan
Czech Republic
Antigua and Barbuda
Cape Verde

Reserve
Tranche
Position

$1.33
0.45
0.23
0.17
0.16
0.10
0.09
006
0.06
0.04
0.03
0.03
003
0.03
0.02
0.02
0.02
0.01
0.01
0.01
0.01
0.01
0.01
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00

Quota Reserve Tranche
Position as Percent

of Quota
$9.44 14

1.87 24
1.86 13
1.40 12
1.28 13
079 12
1.25 7
0.19 25
0.20 24

0.26 14
0.13 21
0.22 12
0.20 13
0.16 16
0.18 12
0.09 21
0.14 14
0.07 13
0.13 7
0.12 7
016 4
0.09 7
0.03 23
0.02 16
0.01 24
0.01 25
0.01 19
0.01 16
Q02 6
0.01 6
0.01 8
.52 0

237 0
0.13 0
0.46 0
0.01 0
0.40 0
0.02 0
0.06 0

.11 0

.02 0
0.01 0
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Countries in Neutral Position

Palau
S lAicia
Marshall Islands
Micronesia, Federated States of

Reserve Quota Reserve Tranche
Tranche Position as Percent
Position of Quota

Grenada
Guatemala
han, LIR. of
Iraq

irhibati
Myanmar
Seychelles
Total

0.00 0.00
0.00 0.02
0.00 0.00
0.00 0.00
0.00 0 39
0.00 0.23
000 0.01
0.00 0.21
0.00 2.02
0.00 0.68
0.00 0.01
0.00 0.35

52.89 $31.42

0
0
0
0
0
0
0
0
0
0
0
0
0

'GAO defines countries in neutral positions as those members whose reserve tranche position in the Fund
is 25 percent or less but did not have TMF borrowings outstanding according to EFs publicly available
ItratinlFnaca taitc
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ENCIOSURE IV ENCLOSURE IV

Table ml: Boffower Members' Reserve Tranche Positions and Quotas as of April30, 1999

Dolars in billions

Borrower Countries!

India
Venezuela

Korea
Indonesia
Turkey
Philippines

Algera
Sri Lanka
Ghana

Bulgaria

Tunisia
Ecuador
Uruguay

Kenya
Panama

Tanzania

Bolivia

Honduras

Niger
Burkina Faso
Ethiopia
Annenia

Burundi
Nepal

Lesotho
Albania
Malawi

Benin
Gambia, The
Senegal

Djibouti
Russian Federation

Comoros
Congo, Republic of
Cameroon
Chad
Togo
Zimbabwe

Reserve Quota Reserve
Tranche Tranche
Position Position as

Percent of
Quota

$0.66 S&62 12

0.43 3.59 12

028 2.21 13

0.20 2.81 7

0.15 1.30 12

0.12 1.19 10

0.11 1.70 7

0.06 056 12

0.06 0.50 11

0.04 0.87 5

0.03 039 7

0.02 0.41 6

0.02 0.30 7

0.02 0.37 5

0.02 0.28 6

0.01 0.27 5

0.01 0.23 5

0.01 0.13 9

0.01 0.17 7

0.01 009 13

0.01 .08 12

0.01 0.18 6

0.01 Q12 7

0.01 .10 8

0.01 0.10 8

0.00 0.05 10

0.00 0.07 7

0.00 QQ09 3

0.00 Q08 4

0.00 Q04 5

0.00 Q22 I

0.00 0.02 7

0.00 ao3 0

0.00 0.01 6

0.00 0ll I
0.00 0.25 0

0.00 U08 1
0.00 Q.10 0

0.00 U48 0
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Borrower Countrie

Mexico
Cote dlvoire
Bangladesh
Croatia
Central African Republic
Guinea
Pakistan
St. Kitts and Nevis
Gabon
Papua New Guinea
Haiti

libea

Madagascar
Siela Leone

Thailand
Belarus
Zambia

Lithuania
Yemen, Republic of
Sudan
Georgia
Azerbaan
Ukraine
Mozambique
Estonia
Vietnam
Kazakhstan
Latvia
Moldova
Uzbekiatan

Kyrgyz Republic
Mongolia
Dominican Republic
Jordan
Tjikistan
Guinea-Bissau
Argentina
Bosnia & Herzegovina
Brazil

Cambodia
Congo, Dem. Rep.
Equatorial Guinea
Guyaa
Jamaica
Lao P.D.R.
Mauritania

Reserve
Tranche
Position

0.00
0.00
0.00
0.00
0.00
000
000
0.00
000
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
000
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
000
0.00
0.00
0.00
0.00
0.00
0.00

Quota Reserve
Tranche

Position as
Percent of

Quota
3.49 0
0.44 0
0.72 0
0.49 0
0.08 0
0.14 0
1.40 0
0.01 1
0.21 0
0.18 0
0.08 0
0.10 0
0.17 0
0.14 0
1.48 0
0.52 0
0.66 0
0.19 0
0.33 0
023 0
020 0
022 0
1.85 0
0.15 0
0.05 0
0.44 0
0.49 0
0.17 0
0.17 0
0.37 0
0.12 0
0.07 0
0.30 0
023 0
0.12 0
0.02 0
2.86 0
023 0
4.10 0
0.12 0
0.39 0
0.04 0
0.12 0
0.37 0
0.06 0
0.09 0
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Borrower Countries

Nicaragua
Peru
Romania
Rwanda
Sao TomE and Principe
Slovak Republic
Somalia

Uganda

Total

Reserve Quota Reserve
Tranche Tranche
Position Position as

Percent of
Quota

0.00 0.18
0.00 0.85

0.00 139

0.00 0.11

0.00 0.01

0.00 0.48

0.00 0.06

$2.36 $61.04

0
0
0
0
0
0
0
0

'GAO defines borrower countries as those members whose reserve tranche position in the Fund is 25

percent or less and had IMF borrowings outstanding according to Was publicly available 1Inhtonal
Flan 'Satsis
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Enclosure V Enclosure V

InF's EXECUTIVE BOARD DECISION NO. 170-3

I Fm um m Qut of Menbem-Teft OmWa Revi. sw pqn 622-241

GOLD AND CURRENCY SUBSCRIBED TO THE FUND AND AC-
COUNTING BY MEMBERS FOR TRANSACTIONS WITH THE
FUND

The following principles should be observed by members in
reflecting their participation in the Fund in their account:

(I) Gold and currency subscribed to the Fund are dearly within
its unrestricted ownership. They do not belong in any way to the
subscriber.

(2) Although the accounting practices of a member are primarily
its own concern. each member should prepare its accounts in such
a way that misconceptions as to the ownership of the gold and
currency subscribed to the Fund would be avoided....

Dedsion No. 170-3
Mor 20, 1947

Source: IMY
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jff G AO
United States General Amcounting Office National Security and
Washington, D.C. 20641 International Affairs Dtvision

B-283253

September 30, 1999

Congressional Committees

The International Monetary Fund was established to promote international
monetary cooperation, facilitate international trade by promoting
exchange stability and orderly exchange arrangements and assist in
eliminating foreign exchange restrictions. Tb facilitate congressional
oversight egfJS. policy concerning the Fund, the Omnibus Appropriations
Act for fiscal year 1999 required us to report on several matters,' including
the financial operations of the Fund during its current financial year ending
April 30, 1999, and historical information on its lending activities. This
report describes (1) the International Monetary Fund's liquidity position as
of April 30,1999, including ita experience with borrowed resources to meet
its members' financing needs; (2) the role of gold holdings in the Fund's
operations; and (3) the Fund's process for determining the amount of quota
contributions required from its members. The report also includes
information on how the international Monetary Fund's lending' activities
have evolved since it was founded in 1946 and discusses the status of
preparedness of the Fund's mission-critical and other key computer
systems and member country status for the year 2000.

'Me Omuibus Appropriations Act for fiscal year 1°93 (Pub. L 105-277, OcL 21,1998)
appropriated about $18 billion for the international Monetary Fuind and required us to report
on a seven-pont mandate for reviews of the Fund. We are addressing this mandate in three
reports-this report on financial operatoons and lending activities; a second that addressed
the terms and conditions for borrower countries, ntlemntiona Monecry Find Approch
Used to EstabLish and Monitor Conditions for FlnandlAssistance(GAOGGN
SlL June 22, 1999); and a third that addressed borrower counties' trade policies,

InternationatlonetauyFund Dade Poliies of MFBonowers, ('AoN11AD/rr4 74
June 22, 1999).

'With the exception of sone financing for low-income countries, the international Monetary
Fund does not loan funds to a country, Rather, the country 'purchases' the currency it needs
from the Fund with an equivalent amount of its own currency and then inter -repurchases-
ita own currency on terns established by the Fund. For the purposes of this report, we use
the terms flnancial arrangenent,- -disbursernent,- and lown- to refer to -purchases- and
repaynents' to refer to repurchses.-

Pae3 Pages O~~~~AOINSLAIVADID-W53-9 BEIN Fla-ada Operada.
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Much of the information reported is as of April 30,1999, and to the extent

possible, we used data audited' by the Fund's External Audit Committee.

'lb satisfy our objectives, we reviewed and analyzed the International
Monetary Fund's financial statements, operational budgets, liquidity

reviews, policy documents, and staff position papers and met with Fund,

U.S. Treasury, and other officials. We also reviewed Information on the

status of the Fund's efforts to ensure that its mission-critical systems are

Year 2000 compliant The scope of our work was focused on a review of the

International Monetary Fund's General Resources Accounet and did not

include a review of the trust accounts for low-ncome members. Although

historical data was not available for calculating the weighted average of

interest rates on the Fund's lending portfolio for each year since its first

loan in 1947, as the Omnibus Appropriations Act requested, we have

provided information on the interest rates charged by the Fund over its

history. An evaluation of Fund's efforts and related management structure

and processes to address the Year 2000 problem was not within the scope

of our work'
5

See appendix VI for a full description of our objectives, scope,
and methodology.

'he financial statements are audited aenually For the financial year ended April 30, 1999,
the Fund's External Audit Committee issued on June 24, 1999, an audit opinion that was
equivalent to an oual or 'clean' udit opinion. The audit report was released on
September la, 1909.

'The General Resources Account is used for most transactions between member countries
and the International Monetary Fund These transactions include the receipt or quota
subscriptions, purchasen and repurchases, and the repayment of principal to the FPnd's
lenders. The assets held in this account include members' currencies, the Fund's own
holdings of Special Drawing Rights and gold

'The Year 2000 problem is rooted in the way dtes are recorded and computed in automated
information systems. For the past several decades, system have used two digits to
represent the year, such as 9 representing I999, to conserve electronic data storage and
reduce coss With this two-digit formar, however, the year 2000 is indistngmshable from
1900 or 2001.rom 1901, etc As a result, system or application program that use dates to
perform calculators, comparison, or sorting may gonerle incorrect results or not function
at all

Pap 4 GA00CHADWAIDEMID4-2 DO% Frow a Cpeniaissan



89

m u8315

Results in Brief The International Monetary Fund's financial operations are supported by
quota contributions of its members, Special Drawings Rights,' and gold
holdings. lb supplement these resources, the Fund has access to credit
lines with certain member countries, and it can borrow from sovereign
governments, central banks, or private entities. The Fund uses its
resources to lend to its members and to meet their requests for drawings on
their reserve tranche positions.7 The International Monetary Fund has
never borrowed from private sources and the use of its gold holdings in its
financial transactions ended when the Fund amended its Articles of
Agreement in 1978. Its financial condition is derived from the various
components of its financial operations, including its liquid and nonliquid
resources, its resources available from borrowing, and its lending
practices.

For the financial year ended April 30, 1999, the International Monetary
Fund had about $287 billion in resources consisting primarily of currency
holdings of members' national currencies, Special Drawing Rights, and gold
holdings in the General Resources Account. These resources were
primarily obtained from members' quota contributions. Of this amount,
about $195 billion was considered usable, that is, was from members that
were sufficiently strong economically to permit their currencies to be used

Ithe SDR ia a reserve aet that lMF has used ainve 1969. Its value comprises a weighted
average of the values of four currencies the U.S. dollar, yen, euns, and pound sterdi
Because the ahlue of the SDR relative to these currencies chadges daily the U.S, dollar value
of amounts cnverted from SDR also changes daily. The SDR is the unIt of account for the
Plnd.

'Up to 25 percent of members' quota contrlbuios must normally be paid in reserve awets,
which are currencies that are freely usable in the principal foreign exchange markets (U.
dollars, yen, eurns, ad pound sterling) or the Special Drawing oghla The balance may be
paid either in a counuy' national currency or with nortnterestbering promissory notes.
The portion paid in fteely usable =urency, or Special Drawing RBights, Is referred to as the
member's reserve asset or initial reserve tranche positin Tbis portion can be drawn by the
member a needed based upon a representation of a balaze-ofpaytments need.

Pop 5 Page a ~~~GAtAWSLAIND4B-25 IMuk ltemda operaui
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for Fund operations. The remaining $92 billion was considered unusable.
Of the $195 billion of usable resources, about $118 billion had been lent,
committed, or reserved as working balances, leaving about $77 billion in
liquid resources available for additional credit to International Monetary
Fund members and to meet members' drawings on their reserve assets held
by the Fund. The $77 billion in liquid resources gives the Fund a liquidity
ratio of nearly 89 percent compared to the Fund's historical low liquidity
ratio, which has ranged between 25 percent to 30 percent Fund officials
told us that its financial condition is adequate to meet the projected needs
of its members until the next scheduled quota review in 2002.

The International Monetary Fund has not drawn from its working balance
reserve in over 20 years, as of April 30, 1999. Consequently, its resources
available for lending, as of April 30, 1999, may be greater than reported. In
addition, the Fund has established a liquidity ratio between 25 percent to
30 percent as a threshold below which it believes it would be imprudent to
lend.I While a low-end liquidity threshold appears reasonable, we found no
analytical basis for the minimum ratio used by the Fund. If the Fund's
liquidity were to fanl to a level considered too low, the Fund could under
specified conditions supplement its resources by using its $46 billion in
credit lines or by borrowing from sovereign governments, their central
banks, or private entities.

With the end of the gold standard in the early 1970s and the passage of the
second amendment to the International Monetary Fund's Articles of
Agreement in April 1978, gold's formal role in the Fund and in international
currency transactions was eliminated. The Fund's gold holdings as of

'The International Monetary Fund considers certain currencies and its gold holdinps as
unusable becaue they cannot be used to finance Fuind tnrwachaor Because the FIund
holds subhtantial amounts of currencies of members that are indebted to the FnLd and are
experiencing balancezoamenta difficulties, and of other esaubens wshose finascial
pouabions are not strorg, a considerable proportion of the FPund's national currency hokfings
in not cousidered usable Quarterly, the Fund reaseeses the financial strength and reserve
positions oithe members on the operatitnal budget to determine if the members' currenies
remain strong enough to be used or if othr currencies have strengthened sufficiently to be
included in Fund transactiom

'The Fund's liquidity ratio in detnined by dividing irs available and uncommitted liquid

resources by its iquid liilities, wich coist ofmembers' reserve urzhe postins arnd
ay outstanding Flmd borrowig

he underpinniags for the Fund's liquidiy threshold derives franm is unique nature among
the international financial hntiutuions.
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April 30, 1999, had a market value of $30 billion. The Fund believes that its
gold holdings add to the fundamental strength' of its financial condition.
In addition, the Fund views its gold holdings as being available to (1) meet
creditors' claims on the Fund in the event of liquidation of the Fund,
(2) replenish currency holdings if the Fund does not have sufficient liquid
resources to meet members. drawings on their reserve tranche positions,
and (3) use during contingencies and for its general operations. The
International Monetary Fund continues to consider gold an important
resource despite restrictions under the Articles of Agreement, which the
Fund interprets as including the lack of authority to invest or mranage its
gold in order to earn an investment return. Moreover, although the Fund
considers gold to be an important resource, there is a decreased
willingness of some official institutions to hold gold. In 1995, the Fund
examined the effect of selling its gold and investing the proceeds in
interest-bearing financial instruments compared to the decision to hold its
stock of gold. The decision to hold gold has resulted in tens of billions of
dollars in forgone realized gains and investment income since 1980.

The International Monetary Fund has never formally adopted a method for
determining members' initial quotas and subsequent quota increases
because it believes that quantitative measures cannot fully reflect the
considerations that appropriately bear on each member's position or on the
total size of the Fund's resources. Thus, the Executive Board uses several
factors, including the prospective demand for Fund resources, growth of
world trade, and trends in the Fund's liquidity position, to decide on
members' quota levels. Its decisions on quota increases are matters of
judgment that involve quantitative, qualitative, and political considerations.
Historically, quota increases have almost always been lower than the
increase recommended by the Fund's staff. For example, Fund staff
recommended a quota increase of 100 percent for the most recent review,
but the Executive Board" approved an increase of only 45 percent, after
considering various factors, including whether member governments
would support such a large increase.

As part of its role in the international monetary system, the International
Monetary Fund provides balance-of-payments assistance to members when
needed. Since its establishment in 1945, the arrangements under which

"Mhe Ftmd's Board afGovemors votes on the recommendation made by the Executve
Board for the quota inroads Te recommendation is approved upon an 85-pecent
weighted maorty of the voting power.

PW 7 Pu.? ~~~~GAGdNISAWAIDID9-252a IMF Pfa~adl openata.
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such assistance has been provided have evolved in response to changing
world conditions and the needs of its member countries. This included a
growth in the assistance provided, an expansion of the types of lending

facilities
0

used, and the addition o facilities with longer repayment
periods. These changes came about to meet the needs of its members as
the composition of the countries needing assistance moved from a mix of
industrialized and developing countries to developing countries only. Since
the late 1970s, there has been an increase in arrears, and the Fund has
taken various measures that have reduced the number of countries in
arrears to five as of April 30, 1999. In addition, there has been a greater
concentration of the Fund's resources provided to a smaller number of
countries since the late 1970s. As of April 30, 1999, about 86 percent of its
outstanding loan portfolio had been provided to 10 countries.

0
The Fund

has increased its reserves for potential loan losses and adopted a program
to share the cost of overdue obligations between debtor and creditor
members.

The Year 2000 problem affects nearly every aspect of the international
financial system-from the ability of internal systems that support
International Monetary Fund operations to function property to the ability
of member nations to repay loans. While the Fund recognizes the
importance of these actions and has taken stepa to mitigate potential
damage, it still faces some challenges in providing more complete
assurance that its internal business processes will continue to function
after the date change. Further, the Fund needs to complete its assessment
of the impact of Year 2000 failures on the potential for increased demand
for financing by its members.

Background The International Monetary Fund (DMF) was established in 1945 as a
cooperative, intergovernmental, monetary and financial institution that
sought to promote currency exchange stability, provide
balance-of-payments assistance, foster trade, and stimulate economic
growth. Its initial membership of 39 member countries has grown to 182

"The Intenational Monetay Fund provides resources to its members romn the General
Resources Account up to a specified amount and during a specified period, provided that
the member observes the tem established in the arrangement

"Refer to appendix iv for details.
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members as of April 30, 1999. The ISW is managed by a Governing Board
and a 24-member Executive Board, the IMWs primary decision-making
body. The IMWs financial year ends on April30 of each year, and its
financial statements are audited annually by an external audit conuittee
with assistance from an international public accounting firm. Although the
Fund's financial statements are not bound by any national or international
accounting principles, the DM generally follows their concepts while
taking into account the Fund's unique financial structure and operations.
The key components of the IMWs financial operations are described in the
following paragraphs.

liquid Resources The IMWs liquid resources consist of Special Drawing Rights (SDR) and
usable national currencies provided primarily from members' quota
subscriptions. These resources are used to provide financial assistance to
members with balance of-payments problems. When a member borrows
from the Fund, the country purchases the currency It needs from the IMO
with an equivalent amount of its national currency. The member later
repurchases its currency using SDR or other currency on terms established
by the IMW. Because the Fund's financial assistance is in the form of
currency purchases by member countries, it does not reduce the combined
total of its currency holdings in terms of SDR equivalents; that is, the funds
are not lent out." Instead, the composition of the IMWs currency holdings
changes as 'borrowers replace the currency they purchase with their
national currency. The relationship of the IMWs holdings of a member's
national currency to the member's quota is an important one because it
determines whether the member is a creditor, debtor, or in a neutral
position with the IME. With some exceptions, currencies of members who
are creditors are considered usable by the DIM to finance transactions,
while currencies of countries in a neutral borrowing or a debtor position
are considered unusable by the IMP.

Borrowing Authorization The IMP, in certain circumstances, has access to credit lines with groups of
countries to finance lending to members and has activated these credit
lines at various times in its history. Its principal credit lines are the General

'The ffi coUtder its finaning to low4ncone deweoping ceunmp on coc s a
(below-niorketonteres-ate) terms to be lending Thi lending b funaced romn a tust
account, the Enhanced Strectmal AdjusUnent Faciit (ESAF) Thst that is adminitered by
the IMP outside of is Geneal Deparumeon
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Arrangements to Borrow (GAB), established in 1962, and the New
Arrangements to Borrow (NAB), established in 1998. As of April 30, 1999,
the combined amount available to the IMF was *46 billion under the GAB
and the NAB. The IMF also has had other arrangements to borrow from
governments and central bank sources. It has authority for private-sector
borrowing but has never utilized this source of funds.

Gold Holdings The IMP holds about 103 million fine ounces of gold at designated
depositories in four member countries.t Tbe IMF values its gold at SDR
35 per fine ounce (about *47 per fine ounce as of April 30, 1999), its value at
the time of acquisition)' 7herefore, the gold holdings were valued on its
balance sheet at SDR 3.6 billion (about $5 billion). However, the IMP
reported in a footnote to its financial statements the market value of its
gold holdings as of its financial year-end. On April 30, 1999, the market
value of the IFs gold holdings was about $30 billion.

Members' Quotas Quotas are the membership dues that countries pay when theyjoin the IMF
and when there is an approved increase in such dues (a review of quotas is
held every 5 years). Quotas comprise the bulk of the Fund's resources for
providing financial assistance. Up to 25 percent of quotas must normally be
paid in reserve assets, which are currencies that are freely usable in the
principal foreign exchange markets (U.S. dollars, yen, euros, or the pound
sterling) or SDR." The balance may be paid either in a countr's domestic
currency or with noninterest-bearing promissory notes.M The portion paid
in freely usable currency, or SDR, is referred to as the member's 'reserve
asset' or 'initial reserve tranche position'

'These gold holdinp are held in the United States, the United Kingdom, France, and India
and represent about 9 percent of the world's official gold holdhng, as of March 1999.

OAn exception is a small amount of gold (21,399 ounces) that Cambodia gave to the IMP in
December 1992 in partial settlement of an overdue loan obligation. The IMP valued this
amount at SDR 6.1 million (about $68 million as of Apiil 30, 1999).

'Articles of Agreement, Art l, Sec. 1(a).

eArticks of Agreement, Arts Sec. 4. These promissorynotes are made payable to the IF,
are denominated in the members domestic currency, and are held by the members
designated central bank or other designated depoatory. The iMF views these notes as Ally
equivalent to as currency holdings because the IMD can cash the notes on demand within
24 hours to receive members' domestic currency. IMP members are obligated to maintain
the SDR value of their quota
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The MF's Liquidity
Position

As of April 30, 1999, the IMF estimated that it had about $77 billion
available to meet members' draws on their reserve tranche positions and
future lending needs, giving it a liquidity ratio of nearly 89 percent IMF
officials told us that its liquid resources are adequate to meet its members'
projected financing needs until the next quota review, which is scheduled
to begin in 2002. In calculating its available resources, the IAF deducted
$19 billion for the maintenance of a working balance reserve, which the
Fund believed was needed to pay members in specified currenies. Our
analysis, however, indicates that the Fund has not drawn from this working
balance in over 20 years, as of April 30, 1999. Consequently, the IMPs
available and uncommitted resources may have been understated as of that
date.

The Fund believes that it is necessary to maintain an amount of available
and uncommitted resources that bears a reasonable relationship to its
liquid liabilities to maintain the capacity of the Fund to meet its members'
requests for their reserve positions. While the IMF does not consider its
liquidity ratio to have a minimum level below which it should not fall,
historically, the IMF has managed its resources in a way where this ratio
has not fallen below 25 percent to 30 percent for an extended period.
However, we found that the IMF had no formal methodology for deciding
what the appropriate level should be; consequently, this threshold does not
provide an analytical basis for determining whether the IMFs resources are

constrained.

The IMF's Approach for
Calculating Liquid
Resources

lb estimate the amount of its available and uncommitted resources, the
IMF started with its total resources of about $287 billion as of April 30,
1999. This amount was then reduced by the amount of the IMPs holdings of
unusable resources-92 billion as of April 30, 1999. The remaining
$195 billion, or 68 percent, was considered usable by the IMF. These usable
resources consisted of (1) holdings of currencies of members considered
by the Executive Board to have sufficiently strong balance-of-payments
and reserve positions for their currencies to be used in IMF operations and
(2) the IMFs holdings of SDR. The IMW considered $92 billion of its
resources to be unusable to finance its transactions because as of April 30,
1999, they were

currencies of members that were using IfP resources and were
therefore in a weak balance-of-payments or reserve position;
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* currencies of members with relatively weak external positions who may
have drawn on their reserve tranche position but did not have
outstanding loans from the IMF

* gold holdings of the Fund that require an 85-percent vote by the
Executive Board to be used and were not considered by the IF as
liquid resources; or

* other nonliquid assets, such as buildings and facilities.

After subtracting the unusable portion from its total resources, the IMF
further reduced total usable resources for the amount of credit already
extended to members in order to determine its available and usable
resources. The IMF then reduced its available and usable resources by the
amount of its estimates for commitments made and the minimum working
balance reserve, as indicated in table 1.

Table 1: Calculation of tl. We Available and Uncommitted Resources as ot
April 30,1999

aL.8 dollars In billions

Total resources 287
L1s, wnusabW resources (92)

Total usable resources (batore IMF extends credit) 195

Less: resources used (credit extended) (82)

Available and usable resources 114

Lass: commrtrrents (18)
Lss: worldng balance reserve (19)
Availabl and uncomnittad liquid resources $7?

Note: SR ehanrge rate = $1.35123 Jr ApSn 30, 1999. daa.

qTht irbiden cuurrenies af members with relawely weak ereral pox&r ar IMF'a gtol hoan
and ehr noe d ass55.
Ainotch do not add up due to reung. The 977 bttoe iIn"d resures Oim ate Fund a ludaly
atio of nearly 89 perce.n The urdep or the IMPS lIquily Uredd, w rnges between

25 percent D 30 prent, deraies from0 uIsue natuer among ta h oemad" fm thral Ihionulors

Sauce;a The IMF

Commitments represent lending arrangements in place to member
countries needing financial assistance. A lending arrangement is a decision
of the DR0' 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, provided that the
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member observes the terms and conditions set out in the arrangement
Commitments reflect an estimate of undrawn loan balances through their
expiration date (which can be up to 3 years) and 50 percent of
precautionary arrangements.

Deduction for Worlding
Balances

The Fund's approach to estimating its available and uncommitted
resources, as of April 30, 1999, included a deduction of $19 billion for
maintaining a minimum working balance reserve. This working balance
reserve is set at 10 percent of the quotas of members whose currencies are
on the operational budget.' According to the IMF, it needs this working
balance reserve to provide its members with specific currency
denominations as requested. However, our analysis indicates that the IMF
has not used this working balance reserve in over 20 years.

According to the IMF, a working balance reserve is needed because of the
Fund's potential commitment to pay in specific currencies:
(1) remuneration" to members, (2) payment commitments from IMF
borrowing, and (3) requests from members who need foreign exchange to
buy back their, national currencies from other countries. However, we
found that it was unlikely that the working balance reserve would be
needed to meet these obligations. For instance, we found that since 1987,
almost all members have requested that remuneration payments be made
in SDR rather than in currencies. Members obtain a slightly higher level of
earnings on their reserve tranche positions when they receive SDR rather
than a specific currency as payment for remuneration because of the IMFs
burden-sharing policy. (See app. IV for a description of burden-sharing.) As
of April 30, 1999, the Fund held about $5 billion in SDR, which, according to

'he IMF makes precautionary armgements to asst members interested in boosting
confidence in the economic management of their country Under such an armagement, the
member agrees to meet certain conditions in exchange for access to the IMPs resources but
expresses its intention not to draw although it retains the ability to do so.

'The EIF does not public disclose the number of countries on its operational budget, but
it tends to range between 20 to 35 countries. Quartery, the IMD reassesses the financial
strength and reserve positions of the members on the operational budget to determine if the
members' currencies remain strong enough to be used or if other members' currencies have
strengthened suffciently to be included in tF transactions

"Remuneration is interest paid to a member for use of s currency.

pap is Page 18 e~~~~AG'NWDIYADW4S252 110%F~ luancal OPerslosas



98

9482552

the IMF, can also be used for working balances.' Thus, minimum working
balances of specific currency denominations were not needed to pay
remuneration as of April 30, 1999.

In addition, the second purpose of maintaining a working balance reserve
is to repay any borrowings by the Fund in the specific currency borrowed.
When the IMF accesses its GAB or NAB credit lines, it borrows directly
from the participant providing the credit line and receives the currency of
the participant The IMF is obligated to repay any resources drawn from
these credit lines in the same currency it borrowed.' Prior to 1998, the IMF
had not activated its credit lines in 20 years. In July and December 1998, the
IMF drew on the GAB and the NAB, respectively, borrowing about
$6 billion in members' currencies. However, in March 1999, the IMF repaid
both the GAB and NAB borrowings using U.S. dollars, SDR, and other
currencies without using the working balance reserve.

Further, the IMFs third reason for maintaining a minimum working
balance reserve is to provide particular currencies for special purposes,
such as for a member to buy back balances of its national currency to
intervene in currency markets under the Exchange Rate Mechanism
(ERM).

24
This could happen if a member needed to acquire its national

currency from another member who held a significant amount of the
memberes currency.5 The last time that an industrial country made any
reserve tranche position drawing for settlements under the ERM was in
1988. In the event that a reserve tranche position drawing for an industrial
country is needed, the IMF has up to $46 billion in resources from its credit

'According to the IM, its holdings of SDR were temporarily increased due to the recent
quota increase and will be reduced to a target level between about $1.6 billion and $2 billion.

KNew Amangements to Borrow, paragraph I1, Repayment o the Frund. Under the
instrument creating the NAB, the IP ashalr repay in the participant's currency whenever
feasible, in SDR or, after consultation with the participant, in convertible currencies.

'The E1RM was a feature of the European Monetary System (EMS) by which EMS members
agreed to maintain the relativepdrces of their currencies within narrow limits. This was
done by keeping each country's value in European Currency Units within an agreed range of
par values.

Artildes of Agreement, Art V, Sec. 3 (d). The member could then draw on its reserve
tranche position and obtain from the IMF the currency ofthe other member The member
would use the other member's currency to purchase its own currency from that member.
The end result would be that the purchasing member would in effect be reducing the supply
of it currency held interationally and, thus, could strengthen its own currency.
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lines to accommodate such a request provided the conditions for the use of
the credit line have been met

Moreover, the IMF seeks to maintain a balance in the various types of
currencies it holds to avoid the overuse of any particular currency. It does
this by applying a systematic approach through its operational budget that
allocates the specific currencies it plans to use to finance transactions and

to receive for repayments. If a currency is overused, the IMF can
discontinue use of this currency for disbursements and request that
repayments be made in that currency to replenish the IMFs holdings of
such currency to a level it considers acceptable. Due to this ability to
manage the use and replenishment of specific currencies, the IMF is able to
ensure that it retains sufficient levels of the various types of currencies it
needs.

The most recent instance in which the IMF was unable to provide one of its
members with the specific type of currency it wanted was in 1978. Even
though the minimum working balance reserve policy had been established
at 5 percent of quotas and totaled about approximately $3 billion in 1978,
the Fund did not have sufficient amounts of yen and deutsche marks to
provide to the United States, which needed about $5 billion worth of those
currencies to strengthen the U.S. dollar following its depreciation. To
obtain the needed currencies, the United States sold the equivalent of
$2 billion of its SDR holdings and drew the equivalent of $3 billion from its
reserve tranche position. Despite the IMFs policy, 6 percent of the quotas
for Germany and Japan were not set aside as minimum working balances.
Instead, the Fund provided yen and marks to the United States by
activating the GAB credit lines with Japan and Germany. If in the future the
IMF did not have enough of a specified currency on hand to meet a
member's needs, the IMF could again activate its credit lines to obtain the
specific currency denominations as it did in 1978.

Basis for IMF's Liquidity
Ratio Threshold

The IMF uses its liquidity ratio as a measure of the adequacy of its
resources to meet members' financing needs, including a member's request
to draw on its reserve tranche position. The IMF considers such a
withdrawal to be the first claim on its resources, and as of April 30, 1999,
this amounted to about $86 billion in potential claims, compared to
$77 billion in available, uncommitted resources. According to the IME,
while it is difficult to project the probability that a member will draw on its

reserve tranche positions at any particular time, the DIM must be in a
position to meet any member's request for use of its reserve tranche
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position." The IMF considers the likelihood that a5 of its liquid liabilities
would be withdrawn over a short period of time to be relatively smalL
Between January 1999, when the quota increase went into effect, and April
30, 1999, 92 developing countries withdrew their reserve assets from the
IMF. Such withdrawals totaled about $3.6 billion. (See app. I for further
details.)

The Fund has managed its resources so that historically its liquidity ratio,
the relationship between its available and uncommitted resources and its
liquid liabilities, has not fallen below a 25-percent to 30-percent threshold
for an extended period. The IMF uses the liquidity ratio as a benchmark of
the adequacy of its resources. The I4F does not have a formal method to
determine the appropriate minimum level of resources and the prevailing
threshold was not based upon the IMPs analysis of variables that affect its
liquidity. Such factors include members' historical reserve tranche
drawings and/or forecasts of members' future reserve tranche drawings.
Consequently, this liquidity threshold does not provide an analytical basis
for determining whether the Fund's resources are, in fact, constrained.
Moreover, the formula to calculate the liquidity ratio has changed four
times in the last 20 years, further complicating the historical relevance of
the ratio in IMF decision-making. (See fig 1 for the IMFs liquidity ratio
since 1978.)

'Articles of Agrement, ArL V, Sec. a
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IMF Borrowing and Credit Historically, the IMF has borrowed to supplement its liquidity, but only
Lines from official sources. This has included member countries and their central

banks, one country that was not a member at the time the funds were
borrowed (Switzerland) and its central bank, and the Bank for
International Settlements."

4 The Fund has not borrowed from private
capital markets, although the IMOs Articles of Agreements permit it to do

0
nte Bank for InemaIonal Setle-ment is en organization of central bank that s based in

Bade, Swhetrlan4 it is the principal forum for consulation, cooperation, and iformation
exchange among central banken
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so. According to the IMP, the preference for borrowing from official
rather than private sources reflects the nature of the Fund as a cooperative,
intergovernmental institution whose basic purpose was to facilitate the
overall adjustment process by maling surpluses of some countries
available to deficit countries.

The GAB" credit lines were established in 1962. The first drawing on the
GAB was in 1964. In the 1970s, during periods of large payment imbalances,
the IMF continued to use the GAB. In addition, the IMF began other official
sector borrowings in the mid-1970s, and borrowing financed 46 percent to
62 percent of IMP credit between 1974 and 1979 and between 40 percent
and 50 percent between 1980 and 1985. Since 1986, there has been a
substantial decrease in borrowing, and there was no new borrowing
between 1992 and 1997.

Borrowing resumed in July 1998, when about $2 billion was borrowed from
the GAB to finance credit assistance to Russia. Also, in December 1998,
about $4 billion was borrowed from the IMPs most recently established
credit line, the NAB,3 in connection with a 3-year credit arrangement with
Brazil. Both of these amounts were promptly repaid by the Fund in March
1999, shortly after the IMF received funds from the recent quota increase.
(See app. V for a more detailed description of IMW borrowing.)

The IMF's Gold The IMF held a reserve of about 103 million fine ounces of gold with a
Horlding*market value of about $30 billion as of April 30, 1999.1' This gold was

largely acquired through members quota reserve payments that up until
the early 19709 had to be made in gold. With the end of the gold standard in

3
Aricles of Agreement, At VII, Sec I (i). However, a member can object to its currency

being borrowed from whater source.

'MTe GAB is an arangement of credit lines that the EMF maintains with the Group of 10
Industrialised Countries (G-10) for use in emergendes The G-10 originally comprised 10
industrialized countri Belgiunm, Canada, France, Germany Italy Japan, the Netherias,
Sweden, the United Kingdom, and the United States. Switzerland became the I1th member
in 1984.

OThe NAB is an enlarged version of the GAB with 25 members. Thgether, GAB and NAB had
a combined total of about $48 billion as of April 30, 1999.

"As of August 30, 1999, the market value of the Fund's gold holdings had declined to about
$26 billion.
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the early 1970s and the passage of the second amendment to the IMWs

Articles of Agreement in April 1978, gold's formal role in the IMF and

International currency transactions was eliminated. While a formal role for

gold no longer exists, current IMF policy stresses the importance of gold as

a reserve for the IM. In 1995, the IMWs Executive Board reviewed the

IMFs position on holding gold as a reserve asset and established several

governing principles for managing its gold reserves. These principles state
that

* gold provides a 'fundamental strength' to the IMF'
* gold provides operational maneuverability in the IMPs use of its

resources and adds credibility to its precautionary balances;
* gold should be held to meet unforeseen contingencies;
* the IMF has a responsibility to avoid disruption to the functioning of the

gold market; and
* profits from gold sales should be retained and invested, and only the

income from such investments should be used for agreed-upon
purposes such as providing balance-of-payment assistance to
developing nations.

The IMF continues to view gold as a valuable reserve asset despite events

over the past 10 years suggesting that a consensus on this point among

official holders" has begun to weaken. Several official government holders
of gold have sold a portion of their holdings, and an estimated 80 official

holders have lent their gold to the private market to earn a return on their

holdings. Since the mid-1970s, the Fund has only considered or allowed

gold sales to support specific balance-of-payment or debt relief proposals.
The 'opportunity costs' associated with this policy are significant. For
example, in 1995, the IMF examined the effect of its decision to hold its

stock of gold. The decision to hold gold instead of selling it and investing

the sales proceeds has resulted in tens of billions of dollars of foregone
realized gains and investment income.

The Size and Value of the The IMP values its gold at SDR 35 per fine ounce (about $47 per fine ounce

IMFs Gold Holdings as of April 30, 1999), its value at the time of acquisition. Therefore, the
IMFs gold holdings were valued on its balance sheet at SDR 36 billion
(about $5 billion). However, the IMF reported in a footnote to its financial

a=he United states, the official hotler with the largest amount of gold reserves, continues to
view gold as a valuable resemve asset.
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statements the market value of its gold holdings as of its financial year-end.
On April 30,1999, the IMF estimated its gold had a market value of about
$30 billion.

The IMF treats gold as a 'nonliquid' resource that is generally not available
to finance its operations. Gold is considered nonliquid by the IMF because
mobilization of this resource must be approved by 85 percent of the
Executive Board's total voting power. As a result of this fact and the length
of time required to dispose of gold reserves without significantly disrupting
the financial markets, gold cannot be easily used to meet near-term
financial crises.

The IMF has determined that ownership rights to the Fund's gold reside
with the IMF. Under the IMFs Articles of Agreement, members may have
residual rights to the gold in two instances: if the Fund elects to restituteu
gold to members or to liquidate the Fund. In the first instance, gold could
be restituted to all countries that were members on August 31, 1975, based
on their quotas at that time." In the latter case, gold may be distributed to
members on the same basis after the Fund's liabilities have been satisfied."
If the IMF elected to restitute its current stock of over 100 million fine
ounces of gold, the United States would receive almost 24 million fine
ounces of gold based on the formula described in the Articles.

The IMWs gold holdings have fluctuated over time, peaking in the 1972-75
period when the Fund held a total of about 153 million fine ounces of gold.
By 1980, the IMWs total gold holdings had dropped to the current level of
103.4 million fine ounces.' No sales of gold have occurred since May 1980.
The IMFs gold holdings since the Fund's inception are shown in figure 2.
The large increase in gold holdings between 1969 and 1970 (from about
66 million ounces to 124 million fine ounces) is due to the relatively large
fifth general quota increase and the repurchase of gold that had been

'IMF Executive Board, Dec. No. 170.3 (6W2O/474

'According to the ItF, the term Irestitute' describes the sale of the IMWs gold holdings to
members at the official price of SDR 35 per fne ounce instead of at market rates.

'Articles of Agreement, Art V, Sec. 2 (e).

OArtides of Agreement, Schedule K

'In 1992, the Fund accepted 21,396 fine ounces of gold from Cambodia as payment for
repurchase obligations.
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previously sold to the United States Appendix 11 provides additional
details on the sources and uses of the Fund's gold holdins

Figure 2: The IMFS Gold HolrIngs,1948-AI 30, 1aSO
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Trends in Gold Reserve
Management Practices

For almost a 20-year period after the United States left the gold standard in
1971, official holders of gold preferred to hold gold as a reserve asset rather
than dispose of their gold holdings, including the United States, which has

Po 91
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monetized but not sold its gold holdings.3
t

Beginning in 1988, this
consensus began to weaken among certain official holders, with the sale of
official gold holdings by Canada. These sales were followed by gold sales
and gold leasing by several additional countries, including the most recent
sale of official gold by Great Brtain in July 1999. Other sellers include
Argentina, Australia, Belgium, the Czech Republic, and the Netherlands. In
addition, a recently approved referendum in Switzerland, which removed
the Swiss franc from the gold standard, has opened the possibility for a
Swiss sale of an estimated 1,300 tons (about 42 million fine ounces) of gold,
or over half of its national reserve.

An Estimate of the Cost of The IMF has continued to examine various scenarios on the possible use of
Holding Gold gold to produce income for the Fund taking into account its Articles, which

place certain restrictions on the sale of gold. In addition, the IMF interprets
its Articles as precluding the trading of gold by the Fund. According to one
scenario, if the IMF sold 6 million fine ounces of gold each year from May
1980 to December 1996 (when the stock of the IMWs gold would have been
fully depleted), and the proceeds were invested in financial instruments
yielding the SDR rate of interest, the IMF would have received tens of
billions of dollars in realized gains and investment income. Since gold
prices fluctuate and have declined since the mid-1990s, the Fund may
realize less now if it sold its gold than it would have realized at an earlier
date, but the amount would still be in the billions of dollars.

Process for
Determining the IMF's
Quota Resources

The IMFs Eleventh General Review of Quotas began on August 9,1995, and
was completed on January 30, 1998, when the Board of Govemors adopted
a resolution proposing to increase the total of IMF quotas by 45 percent
from SDR 146 billion to SDR 212 billion (about $288 billion). During this
process, IMF staff provided quantitative analyses of various factors to the
Executive Board for its consideration and recommended that the size of
the quotas be increased by 100 percent as a result of those factors. IMF
documents showed that the executive directors examined the staffs

The Secretary of the Treasury is authorized to issue gold certificates to the Federal
Reserve, which then issues an equivalent credit (at the official price of gold) to a Trasury
deposit account. The 1998 Financial Report of the United States notes that $11 billion of the
U.S gold reserves of 262 million fine ounces has been monetized in this fashion.

'Canada reduced its official gold reserve from 17 million ounces to 4 million ounces,
between 1988 and 1995.
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analyses and recommendation but did not reveal any alternative analytical
basis on which the Executive Board's recommendation to the IMPs Board
of Governors for a 45-percent increase was made. From the early stage of
the review process, most directors had favored a much higher increase
than 45 percent and had maintained that position through April 1997.
However, between June 1997 and September 1997, a consensus was
reached among the executive directors on the 46-percent increase and on
the manner in which the increase would be distributed

The IMF has never formally adopted a method for determining members'
initial quotas and subsequent quota increases because it believes that
quantitative measures cannot fully reflect the considerations that
appropriately bear on each member's position or on the total size of the
Fund's resources. Both the staff and the Executive Board have
acknowledged that many of the factors that influence the size of the WIs
quotas are difficult to quantify. These factors include the prospective
demand for IMF resources, the growth of world trade, and the trend in the
IMWs liquidity position. In addition, the Executive Board takes into
consideration the political feasibility of getting approval for the quota
increase from the IMWs member governments. Consequently, the process
for determining the size of the quota increase and the distribution among
the IMWs members involves a great deal of judgment on the part of the
Executive Board.

Although the distribution of quotas among the menbers determines the
share of voting power in the IMF, the member's representation on the
Executive Board, and the amount members can borrow from the Fund,
these issues were not a major source of debate in the Eleventh General
Review. Most of the executive directors had agreed early in the quota
review process that the distribution should be predominantly
equiproportional," thus maintaining the quota structure. However, there
were considerable differences of opinion on the share of selective
increases to be included in the total as well as on the distribution method to

ihbe amount of ftnds that a member may boarow from the IMf is typically limited to a
crtai percena of that members quota.

Equpoonal increases are alcated based on a uniform percentage for menbes
participatin the review They are allocated resetve of members drelave ptions in
the world economy and by defiddton, tend to mantai historical shares In Vqoes
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be used." In the end, the quota structure remained essentially unchanged,
and the Eleventh General Review's increase was distributed based on an
equiproportional element of 75 percent, a selective element of 15 percent,
and an ad hoc element of 10 percent." The selective element was
distributed in proportion to members' shares, based on the quota
calculations of IMF staff.' The ad hoc element focused on those members
whose quotas were farthest out of line with their relative economic
positions. A discussion of the history of the IMfs quota review process is
provided in Appendix IIL

The Evolution of IMF
Lending

Since 1945, the IMWs GRA lending has evolved due to global events and to
meet its member countries' needs. The GRA arrangements have expanded
from short-term currency purchases for balance-of-payment problems to
nine types of arrangements and facilities that have tended to have longer
repayment penods. These changes came largely in response to the shift in
the IMFs lending from a mix of industrialized and developing countries to
developing countries only.

Developments in the IMF's
Lending

As indicated in figure 3, industrial countries comprised about half of the
total amount of the IMFs GRA outstanding credit from 1947 through 1977.
However, industrial countries use of IMF resources decreased rapidly, and
by 1988, all users of IMF resources were developing countries. The main
cause of this change over time is that industrial countries developed
increased access to funds provided by financial markets to satisfy their
external financing requirements. However, many developing countries do

°rbe varous methods include: Method A, wtdch allocates the selective element io
proportion to members' shares in calculated quotas; Method B, which distributes the
selective increase to only those members, or subset of members, whose shares in calculated
quotas exceed their shares in present quotas; and Method C, which combines Method A with
a technique providing for a further (selective) increase in quotas that becomes progressively
larger as the discrepancy between the member's shares in calculated and actual quotas
becomes larger.

'In a voluntary redistribution of quota shares, the quotas of France and the United Kingdom
were equalized, as established in an agreement reached under the Nmth General Review,
and there was a further reallocation of the quotas of Italy and Germany.

fThe quota calculations are based on formulas, which take into account each member's
GDP, current payments and receipts, variability of current receipts, and reserves.
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not have sufficient access to capital markets, particularly in periods of
financial distress, and continue to rely upon the IMW for financial support.

Figure3: AF GRA LndIng, 1947-99
100 Be .d g1i doI.

FbPc A, l 0A *A $l *'1

Soure: GAO anaysls of IMF anmial rpons aboonms adntsNed to 1998 U.S donam

Since 1947, the IMFs GRA lending has involved increasingly larger
amounts of financial assistance in response to the needs of its members, as
follows:

* From 1947 through 1975, the level of GRA lending was low and
consisted primarily of currency purchases for balance-of-payments
assistance, with many transactions paid in gold. The first lending peak
of about $33 billion (in 1998 U.S. dollars) as of April 30, 1967, reflected a
high demand for balance-of-payments assistance particularly by the
United Kingdom, which accounted for about 55 percent of the
outstanding GRA credit.
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* From 1976 through 1982, the level of GRA lending was moderate, with

an expansion of the types of lending facilities and the end of the gold

standard in 1978. A second lending peak of about $54 billion (in 1998

U.S. dollars) as of April 30,1977, was due to Oil Facility loans made in

response to the worldwide oil crisis of 1974-75, which accounted for

about 33 percent of the outstanding GRA credit.
* Since 1983, the level of GRA lending has been high, with a further

expansion of the types of lending facilities and several world events

requiring extensive IMF economic assistance. This included a third

lending peak of about $67 billion (in 1998 U.S. dollars) as of April 30,

1985, for economic assistance to Latin America during its debt crisis of

1983-90, which accounted for approximately 38 percent of the

outstanding GRA credit. The fourth lending peak of $82 billion as of
April 30, 1999, reflected a high demand for lending to Indonesia, Korea,

and Thailand in response to the 1997 Asian financial crisis and large
borrowings by Brazil, Mexico, and Russia. These six countries
accounted for about 73 percent of outstanding GRA credit

Since 1947, the IMF has increased the number of its GRA lending

arrangements and facilities in response to the increased demand for credit

This included an expansion of lending arrangements and facilities from

currency purchases for short-term balance-of-payment problems to

assistance for longer term structural balance-of-payment problems. Fund

facilities grew to address shortfalls in export earnings, to finance oil

purchases and other imports; to provide assistance to low-income

countries, to fund the transition from centrally planned economies to

market-based economies, and to give financing for exceptional balance-of-

payment problems that could threaten the international monetary system.

With the expansion of IMF lending facilities, repayment terms have also

tended to lengthen. This was due to greater extended fimd arrangements

and assistance to countries in transition to market-based economies. An

exception to this trend was the creation of the Supplemental Reserve

Facility (SRF) in 1997, with a repayment period of between I and 2-% years.

Lending Concentration As the RMPs lending has shifted exclusively to developing countries, its

Borrowing Limits, and lending portfolio has become more concentrated among fewer borrowers.

Arrears In addition, a number of borrowers have exceeded the IMFs normal limits
permitting a member to borrow up to a certain percentage of the member's
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quota.a Further, some members have been unable to meet their obligations
to the Fund when due. As indicated in figure 4, the percentage of the IMFs
GRA lending held by the 10 largest borrowers has grown steadily since
1983. The 10 largest users of WsFa GRA lending accounted for 55 percent
of total GRA credit outstanding as of April 30, 1983. This percentage has
steadily increased to 86 percent of total GRA credit outstanding as of
April 30, 1999, among the highest levels in IMF history. One country, Russia,
a borrower since 1993, accounted for 21 percent of total GRA credit
outstanding as of April 30, 1999. See appendix IV, table 6, for a further
discussion of the 10 largest GRA borrowers from 1983 to 1999.

Flgure 4: Growth In Use of IMF GRA Credit by Larget Users, 198399
100 Pans

90

70

So

50

source: GAO analysis of IMF annual rpon data.

urrenlt rles gowening the use of the IMFs GRA tending permit an IMF member to
borrow an amount equal to 100 percent of its quota per year with a cumulatve limit of
300 percent, unless exceptional circuostances exist
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The limits as to the amount of funds that a member may borrow from the

DIF were last changed in 1994, when the yearly limit on borrowing was

increased from 68 percent of quota to 100 percent In the past 4 years, the

IMF has provided financing to five large developing countries that have

experienced financial crises. This financing was in amounts that were all

well in excess of the IMFs limit on cumulative borrowing (see table 2).

Table 2: IMF Borrowing Arrangements That Exceeded 300 Percent at Ouote, as at

April 30, 1999

Dollars In billbons
Arrangement Amount at Percent

Member date arrangement of quota

Mexico 1995 $17.9 688

Thailand 1997 3.9 500

Indonesia 1997-98 11.4 557

Korea 1997 21.0 1940

Btazil 1998 18.3 600

Sourc:A GAO analysta of IMF data.

IMF officials have stated that the IMF has never had a lending default or

write-off since its inception. However, since 1983,16 IMF members have

been unable to meet their obligations to the GRA when due.
4 Prior to this

time, only Cambodia had experienced protracted arrears to the Fund.

Arrears totaled about $26 million from one member as of April 30,1983, and

reached a high of $4.5 billion from nine members as of April 30, 1992. In

response to this situation, the IMF took various measures intended to

reduce arrearages, increase repayments, and protect the Fund's financial

position. These measures included

declaring members ineligible for further lending until arrears are

cleared,

the 15 countries are Cambodia, Guyana, vietnam, lUberl, Sudan, Peru, Zambia, Sierre

eone, Somal Hondura, Panama, Democatic Republic of Congo, Htaii,

Basana/Hernegovina, and Serbia/Montenegro. See appendix IV for additional details

regarding these countries' arream
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* adopting a burden-sharing mechanism that created additional funds to
share the cost of overdue obligations to the IMW between debtors and
creditors,

* developing a Strengthened Cooperative Strategy (including a rights
accumulation program)' that included communications with
international financial institutions if a member fails to fulfill its financial
obligations to the Fund,

* issuance of a public declaration of noncooperation' when a member
does not actively cooperate with the Fund,

* suspending the voting rights of members in arrears to the Fund, and
* requiring compulsory withdrawal of members from the IMF who fail to

dear their arrears.

Due to the measures taken by the IMF and through financial assistance
provided by some countries, as of April 30, 1999, only five members were in
arrears to the GRA, owing about $2.8 billion." In addition, none of the other
10 members formerly in arrears have incurred any subsequent arrears. The
principal amount owed by these five members of about $1.5 billion
constituted less than 2 percent of the UMFs GRA credit outstanding as of
April 30, 1999. Additionally, four of these members were declared ineligible
for further IMW lending," three were issued declarations of
noncooperation," two have had their voting rights suspended,

tm
and one

member is under consideration for compulsory withdrawal from the Fund
as of April 30, 19N.6

The rights accumulation program enables a member to accumulate rights to draw upon the
IMWs resources after clearing its arreajs and is limited to the 11 countries in protracted
arrears as of the end of 1989. (See app. IV for a Anther discussion of the is burden-
d-ig mechanism.)

'A declaration of noncooperation is a prelude to suspendmg the members voting rights.

Tne five countries are Congo (DRC), Uberia, Somalia, Sudan and the portion of the fonner
Yugonlavia pertaining to SerbialMontenegro.

"The four countries are Congo (DRC), Uberia, Somalia, and Sudan.

"The three countries are Congo (DRC), liberi and Sudan. in August 1999, the IMP lifted
the declaration of noncooperation for Sudan.

"The two countries are Congo (DRC) and Sudan.

*be country is Sudan.
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In response to its problems with arrears, the IMF increased its reserves for

potential loan losses, known as 'precautionary balances,' from about

$1.1 billion as of April 30, 1983, to about $6.2 billion as of April 30, 1999.

This included the adoption of "burden- sharing" in 1986 as a system of

providing resources to increase precautionary balances to share the cost of

overdue obligations between debtor and creditor members.

Status of the IMF's and
Its Members' Year 2000
Computer Compliance

The Year 2000 problem could affect nearly every aspect of the international
financial system-from the ability of internal systems that support IMF

operations to function properly to the ability of member nations to repay

loans. While the IMF recognizes the importance of the impact that the
problem may have on its mission-critical systems and has taken steps to
mitigate potential damage, it still faces some challenges in providing more

complete assurance that its internal business processes will continue to

function after the date change. Further, IMF needs to complete its
assessment of the impact of Year 2000 failures on the potential for
increased demand for financing by its members.

IMF's Internal System
Status

IMF officials stated that they have identified three systems as being mission
critical' and believe that all three will be Year 2000 compliant by January 1,
2000. IMF is currently working on developing contingency plans for all

three systems and expects to have them complete by the end of September
1999. Our Year 2000 business continuity and contingency planning
guidance-also adopted by Office of Management and Budget-stresses
the importance of good business continuity plans to minimize the risk of

system failures on core business processes. We recommended that such
plans be prepared by April 30, 1999, and tested by September 30, 1999.

While the Fund states that it is on target to test the plans by September 30,
these plans may not account for all key processes. For example, Fund

officials told us that the IMF has not completed assessment of its "user-

developed systems' to determine which, if any of these systems, generate
data for input into the mission-critical systems. However, they plan to
complete this assessment and report on the results before the end of the
year. By completing the assessment so late in the year, IMF will not be fully

"11ese systens include the financial and administrae system, the membe counoy
mcount system and the payroll system-
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aware of any problems until after the date change-too late to take
preemptive action.

Member Nation Assessment The IMF has only recently started to assess the Year 2000 status of its 182
member nations, and the impact that any problems faced by these
members may have on IMF operations Such problems could range from
isolated failures in individual computer systems to larger, more debilitating,
failures of critical infrastructure processes affecting transportation, public
utilities, or financial operations. Such failures could in turn generate
demand for additional financing and/or extensions in IMF repayment
terms.

The IMF was slow in recognizing the potential Impact and, in turn, was
slow to initiate such an assessment Officials told us that IMF delayed
action because it believed that the issue was best addressed by the World
Bank because it was better positioned to provide technical assistance.
However, after the Fund conducted a Year 2000 seminar of the Importance
of member countries' compliance in AprIl 1999, IMF officials became
convinced that there were economic issues involved that could impact the
Fund. Shortly afterward, an IMF-World Bank team was established to
identify the countries that win not be compliant, the resulting impact on the
IMF, and the contingency plans for worst-case scenarios. IMF officials do
not know when the team will complete its work but do expect an interim
report in the near future.

Depending on the results of the study the late start by the IMF-World Bank
team could limit the Funds ability to effectively plan for actions that could
limit the impact on its existing loan portfolio and position the IMF to offer
more financial assistance to impacted nations.

Agency Comnnents and
Our Evaluation

We requested comments on a draft of this report from the Department of
the Treasury and from the International Monetary Fund. A senior Treasury
official provided oral comments on behalf of Treasury and the IME. These
comments characterized our report as providing a comprehensive
examination of the significant issues affecting IMWs financial condition
that should be informative and useful to most readers. In addition, both the
IMF and the Treasury provided technical and clarifying comments, which
we incorporated where appropriate.
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We are sending copies of this report to the Honorable Lawrence Sumuners,
Secretary of the Tteasury, the Honorable Madeleine K. Albright, Secretary
of State; the Honorable Jacob Lew, Director, Office of Management and
Budget; and the Honorable Michel Camdessus, Managing Director, IMF.
Copies will be made available to others upon request

This report was prepared under the direction of Harold J. Johnson,
Associate Director, International Relations and Trade Issues, and Gary T.
Engel, Associate Director, Governmentwide Accounting and Financial
Management Issues. Please contact either Mr. Johnson at (202) 512-4128 or
Mr. Engel at (202) 512-8815 If you or your staff have any questions about
this report. Other key contacts and staff acknowledgments are in
appendix VII.

Henry L. Hinton, Jr.
Assistant Comptroller General
National Security and International Affairs Division

Jeffrey C. Steinhoff
Acting Assistant Comptroller General
Accounting and Information Management Division

P." SX GAONSIAD/AlAID9952 B1% Flh-dl OpQratio::



117

list of Congressonal Committee

The Honorable Jesse A. Helms
Chairman
The Honorable Joseph R. Biden, Jr.
Ranking Minorty Member
Committee on Foreign Relations
United States Senate

The Honorable led Stevens
Chairman
The Honorable Robert C. Byrd
Ranking Minority Member
Committee on Appropriations
United States Senate

The Honorable Jim leach
Chainman
The Honorable John J. LaFalce
Ranking Minority Member
Committee on Banking and Financial Services
House of Representatives

The Honorable C.W. Bill Young
Chairman
The Honorable David R. Obey
Ranking Minority Member
Committee on Appropriations
House of Representatives
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Appendix I

The IMF's Liquid Resources and Liquidity
Position

The liquid resources of the International Monetary Fund (IMF) consist of

national currencies and Special Drawing Rights (SDR).' Not all of the

national currencies held by the RAF are usable all the time (that is, strong

enough to be lent to other members). As of April 30, 1999, of the IMFs

$287 billion in resources, $196 billion (68 percent) was considered usable

by the IME. National currencies constituted $190 billion of usable
resources, and the IMFs SDR holdings made up the remainder.

2
The IMF

monitors the usability and actual use of the currencies through semiannual

liquidity reviews and through its quarterly operational budget Currencies
are selected for the operational budget on the basis of an assessment of

each member, using a range of indicators including members' balance of

payments, members' reserve positions, and developments in exchange

markets. As of April 30,1999, the United States was the single largest

contributor of usable resources, contributing 26 percent (about $51 billion)

of the IMFs total usable resources.

Over the past 20 years, the amounts of the IMFs usable and unusable

resources have varied, as indicated in figure 5. Usable resources over the

period averaged about 60 percent of total resources, with a significant

portion coming from the G-10.
3

During this period, the United States was

the major contributor of usable resources, except during 1978 and 1979

when the dollar was not considered strong enough to be used to finance the

IMPs transactions and, accordingly, was excluded from the IMFs
operational budgets.'

-Me SDR is a reserve asset that IMF has used since 1969. its value comprises a weighted
average of the vahues of four currencies: the U.S dollar, yen, euros, sad pound stering.
Because the vahie of the SDR relaive to these currencies changes daily, the U.S dollar value
of amounts converted from SDR also changes daily The SDR is the unit of account for the
Fund.

'SDR can be held byt but not allocated to, the General Resources Account (GRA) of the IMF.
The GRA receives SDR in partil payment of quotas, from charges on the use of IMF
resources, and from repurchases.

-Me G-10 originally comprised 1 industrialized countriesm Beglum, Canada, France,
Germany Italy, Japan, the Netherlands, Sweden, the United Kingdom, and the United Statn
Swimaerband became the I Ith member in 1984.

'Following the depreciation of the U.S, dolar in the fall of 1978, the United States mobilized
resources, including $J billion from the tDu, to defend the dollar.
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Members' Use of
Reserve Tranche
Position From the
Latest Quota Increase

Table 3 identifies 92 countries that, by April 30, 1999, had withdrawn their
entire $3.6 billion of reserve tranche contributions from the January 1999,
quota increase. This withdrawal reduced by about 17 percent the amount of
usable resources obtained through contributions of reserve assets from the
most recent quota increase.
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The IMFs Eleventh General Review's quota increase of $89 billion became

effective in January 1999. As of April 30, 1999, $84 billion had been paid by

members, including 25 percent in usable currencies or SDR, totaling about

$21 billion. Included in this amount were the 92 developing countries that

had paid their quota subscription of about $14 billion, including 25 percent

in reserve assets of usable currencies or SDR, totaling about $3.6 billion.

Between January 1999, when the Eleventh General Review quota became

effective, and April 30, 1999, these 92 members withdrew the entire

$3.6 billion of usable currencies or SDR, replacing them with their national

currencies.

TableS3: Eleventh General Review's Duote Increase and Related Reaerve Tranche Drawings Through April 30.1999. for Certain

Membera

Dollera In millons
Eleventh General Rvlaew's Reserve nche contrbuton and wIthd al

Country quota Incrase (25 percent of quota Increase)

Angola $107 $27

Antlgoa & Barbuda 7 2

Argentina 784 196

Azerbaian 59 15

Bangladesh 190 48

Belanjs 143 36

Benin 22 6

Borlia 61 15

Boards & Herzegovina 65 16

Brazil 1,165 292

Bulgarla 237 59

Buridna Faso 22 5

Bun'dl 27 7

Cambodia 30 8

Cameroon 68 17

Cape Verde 4 1

Cental African Republic 20 5

Chad 20 5

Comoros 3 1

Congo, Republic ol 36 9

Cote d'hoire 118 29
Continued
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Croeati

Czech R rukc
DOomian Rrtjik

El Salvador
Equatonal Guinea
Erea
E8~
Gabon
Ganba, The
Geocrgia

Guina
GuineaBsa

Guya
ian, Islamic Republic of

Jamaica

Kazakhstan

Kyrgyz Repubic
Latval
Lesotho

Manedonia, former Yugoslav Republic of
maadbliascar

Mallowl

Mali
Mauitnbaia
Mexic

Moldv

MozaNmq ue
M-N

Eleventh Genal RewleWs
quota Inc

$140
310
81

112
62
11

6
48

59
11

53
38

6
32

56
98
68

160
97

2
33
48

15
55
26
43
25
33
23

1.125
46
19
40

99
26

Reserve bacM contribution and v1tivinn
(25 percent of quota Increeme)

35
78
20

28

3

1215

3

13
1010

8
141
25
16
40

24

8

12
4

14

7
11

6
8
6

281

11

5
10

25
7

Continued fon Pramvu Page
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Dolars In millions

quota Increase (25 percent of quota InCraSe)
Country $ 61 1

Nicrmagua $484 6

Niger ~~~~~~~~~~~~~~~~~24 6
Niger 637 159

Nlgerla 372

Pakistan 3

77 19
Panama ~~~~~~~~~~~~~~~~~49 12

Papua New Guinea 233 se

Peru 
235
333 83

pmwb- ~~~~~~~~~~~373 93

Romania 2,206

Russian Federation 2.28 75

Rwanda 28 7

Sea Tomr4 & Prlnaipe 3 1

Samoa 58 14

Sengal 4 1

Seychelles 4 1

Sierra Leone 38 9

Slovak Rerbic

Solomon Islandls 680 170

South Atnca5017
St. Kits and Nov15
St. Lucia 6 1

Syrian Aab Repulic 36 9

Tajilcistan 388
Tenkstani 70 18

Tnanand 686 172

Togo ~~~~~~~~~~~~120 30

Trinidad & Tobago 63 16

Uganda 5063 128

Ukraine 108 127

Uzbeiistan 136 2

V~etnam 118 30

91 23
'dren, Repblc ot 4

Zambia ~~~~~~~~~~~~~~~~~170 42

Continued from Previous Page
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Dona In millions

Eevebt General RevieWs Resm tnch conhcbulk and w dusI
Cont quota Inasme (25 peMeat o quota n M)
Zknbbwe $124 31
Total $14,348 357

ConInued from PUotB Pp
Lsta n S1 muon.
Note: SDR entuo mft = $1.35123 as od AprP 30, 1999.
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Appendix 11

The IMF's Gold Holdings

From the IMFs inception through the passage of the second amendment to

the IMFs Articles of Agreement in 1978, gold played an important role in

the Fund's operations and the operations of the international monetary

system. However, with the end of the gold standard in the early 1970s and

the passage of the IMFs second amendment in April 1978, golds formal

role in the IMF and international currency transactions was eliminated.'

Among other changes, the second amendment abolished the official price

for gold, eliminated its use as the common denominator in the par value

system,' and removed the obligatory use of gold in transactions between

the IMF and its members. The second amendment anticipated a greatly

diminished role for gold while seeking to promote an enhanced role for the

SDR, which was intended to replace gold as the world's principal reserve

assets

The Articles of Agreement specify that, based on an 85-percent majority

vote of the total voting power of the Executive Board, the IMF may sell its

gold and it may accept gold, at market prices, in discharge of members

obligations to the Fund. According to an IMF official, the Fund is not

authorized to engage in any other gold transactions-Including loans,

leases, or use of gold as collateral-because these uses are not expressly

allowed under the Articles of Agreement More specifically, IMF documents

note that the Articles of Agreement permit only the transfer of ownership

rights to the gold for a price. According to IMF officials, because loans,

leases, swaps, or the use of gold as collateral do not require a permanent

transfer of ownership rights, they are not permitted under the Articles of

Agreement

'In August 1971, the United States announced that it would no longer buy and sell gold at the
official rate This announcement was founwwed by the effective breakdown of the Bretton
Woods par value system, with the devaluation of the US. dollar in December 1971, and by
the generalized floating of exchange rates in March 1973.

-rore the breakdown of the Bretton Woods system in the early t970s and the subsequent
amendment of the Articles, the value of each member's currency was expressed in terms of
gold (par value) or against the U.S dollar, which was convertible to gold at $35 per fine
ounce.

'in the face of the development of worldwide currency exchange markets, the SDR has
never achieved the preemience anticipated by the IMF.

'Articles of Agreement, Art. V, Sec. 12(b)
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When the IMF sells gold, the original capital value of the gold of SDR 35 per
fine ounce is deposited in the GRA

6
and becomes immediately available for

the general operations of the IMF. Gold sale profits (that is, the sale price
above the capital value of the gold) are generally deposited in a separate
account, called the Special Disbursement Account (SDA),

6
which provides

the primary financial framework for handling such profits. Gold sale profits
in the SDA may be transferred to specialized accounts (such as the
Enhanced Structural Adjustment Facility-Heavily Indebted Poor Country
(ESAF-HIPC) Reserve Thist Account) or they may be transferred to the
GRA for use in the IMFs general operations.'

Specificaly, the Articles of Agreement state that, based on majority votes
by the Executive Board, assets held in the SDA may be used'

* to make transfers to the GRA for immediate use in the IMWs operations
(70 percent of total voting power required);

* for operations and transactions that are not authorized by other
provisions of the Articles of Agreement but are consistent with the
purposes of the IMF, including balance-of-payments assistance to
developing members (85 percent of total voting power required);

* for proportionate distribution of resources authorized for the purpose of
providing balance-of-payments assistance to those developing members
that were members on August 31, 1975, based on their respective quotas
on that date (85 percent of total voting power required); and

'Articles ofAgreement, At V, Sec. 12(l. MOat transactions between member countries sad
the IMF take place in the GRA. This aceount handles, samong other transactions, the receipt
ofquotasubscripdons, purchases snd repurchases, mterest payments to membes, and
repayments of principal to the IMPs lendems.

'Artcles o Agreement, Art V, Sec. 12(4 The Special Disbursement Account is established
to receive and invest profits from the sale of IMPs gold (that is, the net proceeds in excess
of the book salue of SDR 35 per fine ounce); and make transfers for special purposes
authoried in the Articles of Agreement. As of Apri 30, 199, the balance in the SDA totaled
about st24 million.

'Articles of Agreement, Art V, Sec. 12(l) (i to iii. in June 1999, the Group of Seven (G-7)
countries proposed in Cologne, Germany that the iMP to sell up to 10 milion fine ounces of
its gold holdings and to usie the investment income from those profits to help flnance the
IMFs contribution to poor couttry debt relief The G-7 consists of the seven major

indlstrial countries (Canada, Fionce, Germany, Itab Japan, the United itgdom, and the
United States) that consult on general, economic, and financial tuatterm

'Articles of Agreeen, At V, Sec. 12(f).
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* to transfer SDA resources to the investment account (85 percent of total
voting power required).'

Resources in the SDA, investment account, and specialized trust fund
accounts (such as the ESAF-HIPC Reserve Trust Account) may be invested
in income-producing securities of members or of international financial
organizations.1

0

Gold Acquisition The IMF acquired almost all of its gold prior to January 1, 1974, through a
Sou, ces ,,d Uses variety of means. The highest amount of gold holdings occurred in the
Sources and u ses mid-1970s, when the IMF held 153 million fine ounces of gold.

Specific acquisition sources for the IMFs gold holdings include the
following:

* Quota subscrfptfons The original Articles of Agreement prescribed that
25 percent of initial quota subscriptions and quota increases were
normally to be paid in gold. This represented the largest source of the
IMFs gold holdings.

* Payment of charges. Originally, all charges, that is; interest on members
outstanding use of IMF credit, were normally payable in gold.

* Repurchase. Members were permitted-and in some circumstances
could be required-to use gold to repay the IMF for credit previously
extended.

* Purchases A member wishing to obtain the currency of another
member could acquire it by selling gold to the IMF.

From 1976 through 1980, the IMF reduced its gold holdings by one-third but
has not disposed of any gold since then. Sales of gold on the open market
or restitution of gold to the members has been used for a variety of
purposes, such as the following:

'Articles of Agreernnt, Alt V, Sec. 12g) TMe IMF has never activated the iovesunent
account bcause, according to OIf officials the FMd has not had the available exces
liquidity allowing for the transfer of such resources to the investment accounL

0
Artictes ofAgreement, Art. V, Sece 12h).
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* Sales for replenishment& On several occasions in the late 195(s and in
the 1960s, the IMP sold gold to replenish its holdings of usable
currencies

* Sales to offset operating deflefts. lb generate income to offset
operational deficits, the IMF sold gold to the United States and invested
the proceeds In U.S. government securities. A significant buildup of
reserves through income from charges to members prompted the IMF to
reacquire the gold from the U.S. government in the early 1970s.

* Gold auctions Between April 1976 and May 1980, the IMP disposed of 25
million fine ounces of gold to finance an IMF trust fund, which was
created In 1976 to support concessional lending by the IMF to
low-income countries.

* Restitution ofgold to members Between 1977 and 1980, the IMP
restituted a total of 25 million fine ounces of gold, in four annual
installments, to members in proportion to their quota shares as of
August 31, 1975. For the United States, this translated into the
acquisition of 5.74 million fine ounces of gold.
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Appendix III

The IMF's Quota Reviews

Since the inception of the IMF in 1945, total quotas have grown

substantially-from about $7 billion to about $288 billion currently. There
have been 11 general reviews of quotas, as well as a special review in 1959.

Of the 12 reviews, 8 have resulted In Increases In total iMF quotas. IMF staff

recommendations' for quota increases have been primarily based on

formulas and have been generally significantly higher than the quota

increases approved by the Board of Governors. The Executive Board has

not generally relied on formulas in Its decisions in prior quota reviews, but

rather has primarily depended on various factors, including the IMFs
liquidity and the needs of the IMFs members.

The Growth in IMF
Quotas

BIMF quotas have risen as a result of increased membership,' eight general
quota increases since 1959, and several special and ad hoc increases in

quotas of individual members outside of the general reviews. Figure 6

shows the growth in IMF quotas in constant 1998 dollars for the United
States, other industrial countries, and developing countries over the period

1948 to April 30, 1999. During this period, the annual average real growth in
quotas was about 2 percent. For the United States the annual average real

growth was about 0.7 percent, compared to about 1.8 percent for other
industrial countries and about 3.2 percent for developing countries. Whlie

inflation has eroded the purchasing power of quotas during certain periods,
particularly in the 1970s and 1980s, quota increases have tended to restore
the purchasing power of quotas. However, the quota increases under the

sixth and seventh general reviews, each of which became effective 2 years

after approval, did not restore the quota's purchasing power to the 1970

leveL

TIere were 3 emberas odthe Fund asof December31, 1I4 On March 5, 1946 the Board

of Governors adoped a resoluto, extending the period trm December 31, 194, to
December 31, 1946, in which countlee could Join as original mnbers. As a result, die
were 39 oiginal member wtth total deets of about 17 billIon.
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Figure 6: *F Quote Resources, 1948-Apri 30.1999
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Comparison of Staffs
Recommendations and
the Board of
Governors' Approved
Quota Increases

From our review of DUM docunents,' we have determined that the stafs
recommendations for quota Increases were generally significantly higher
than the quota increases that were approved by the Board of Governors. As
shown in table 4, in five reviews the staff recommended increases of as
much as 100 percent, but the final approved Increases ranged from zero to
about 51 percent. For two reviews (the Special and Third Reviews), the
Fund was not able to provide us with the staff's recommendations. In the
remaining live reviews, while the staff did not always quantiy the
increases, Its emphasis was that there should be a sizable general increase
as well as selective increases to bring members' quotas more in line with
their relative economic size.

The predominant factor guiding the staffs reconmendationa for a more
enlarged IDF was the amounts derived by the quota formulas (see table 4
column 2). These formulas calculate the size of the IMF that is consistent
with the growth in the world economy However, It has been the position of
executive directors that there is no single measure of the size of the world
economy or Indicators that are optimal for determining the size of the
Increase in quotas. Consequently, the results derived by the quota formulas
have not had a significant bearing on the final decision on the appropriate
size of the IMP.

'We did not review nost l Committee ofdeWho as Rev~ew dQU Doatmunts
forpuorl*otami s, wdc efortbe DoeventbGeneriQewl Retdew: Me mayof
Uw tnf pehodog to the Pe" reviews w tke foma dke s bistoa
Palcd
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Quotb Increase Recommended FiRnl decision Percentage ree.l Some reasons cted

suggested from quota Incrass by Board at growth In approved for Incree or no

R _swV SU ftonres from IF staff Govnmors quotas Increase In quotas

E0h Revel 108% A rnaively targe 47.5% 3% Adiust members quotas
1983 general crese relative to their

plus selective economic positions in
Increases for many th, word economy
members.

Nnth Review 58% 50% wth a 50% 19% Perelstent debt problem

1950 praportlonete In Latin America,
Increase In IMP's Reduce IMPs reliance
borrowig authority on borrowing
or by about 100% i
IMFs borrowing
authority is not
Included.

Tenth Review 34% Selective increases 0% -5% The overall size of the

1995 based on membere IMF was considered
shares In calculated sufficient to effectively
quotas. promote its purposes

Eleventh Review 23% 100% 45% 40% Increased demand for

1998 IMF resources. Growth
in wortl trade end
payments. Increased
volatility of balance-ot-
payments stemming
from sharp changes in
private capital flows.

Continued frm Previous Page

WA = NM Avaiable Infrmation was not provided by Oe Fund or was nMot avarde In OMe Fusrts public
douen~ts.

Note: Table reflects reviews where some tniomnatton wa avallable on reeated Increases by IMF
staff
Pwcenage tIncreases ot Board of Govemors reflect ovees increases at tre date thoe quota Ircrease

wass adopted.

-A GAO-cenSTrecd SDR dftoDr Ihs tsed to Calculate ral gwor in approved quola&

oraduated scale of revision Is deOfred as revidsodsmnnisidg wtrh the size of tOe quota, wihh Ore
quote traeass proportionate unaer for Sase countries with greater quota loeels.

Source: GAO analysis of IMF data.

As shown in table 4, the IMF has cited many factors as having influenced
the size of the IMFs quotas in prior reviews. In certain cases, these factors

Justified no change in the IMWs quota size; in other cases, they justified an
increase. For example, in both the second and tenth reviews, the Board
decided against any increase in quotas because the IMFs resources were
considered sufficient However, in many of the other reviews, the Board
reconunended increases, including the need to (1) address the possible
deficiency in international liquidity, (2) reduce the IMWs reliance on
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borrowing, and (3) adjust members' quotas to better reflect their relative
position In the world economy.

Distribution of Quota
Increases in Prior
Reviews and
Significance of Relative
Shares

The large majority of quota increases in prior reviews were distributed
equiproporionally, consistent with the strong desire of many countries to
maintain the existing quota structure. Selective increases in member
quotas change the relative size and voting shares of members within the
IMF, increasing the quota share of some members while decreasing others.
However, selective increases in quotas have taken place with the goal of
bringing the quotas of members into better alignment with their relative
economic size, and, In some cases, to strengthen the liquidity position of
the IFM

The overall quota structure between the two main groups of industrial and
developing countries has been relatively stable over time. Figure 7 shows
the history of voting shares.' As of April 30, 1999, the voting share of the
industrial countries was about 60 percent, as compared with about 70
percent in 1948, and the share of the developing countries was about 40
percent, as compared with 30 percent in 1948. While the United States is
still the largest contributor to the IMFs resources,

6
its voting share has

fallen over time. Currently, this voting share is slightly over 17 percent,
down from 31 percent in 1948.

The Articles of Agreement often require 70 percent to 85 percent of the
voting power of the IN membership for approval of significant decisions.
Certain decisions such as an increase in quotas or the sale of gold require
an 86-percent vote of approvaL Therefore, the United States can effectively
veto these Wmes of decisions based upon its voting shares. However,
certain decisions, such as changing the interest rate paid by borrowers,
only require a 70-percent vote of approvaL The voting and quota shares of
developing and transition countries have risen steadily throughout the
IMF's history, increasing to 40 percent as of April 30, 1999. Thus,
developing and transition countries may have sufficient voting power to

In accornwe with D ik rus d regtikdons, the Executive Boad rarely reaches
detilmthoughtwn votes, bit tdwot to reach ac*me s among its ermbem

Iteabso size of the US qi a ha Ieased an out 2. biin h 1946 to the
c Am anmt of aout $60 i Other co res with a te lude aan ad
Geansn (about $18 bisin each) and FPance and the United KIngdom (about $145 bili
each).
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form a voting bloc and oppose certain decisions, such as the raising of the
interest rate charged for the use of IMF resources.

Fgure 7: IMF Member Voting Shares, 1948-APrll 30,1999
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Appendix IV

The IMF's Lending Activities

From the IM[s first financial transaction from its GRA on March 1, 1947,
through April 30,1999, the IMF has disbursed about SDR 209 billion, or
$507 billion in constant dollars.' These resources were disbursed through
reserve tranche drawings, 710 stand-by arrangements, and 67 extended
arrangements Since 1947, the IM"s lending has involved successively
larger amounts of financing and reached about 882 billion as of April 30,
1999. Additionally, the composition of industrial and developing country
borrowers had changed so that by 1988, industrial countries were no longer
users of IMP credit. As the IMFs lending shifted exclusively to developing
countries, 15 members since 1983 have been unable to meet their
obligations to the GRA when due.2 In response to these arrears, the IMF has
increased its reserves to consider potential loan losses and adopted a
mechanism to share the cost of overdue obligations between debtor and
creditor members. As of April 30, 1999, five members were in arrears to the
GRA.

The Expansion of GU Since 1947, the IMF has expanded the types of GRA lending arrangements
Lending Arrangema ents and facilities to respond to demands by its members for increased credit

and generally longer repayment terms. These lending arrangements andand Facilities facilities consisted of the following nine types

* Stand-byanrangements, used from 1952 to the present, are the most
common form of IMF lending. Under these arrangements, members
purchase currency primarily for short-term balance-of-payments
assistance. Repayment terms were up to 5 years. Interest rates ranged
from zero percent for the first 3 months to about 9.67 percent per year in
1985.

* The Compensatory Ananclt Facility (CMF) was available from 1963 to
1988 and was expanded in 1988 to the Compensatory and Contingency
Financing Facility (CCFP). These facilities provided members
experiencing shortfalls in export earnings or Increased costs of cereal
and oil imports with resources to purchase currency. Repayment terms
were up to 5 years Interest rates ranged from zero percent for the first
3 months to about 9.67 percent per year in 1985.

'The Ea urPite d anMiurs have sere adjusted to Is98 dl i an SDR pnrce deflatsad the average 1998 dollarSDR eadage rat

'An additial two mehers. Iraq and A n lustuN are also in aream to IMOs SDRDepartawoL
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* he Buffer Stock Financing FacilitY (BSFF) was available from 1969 to
1984. The BSFF provided currency purchases for members to reduce the
variability of export earnings. Repayment terms were up to 5 years.

Interest rates ranged from zero percent for the first 3 months to about

9.67 percent per year in 1985. All of these loans were repaid by 1988.
* The Oil Facility was available for one year in 1974 and again in 1975 to

finance members' purchases of oil during the 1974-75 worldwide oil
crisis. The IMF borrowed funds from several industrial and
oil-producing members to finance this facility. Repayment terms were
up to 7 years. Interest rates ranged from about 6.88 percent to 7.88
percent per year from 1974 to 1983. All of these loans were repaid by
1983.

* The Extended Fund Faciliy (EFI), established in 1974, provides
financing to members experiencing structural balance-of-payment
problems. Under these extended arrangements, repayment terms are up

to 10 years. Interest rates ranged from about 4 percent to 6.88 percent
per year from 1977 to 1981. In 1983, the EFF interest rate became the
same as that for regular facility loans, which have ranged from about

3.42 percent per year in 1999 to about 9.67 percent per year in 1985.
* The Supplemental Financing Facility (SFO) was available from 1979

through 1984 to provide financing for developing country members. The

IMF borrowed resources from several industrial and developing
members to fund the SFF. Repayment terms were up to 7 years. The SFF
was phased out after other facilities, such as the SAF and the ESAF

became available. Interest rates were up to about 0.33 percent higher
than regular facility loans until 1984, when the SFF interest rate became

the same as that for regular facility loans. All of these loans have been
repaid except for countries in arrears as of April 30, 1999.

* The Enlarged Access to Resources (EAR) facility was available from
1981 to 1992 to provide additional financing to developing country
members. The IMF borrowed resources to fund this facility from several
industrial and developing members. Repayment terms were up to
7 years. This facility was phased out after other facilities, such as the
SAF and the ESAF, became available. Interest rates were up to about

0.20 percent higher than regular facility loans until 1984, when the
interest rate for the EAR facility became the same as regular facility

loans.

P.9. 52 GAO/NSIAD/AIMD-a252 am. Fbsada Operio..



137

An-edft IV
The 111P. Leadieg Adt~tie.

* The Systemic 71ansonnaulon Facility (STF) was available from 1993 to
1995 to provide funding to 28 countries to transition5

from centrally
planned economies to market economies. Repayment terms were up to
10 years. Variable interest rates ranged from about 3.42 percent per year
in 1999 to about 6.33 percent per year in 1993.

* The Supplemental Reserve Facility (SRF) was created in 1997 in
response to the Asian financial crisis. The SRF provides assistance to
members experiencing exceptional balance-of-payment problems that
could threaten the international monetary system. Repayment terms are
very short-term as amounts are due from 1- to 2-4 years. Interest rates
have been about 7 percent in 1998 and 8 percent in 1999.

As the GRA lending facilities have evolved, their repayment terms have
expanded from up to 5 years for stand-by arrangements, the CFF, and the
BSFF; to up to 7 years for the oil and EAR facilities and the SFF; and finally
up to 10 years for extended arrangements and the STF. The recent
exception is the 1- to 2-1 year repayment terms of the SRF. Of the
approximately $82 billion of outstanding GRA credit as of April 30, 1999,
45 percent was under 5-year facilities, 32 percent was under 10-year
facilities, 21 percent was under the 1- to 2-44 year SRF facility, and 2 percent
was under 7-year facilities.

Some Members Have
Been Regular Users of
IMF Credit

Of the IMFS 182 member countries as of April 30, 1999, 137 members have
made currency purchases and 45 members have never used IMF credit.
Table 5 identifies 11 members that have been regular users of IMF credit for
20 years or more since 1947. The number of years and the period are noted
for the longest and second longest periods of continuous borrowing. No
industrial country has had currency purchases since 1985.

'he IMFco ders 28 ofIts n erberconutries to be countrim in transition, consstingof 11
counies that copruised the former Soviet Union, 16 former Soviet bloc coumtries in
Eastern or Central Europe, and Mongolia
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Table 5: iF Members With 20 or More Years of IMF GRA Lending, Calendar Years 194748

Dollars In millions

Number Country

I Ph -es

2 Pakistan
3 Argentina
4 Turkey

5 Chile

6 Harid
7 Sr Lanka

8 Jamaica
9 Mal
10 Bolvia
t 1 Sudan

Subtotal ol I countries above

Total all borrowers

Number of years of Cumutlve Second longest
purchases purchases Longest period period

30 S9,870 12 (1970-81) 7 (1983-89)

25 7.906 12 (1972-83) 8 (1991-98)

24 20,928 13 (1985-97) 5 (1959-83)

24 8,374 7(1978-84) 6(1966-71)

23 7.625 7 (1983-89) 7 (1963-69)

23 518 7(1961-67) 5(1980-84)

23 3,053 21 (1965-84) 1 (1988)

21 3,064 15 (1981-95) 4 (1976-79)

21 405 9 (1984-72) 5 (1982-86)

20 916 8 (1956-63) 3 (1971-73)

20 2,879 7(1978-84) 8(198469)

254 65.538

,219 $394.159

Note 1: Totl does not bIlude yearn ot honoebi from he SAFIESAF.

Note 2: Total of al bnwers ftfibies puMIrdes by Cuba. wric is o oner an IMF member, 0a4
puadase by fe tm YUastv 6 the IMF Ira. 1,,, .41 Ove sosasr owintrlm har o1
whc have boome IMF memrbe Serbla/Montwwgra l owe tre portion tt me IMF has altocated
tIo I whenrI become en IMF merber.

Source: GAO ealybo at IMFS Iotmat10ul FhnaKSI Is r

The Evolution of Yields A member borrowing funds from the IMF pays various charges to cover the
I s opAm erational borrom e , f including remuneration paid to the member

on Periodic Charges whose currency is being borrowed. Presently, a borrower typically pays a

and Remuneration service charge of one-half of I percent of the amount of each transaction at
the time of disbursement, a commitment fee of one-quarter of I percent of
an amount estimated to be drawn down annually,' and periodic charges for

interest Under procedures in effect since May 1, 1981, the basic periodic
charge rate is determined at the beginning of each financial year. The rate

'he comnuitment fee is payable upon agreement on an arrangement, but the fee is
refundable 8s purchases are made.
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includes an amount designed to allow the IMF to meet its annual
administrative expenses and net income target and to remunerate members
whose currencies have been purchased by other IMF members.

On May 1, 1989, the basic periodic charge rate was modified to be based on
a proportion of the SDR interest rate and changes weekly with fluctuations
in the SDR interest rate.' For the fiscal year ended April 30, 1999, the
proportion was set at 107 percent of the estimated SDR rate of 3.43 percent,
or 3.67 percent Added to this amount is a rate of 0.13 percent to cover
potential loan losses under burden-sharing,' for a total rate' of 3.80 percent
for all lending facilities except the SRF. When the first purchase is made
under the SRF, an annual rate of charge of 300 basis points

5
above the

regular rate of charge for other IMF lending is assessed on purchases, as
adjusted for burden-abaring. The rate increases by 50 basis points at the
end of the first year and every 6 months thereafter, until it reaches 500 basis
points.

Remuneration was not paid on gold tranche deposits prior to adoption of
the second amendment of the Articles on April 1,1978. Subsequently, the
IMF established an unremunerated reserve tranche for each member that
was equal to 25 percent of the member's quota before the second
amendment5

For countries that became members after April 1, 1978, an
unremunerated reserve tranche position amount was fixed. This amount
was based on the weighted average of the unremunerated reserve tranche
to the quota of all other members on the date that the memberjoined the

'The SDR interest rate is deternined by reference to a combined market interest rate, which
is a weighted average of yields or rates of 3 month, short-term insturnents in the capital
markets of the five members whose currencies comprise the SDR.

'The additional charge to borrowers and lower remuneration paid to coumtries providing the
ftmds is known as burden-shasing. It was adopted by the DMFin 1Ls98 and it is discussed
further at the end of this appendix

'While the yields for periodic charges and remuneration have been identified for each year,
historical data was not available for calculating the weighted average of interest rates en the
Fund's outstanding loan portfolio for each year since its first loan in 1947.

'100 basis points equal I percent interest

'he IMF computes a remunerated reserve tranche position, which in effectively the
complement of the unremunerated reserve tranche position. A detailed description of the
methodology and an example is found in IMF, Thzancial Organization and Opendas of the
MI Pamphlet Series No. 45, fifth edition (Washingto, D.C., MF, 1998).
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IMF. The IMF then pays interest on that part of a member's reserve tranche

position in excess of the unremunerated reserve tranche position.

As quotas increase, the ratio of the unremunerated reserve tranche position

to quota declines. For example, the unremunerated portion of the United

States of about SDR 1.7 billion represented 25 percent of the U.S. quota

subscription prior to April 1, 1978. This percentage has declined with

subsequent quota increases. After the 1999 quota increase, the

unremunerated portion of the United States represented about 4.5 percent

of the U.S. quota. Since the IMF only pays remuneration to members on

their remunerated reserve tranche position, some members have foregone

significant amounts of interest income on such balances. For example,

using the IMFs average remuneration rates, the United States has foregone

about $2.7 billion since 1980, or almost $150 million annually on its

unremunerated reserve tranche position.

The Evolution of Periodic A summary of GRA periodic charges paid by IMF members as a percentage

Charxes of outstanding purchases since March 1947 follows.

* From 1947 to 1974, periodic charges were fixed at zero percent, for

amounts outstanding less than 3 months, to a maximum of 5 percent for

all borrowing.
* For 1976 to 1976, periodic charges ranged from a fixed amount of zero

percent for amounts outstanding less than 3 months to 6 percent Higher

rates were charged by type of loan facility, to a maximum of about

7.88 percent for Oil Facility loans with a 7-year term.

* From 1977 to 1981, periodic charges were fixed from 4 percent to about

6.38 percent Higher rates were charged by type of loan facility, to a

maximum of about 7.88 percent for Oil Facility loans with a 7-year ternm

* For 1982, periodic charges were fixed at 6.25 percent, and 1983 rates

became variable, from about 6.60 percent to about 8.52 percent Other

rates were charged by type of loan facility, to a maximum of about

7.88 percent for Oil Facility loans with a 7-year term.

* Since August 1983, periodic charges from a low of about 3.42 percent for

1999 to a high of approximately 9.67 percent for 1985 have been

determined weekly for all facilities based upon a proportion of the SDR

interest rate, unadjusted for burden-sharing Periodic charges for the

SRF loans were about 7 percent in 1998 and 8 percent in 1999.
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The Evolution of
Remuneration

A summary of remuneration paid to members as a percentage of their
remunerated reserve tranche position follows.

* From 1947 to 1969, remuneration was not paid to members.
* From 1970 to 1974, remuneration of 1.5 percent was paid.
* For 1975 and 1976, remuneration from a low of 1.5 percent to a high of

about 5 percent was paid.
* From 1977 to 1981, remuneration from a low of about 3.5 percent for

1977 and 1978 to a high of about 9.79 percent for 1981 was paid
quarterly, based upon 90 percent of a high SDR interest rate of about
10.88 percent.

* For 1982 and 1983, remuneration from a low of about 7.20 percent to a
high of about 11.93 percent was paid quarterly, based upon 85 percent of
a high SDR interest rate of about 14.03 percent.

* Since 1984, remuneration from a high of about 9.32 percent for 1990 to a
low of about 3.43 percent for 1999 has been determined weekly, based
upon 86 percent to 100 percent of the SDR interest rate, unadjusted for
burden-sharing The financial year 1999 average remuneration rate was
set at the estimated SDR rate of 3.43 percent, less 0.15 percent to cover
potential loan losses under burden-sharing, for a rate of.3.28 percent.

The Concentration of
Fund Credit Has
Increased Since 1983

As discussed in our letter, the share of the 10 largest users of IIPs GRA
resources has steadily increased to 86 percent of total GRA credit as of
April 30, 1999, the highest level since 1970. Table 6 identifies 25 members
that have been among the 10 largest GRA borrowers from 1983 through
1999. Besides those remaining among the 10 largest borrowers as of
April 30,1999,9 members have partially paid off their balances, and 6
members have fully paid off their balances. Additionally, 6 members have
been among the 10 largest borrowers during this 17-year period for 9 or
more years, or over half of the time.
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Table 6: The 10 Largest GRA Borrowers, 1983-9S

Dollars In billions
Number of years 10 largest balances Members with partially Members with tfuly

among the 10 largest outstanding as paid-off balances as paid-off balances as
Member borrowers of April 30,1999 of April 30,1999 of Aptil 30,1999

Algeria 6 $1.8

Argentina 17 4.9

Brazil 11 9.5

Chile 7 X

Czechoslovakia' 2 X

Hungary 7 X

India 15 X

Indonesia 2 9.2

Korea 7 13.2

Mesico 16 7.2

Morocco 7 X

Pakistan 6 X

Peru 5 X
Philippines 12 1.6
Poland 1 X

Romania 5 X
Russia 7 17.5

South Arirca 1 X

Sudan 4 X

Thailand 3 3.2
Turkey 5 X

Ukraine 4 2.7

Venezuela 9 X

Yugoslavia, SFR' 7 X

Zambia 4 X

Total $70.8 9 6

Note: SDR exchange rmte = S1.35123 as ot Apri 30. 199.
'These member balances have accrued to urmessor >ountries.

Source: GAO anraysis of IMF arnual reports.
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Arrears by Country
Since 1983

Since 1983, there were 15 IMF members'" that were 6 months or more in
arrears to the GRA. The arrears to the GRA started with I member in 1983,
reached a high of I1 members in 1989,1990, and 1993, and has decreased to
5 members from 1996 through April 30, 1999. Further, the IMF has
determined members in arrears to be ineligible for additional GRA lending
until their arrears have been cleared. As of April 30, 1983, one member was
ineligible for additional GRA lending. The number of members in arrears
that were ineligible for GRA lending increased to a high of 10 members by
April 30, 1990. From 1996 through April 30, 1999, the number of ineligible
members decreased to four. How these arrears developed, subsequent IMF
actions, and the resolution of the arrears or its status as of April 30, 1999,
are discussed in the following paragraphs:

* Cambodia (formerly Democratic Kampuchea before 1990) is a
low-income developing country that began to experience protracted
arrears in May 1975. The country also was experiencing political and
civil unrest, and the government was operating under the auspices of the
United Nations. In December 1978, the IMPs Executive Board, in
accordance with the Articles of Agreement, declared the country
ineligible for additional IMF lending. As of April 30, 1993, the country
had arrears to the GRA totaling about $34 million. In October 1993,
Cambodia paid all of its arrears with assistance from a support group
co-chaired by France and Japan, and according to the IMF, then became
eligible for additional IMF credit

* Guyana is a low-income developing country that began to experience
protracted arrears in May 1983. In May 1985, the IMP's Executive Board
declared the country ineligible for additional IMF lending. As of April 30,
1990, the country had arrears to the GRA totaling about $125 million. In
June 1990, Guyana paid all of its arrears with assistance from a support
group chaired by Canada, and then became eligible for additional IMF
credit

* Wetiram is a low-income developing country that began to experience
protracted arrears in February 1984. The country also faced bilateral
economic sanctions from the United States. In January 1985, the Mps
Executive Board declared the country ineligible for additional IMF
lending. As of April 30,1993, the country had arrears to the GRA totaling
about $74 million. In October 1993, Vietnam paid all of its arrears with

lIndud remining amounts of the former Yugosavia pertaicing to Serbia/ontegro1
whidc is not an EMF member.
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assistance from a support group co-chaired by France and Japan and
then became eligible for additional IMF lending.

* Libera is a low-income developing country that began to experience
protracted arrears in December 1984. In January 1986, the IMFs
Executive Board declared the country ineligible for additional IMF
lending. The country was also experiencing political instability and a
civil war since 1989. Further actions by the IMF under its Strengthened
Cooperative Strategy included issuance of a declaration of
noncooperation in March 1990. As of April 30, 1999, the country had
arrears to the GRA totaling about $562 million and arrears to IMFs SDR
Department and Trust Fund of about $65 million. IMFs Executive Board
has decided not to implement the next step of the strategy to suspend
Liberia's voting rights because of the country's efforts to make regular
monthly payments and to implement economic reforms.

- Sudan is a low-income developing country that began to experience
protracted arrears in July 1984. The country has been experiencing
political and internal instability and a civil war since 1983. In February
1986, the IMFs Executive Board declared the country ineligible for
additional IMF lending. Further actions by IMF under its Strengthened
Cooperative Strategy included issuance of a declaration of
noncooperation in September 1990 and a suspension of the country's
IMF voting rights in August 1993. A procedure for compulsory
withdrawal of Sudan from the IMF was initiated in April 1994. However,
this action has been deferred in light of Sudan's regular monthly
payments and continued satisfactory implementation of a program of
economic adjustments. As of April 30, 1999, the country had the largest
and most protracted arrears to the GRA totaling $1.4 billion and arrears
to IMFs SDR Department and Thist Fund of about $105 million. In
August 1999, the IMF lifted the declaration of noncooperation and is
considering reinstatement of the country's IMF voting rights.

- Peru is a middle-income developing country that began to experience
protracted arrears in September 1985. The country was also
experiencing political and internal instability. In August 1986, the IMFs
Executive Board declared the country ineligible for additional IMF
lending. As of April 30,1992, the country had arrears to the GRA totaling
about $853 million. In March 1993, Peru paid as of its arrears with
assistance from a support group co-chaired by Japan and the United
States and bridge loans from both sponsors. Peru then became eligible
for additional IMF lending.

* Zambia is a low-income developing country that began to experience
protracted arrears in April 1985 due to adverse economic conditions. In
September 1987, the IMWs Executive Board declared the country
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ineligible for additional IMF lending. As of April 30,1995, the country
had arrears to the GRA totaling about $1.3 billion. In December 1995,
Zambia paid all of ita arrears with the help of bridge loans from several
IMF members and then became eligible for additional IMF lending.
Sierra Leone Is a low-income developing country that began to
experience protracted arrears In January 1985. In April 1988, the IMFs
Executive Board declared the country ineligible for additional IMF
lending. The country was also experiencing political and internal
Instability and a civil war since 1992. As of April 30, 1993, the country
had arrears to the GRA totaling about $110 million. In March 1994, Sierra
Leone paid all of its arrears with assistance from an informal donor
group of major industrial nations and international financial institutions,
and then became eligible for additional IMF lending
Somalia is a low-income developing country that began to experience
protracted arrears in July 1985. The country was also experiencing
political instability, a prolonged civil war, and a virtual cessation of a
functioning government In May 1988, the IMPs Executive Board
declared the country ineligible for additional IMF lending. As of April 30,
1999, the country had arrears to the GRA totaling about *250 million and
arrears to IMF's SDR Department and Trust Fund of about $20 million.
According to the IMF, the Executive Board has not taken any further
actions as political and economic conditions in the country are so
disrupted that it has not been possible for IMF staff to conduct an
assessment of the country's position.

* Honduras is a low-income developing country that began to experience
protracted arrears in November 1987 due to adverse economic
conditions. In November 1989, the IMFs Executive Board declared the
country ineligible for additional IMF lending. As of April 30, 1990, the
country had arrears to the GRA that totaled about $29 million. In June
1990, Honduras paid all of its arrears with assistance from a consultative
group chaired by the World Bank, and then became eligible for
additional IMF lending.

* Panama is a middle-income developing country that began to
experience protracted arrears in December 1987. In June 1989, the IMws
Executive Board declared the country ineligible for additional IMP
lending. The country was also experiencing political and internal
instability including the December 1989 U.S. intervention in Panama
(Operation Just Cause). As of April30, 1991, the country had arrears to
the GRA totaling about $243 million. In early 1992 Panama paid all of its
arrears with assistance from a support group chaired by the United
States and through contributions from several governments, and then
became eligible for additional IMF lending.
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Congo, Democratic Republic of(DRC, formerly Zaire before May 17,

1997) is a low-income developing country that began to experience

protracted arrears in June 1988 and again in November 1990. Arrears of

about $141 million as of April 30,1989, were cleared in 1990. However,

arrears continued and in September 1991, the IMFs Executive Board

declared the country ineligible for additional IMF lending. Further

actions by the IMF under its Strengthened Cooperative Strategy

included issuance of a declaration of noncooperation in February 1992

and a suspension of the countrts IMF voting rights in June 1994. The

country was also experiencing political and internal instability and a

civil war since 1996. As of April 30, 1999, the country had arrears to the

GRA totaling about $477 million, and its arrears to IMFs SDR

Department were about $11 million. The IMF is considering initiating

the procedure for compulsory withdrawal from the IMF unless the

country resumes cooperation with IMF policy implementation and

payments to the Fund.
* fiult is a low-income developing country that began to experience

various periods of protracted arrears in May 1988, November 1988, and

November 1991. The country also faced international economic

sanctions. As of April 30, 1994, the country had arrears to the GRA

totaling about $24 million. In December 1994, a support group

contributed $65 million in grants to clear Haiti's arrears to the Fund and

other multilateral institutions. Haiti then became eligible for additional

IMF lending.

In 1992, the Socialist Federal Republic of Yugoslavia was dissolved in the

midst of conflict and the IMF allocated its Fund debts and resources to its

five successor countries: Bosnia/Herzegovina, Croatia, Macedonia,

Slovenia, and Serbia/Montenegro. As of April 30, 1999, the first four

countries had become IMF members. In September 1992,

Bosnia/Herzegovina and Serbia/Montenegro began to experience

protracted arrears. Subsequently

* Bosnia/Herzegovina had protracted arrears to the GRA of about $31

million as of April 30,1995. In December 1995, Bosnia/Herzegovina

cleared its arrears to the Fund with the help of a bridge loan from

another IMF member.
* SerbialMontenegro had protracted arrears to the GRA of about $100

million, and arrears to IMFs SDR Department of about $24 million as of

April 30, 1999.
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Additionally, two other members were in arrears to IMFs SDR Department
for amounts owed for quarterly charges on their allocation of SDRs:

* baq has not made payments to the IMF due to international economic
sanctions under United Nations Security Council Resolution No. 661,
adopted August 6, 1990. As of April 30, 1999, this amounted to $50
million.

* Afghanistan has not made payments of $5 million as of Apri 30, 1999.

Precautionary International and U.S. accounting standards require lending institutions to
Precautionary estimate a provision for loan losses that reduces the amount of outstandingBalances lending projected to be collectable, with a corresponding amount charged

to operations as an expense. The IMF is not required to follow
international, U.S., or the accounting standards of any country. According
to the IMF, it has never established a provision for potential loan losses
because the Fund

* technically does not make a loan as members purchase currencies from
the IMF with an equivalent amount of their national currency;

* determined that it could not write off any currency holdings while a
country is an IMF member,

* determined that potential losses were neither probable nor estimable;
* extends lending only to members; and
* had no losses historically, even for members that have left the IMF such

as Cuba

Rather than establish provisions for potential loan losses, the IMF decided
to create the following accounts that it refers to as precautionary
balances,' which the Fund believes can be used to absorb any potential
loan losses.

* General and Special Reserves are provided for in the Articles of
Agreement These reserves reflect the IMFs accumulated net income.
General and Special Reserves totaled approximately $1.1 billion in 1983
and increased to about $3.5 billion as of April 30,1999. No loan losses
have been charged against these reserves.

* Special Contingent Accounts I and 2 (SCA-I, SCA-2) were established in
1987, and 1990, respectively. The amount in the SCA accounts totaled
about $2.7 billion as of April 30, 1999.
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Precautionary Balances and Since 1983, RMFs precautionary balances and arrears have experienced
Afrears significant growth as a percentage of total GRA outstanding credit but have

declined in recent years as indicated by figure 8.

FReS: OAFS Precautionary BalanX and Arrears as a Percwta of Total ORA Outatanding Credit. 198349
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Specifically

* from 1988 through 1993, total arrears exceeded IMFs precautionary
balances as a percentage of total GRA outstanding credit, until various
IMF measures and financial support from certain countries reduced

those amounts in arrears and
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the establishment of the SCAs contributed to the increase in total
precautionary balances as a percentage of total GRA outstanding credit
to absorb potential loan losses.

The Burden-sharing In 1986, the IMP developed a burden-sharing mechanism to share the
potential cost of loan losses between borrower and creditor members.Mechanism Under this mechanism, the IMF generated resources to (1) provide the
Fund with interest revenue that was not paid by members in arrears to the
GRA and (2) increase the balance of the two SCAs. For borrowers, the IMF
increased the quarterly periodic charge for interest to include a calculated
amount for the burden-sharing portion. For creditor members, the IMF
calculated a reduction in the quarterly remuneration paid on such
members' reserve tranche position, subject to a specific floor, for their
burden-sharing portion.

Deferred Charges Under the burden-sharing mechanism, IMF members have generated
resources for deferred charges that totaled about $1 billion as of April 30,
1999. Deferred charges represent foregone interest revenue for loans
6 months or more in arrears to the IMF. When all arrears are settled, this
amount can be distributed to members that received reduced remuneration
or paid higher charges.

SCA-1 Since the initial placement of about $35 million in SCA-I in 1987, the IMF
has annually decided the size of SCA-l additions before the beginning of
each financial year. Under the burden-sharing mechanism, additions have
amounted to 5 percent of the IMFs reserves at the start of each financial
year. Balances in the SCA-1 are to be distributed to the members that
shared the cost of financing when there are no outstanding overdue
charges and repurchases, or at any earlier times, as the IMF may decide. As
of April 30, 1999, the SCA-1 amounted to about $1.3 billion.

SCA-2 On July 1, 1990, the Executive Board established a new cooperative
strategy for burden-sharing that involved accumulating resources in SCA-2.
This mechanism provided the IMF with additional liquidity to finance the-
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encashment" of rights following the completion of the rights accumulation
program"

2
by 11 eligible members. It also provided a safeguard against the

risk of loss arising from currency purchases made in connection with the
encashment of rights. As part of this new strategy, the IMF established a
target to accumulate SDR I billion and further adjusted its rates of charge
and remuneration whereby creditor and debtor countries contributed at a
ratio of three to one. The SCA-2 account was fully funded at SDR I billion
during 1997, for a total of about $1.4 billion as of April 30, 1999. Refunds of
SCA-2 contributions are to be made after all repurchases under the rights
approach have been made (or at an earlier date as the IMF may decide.)

Burden-sharing
Contributions by Members

As of April 30, 1999, the IMF reported that its members' burden-sharing
contributions, net of refunds, had been about $3.7 billion. The
contributions have (1) strengthened the IMF's financial position by funding
the foregone income it has not received from members with overdue
obligations and (2) augmented its liquid resources by increasing IMF's
precautionary balances. The quantitative effect of burden-sharing on IMF
members is that creditor members, including the United States, have
contributed about 60 percent through reduced remuneration, while debtor
members have contributed about 40 percent through increased charges.
The G-7, including the United States, are all creditor members. As of
April 30, 1999, the G-7 had contributed a cumulative amount of about $1.5
billion, or 41 percent of the net burden-sharing contributions. The United
States had contributed about $657 million, or about 18 percent of the net
burden-sharing contribution, which was the largest percentage of all IMF
members. Debtor members' cumulative burden-sharing contributions as of
April 30, 1999, totaled about $1.5 billion, which equaled the G-7
contributions.

The levels of protracted arrears in 1989 have declined steadily since the
implementation of the rights accumulation programs and the SCA-2. As of
April 30, 1999, 8 of the 11 members then in protracted arrears were current
with the IMF due to their participation in the rights accumulation program
and financial assistance from support groups.

"in provide liquid resources when the members are considered eligible to receive the funds.

Inis program allowed a member to accumulate rights to draw upon future Fund resources
after clearing its arrears and is limited to the 11 members that were in protracted arrears to
the Fund at the end of 1989.
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Refunds of Burden-sharing
Adjustments

Under the burden-sharing mechanism, it is the practice of the Executive
Board to refund burden-sharing adjustments when countries in arrears
settle amounts owed. These refunds have ranged from a low of zero for
several quarters in the late 1980s to a high of about $370 million for the
quarter ended January 31,1996, in nominal dollars Through April 30, 1999,
the United States had received remuneration refunds of about $214 million,
or about 33 percent of all remuneration refunds made by the IMF. The
United States is still due a refund of about $657 million for its total
burden-sharing contributions, while other IMF members are due a total of
almost $3 billion.
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The IMF's Borrowing and Credit Lines

The IMF has relied mainly on quota resources as its primary source of
financing but has used borrowing and its credit lines from official sources'
to supplement quotas when the level of its liquid resources were low. The
IMF's Articles of Agreement pennit borrowing from both official and
private sources; however, as a matter of policy, the IMF has borrowed only
from official sources. According to the IMF, this policy reflects the nature
of the Fund as a cooperative, intergovernmental institution whose basic
purpose is to facilitate the overall adjustment process by using some
countries' surpluses to offset other countries' deficits in their
balance-of-payments.

History of IMF Borrowing has played an important role in providing temporary
and Credit supplemental resources to the EIMF since the early 1960s, particularlyBorrowing and Credit during the period of large payment imbalances that persisted from the early

Lines 1970s to the mid-1980s. Table 7 shows the relative share of borrowed
resources used in financing IMF assistance to member countries from the
time of its first borrowings in 1964 through April 30, 1999.

Table 7: IMF Outstanding Borrowing as a Percent of Outstanding IMF Credit 1964-April 30,1999

1998 dollars In billions
Outstanding IMF borrowing

Amount of As a percent of
outstanding IMF outstanding IMF

Year-end December credit Amount credit

1964 . $10.1 $ 2.8 27.7

1965 20.6 6.3 30.6

1966 20.0 7.8 39.0

1967 15.0 4.7 31.3

1968 22.5 7.9 35.1

1969. 23.3 5.6 24.0

1970 17.8 4.1 23.0

1971 7.0 0 0

Continued

'The official sources have included member countries and their central banks, one country
that was not a member at the time the funds were borrowed (Switzerland) and its central
bank, and the Bank for International Settlements.
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1998 dollars In billions

Yesr-end December
-

1972

1973

1974

Outstanding IUF torrowing
Amount of As a percent of

outstanding IMF outstanding IMF
credit Amount credit

5.4 0 0
4.8 0 0

15.9 7.1 44.7
28.3 17.5 61.8
44.1 22.9 51.9
42.2 25.8 61.1
30.7 19.1 62.2
21.7 10.6 48.8

1975

1976
1977
1978

1979
1980 20.9 10.4 4S

1981 30.4 14.6 41

1982 41.3 17.6

1983 61.2 26.6
1984 68.6 27.7 4C
1985 66.7 26.7 41
1986 61.3 24.8 41
1987 51.5 18.5 35
1988 43.1 11.5 2e
1989 37.3 6.0 1f
1990 33.3 5.8
1991 36.1 6.2 1
1992 35.8 5.2 1'
1993 36.7 4.7 1
1994 36.7 4.2 11
1995 50.5 1.5
1996 50.2 0
1997 63.8 0
1998 82.0 5.9
April 30, 1999 81.6 0

1.8

1.0
2.6
1.5
4.4

1.0

4.5

5.9

1.7
1.1

7.2
1.5
2.8
.4
1.0
0
0

a9D
5ource: GAO analyis of IMF dlat.

Continued from Previous Pa,

Table 7 illustrates the continuous role of quotas in providing resources to
the IMF. Borrowing and credit lines provided temporary financial support
to IMFs operations during four periods.

Pqge 69 GAO/NSID/AIMIMW9252 HMF FbPnW Operstlss



154

Appeedie V
The Mr. Dos-Ig ed C-d U.-

* From 1964 to 1970, the IMF financed between approxImately 23 percent
and 39 percent of its outstanding GRA credit with borrowed resources
from the General Arrangements to Borrow (GAB).

* From 1974 to 1986, the IMF financed between approximately 40 percent
and 62 percent of its GRA credit with borrowed resources from the GAB
and other agreements.

* The IMFs GRA credit financed with borrowed resources from the GAB
and other agreements declined from 36 percent in 1987 to none in 1996
and 1997.

* In 1998, about 7 percent of the IMFs GRA credit was financed with
borrowed resources from the GAB and the New Arrangements to
Borrow (NAB). This amount was fully repaid in March 1999.

Since its inception, the Fund has entered into 11 borrowing arrangements
or agreements, as shown in table 8.
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Table B: IMF Borrowing Arrangements and Agreements, 1962-98

Dollars In billions
Number of
countries Total amount of

Bortowing arrengement or agreement or central banks borrowing authority
Current borrowing arrangements:

The GAB (1983)' 11 $23.0
Associated borrowing agreemenwith

Saudi Arabia (193)' 1 2.0
The NAB (1998) 25 23.0

Past borrowing agreements:
The GAB (1962-83)' 10 6.4
Oil facility (1974r 7 3.4
Oil fadlity (1975) 12 3.5
Supplemental Financing

Facility (SFF) (1979-4) 14 10.1
Enlarged Access to Resources (EAR):

Medium term (1981-87)
Saud Arabian Monetary Agency
(SAMA) 1 9.4

Short term (1981)
Bank for International Settlement

(BIS) and others 19 1.5
Short term (1984)

SAMA, BIS, Government ot Japan,
and National Bank of Belgium 4 6.2

Government ot Japan (1986-91) 1 3.5

'he GAB mis revised and enlarged In 1983.
'Under the associated borrowing agreement. Saund Arabia wI stand ready to lend Saudi ryaals to the
IMF up to an equlatent oa about $2 tx . These tuads are to assist Ore IMF in the fnancing of
currency puwchases by memberm br the nrame purposes and Is the srine cdruntancees as are
prescribed in the GAB
'rhe first 00 Facilty mas created in 1974 and wae landed by oeen enties. A saecod Oil Facility wae
created In 1975 and funded by 12 entItles.
Source: GAO analysis of IMF data.

The IMFs I 1 borrowing arrangements include 3 current credit lines from
which it can borrow, with the 2 largest being the GAB, initially established
in 1962, and the NAB, established in 1998. Amounts available under these
credit lines have expanded from $6 billion under the GAB in 1962 to the
combined total of the GAB and the NAB of about $46 billion as of April 30,
1999. Additionally, another $2 billion is available under an associate credit
agreement with Saudi Arabia.
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The IMFs eight past borrowing agreements were used to finance lending
under the GAB in 1962 and the Oil Facility, SFF, and EAR facilities, as
discussed in appendix IV. In addition, the IMF borrowed from the
government of Japan under an agreement that began in 1986, with drawings
terminating in 1991. Figure 9 illustrates the IMPs borrowing sources and
trends since the establishment of its first borrowing arrangement in 1962
through its most recent borrowings under the GAB and the NAB in 1998.

Figure 9: Outstanding RAF Borroming, 1962-April 30,1999

30 Hat5l of i5 Zndoe

25

15

5 ~~. / / / / / / / / / //~4..

a

=Z EAR

J ~SFF
M- ism

M AB

M NF.f
Mllli NAB
Source: IMF's Internaltio"o Fiondl Statistics.
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The GAB The GAB was originally conceived and designed as an arrangement
whereby 11 of the main industrial countries agreed to strengthen the IM"s
financial position by standing ready to loan the Fund up to specified

amounts of their respective national currencies. These loans could be made
when the IMF needed supplemental resources to help forestall or cope with
an impairment of the international monetary system.

The potential amount of credit under the GAB totaled about $6 billion (in
lenders' currencies) from its inception until December 1983. In response to
the growing pressure on the WhlFs usable currencies caused by the Latin
America debt crisis in mid-1982, the amount of credit available under the
GAB was enlarged to about $23 billion, with an additional $2 billion
associate credit agreement with Saudi Arabia. Table 9 shows a listing of
current GAB participants and credit amounts.

Table 9: GAB P1artiepmts and Credit Amounts, a of April 30, 1999

Dofla in irililons
Partiipant Amount

Unitad States $5,743
Deutache Bundeabank 3,216
japan 2,871
Fance 2,297
United Wangdon 2,297
taIY 1,493
Swiss Nationai Bank 1.378
Canada 1,208
Netherlands 1.149
Beigkan 804
Svedrges Rikbarnk 517
TOW $22,971
Associala credit agreerent with Said Arabia $2,027

Note: SOR exdange rate . $135123 as of Apri 30. 1999.
soure IMF

At the time of the GAB's enlargement in 1983, the interest rate was raised
from below market levels used in the earlier GAB, to 100 percent of the
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SDR interest rate. Since its inception, the GAB has been activated 10 times,
with total drawings of about $7.2 billion.

* From 1964 through 1970, the GAB was activated six times, primarily for

drawings by the United Kingdom for balance-of-payments assistance.

Total amounts borrowed by the IMF under the GAB activations were
about $2.2 billion. AU of these borrowings have been repaid.

* In 1977, the GAB was activated twice for drawings by the United
Kingdom and Italy, and once in 1978 by the United States for reserve

tranche purchases for balance-of-payments assistance. Total amounts
borrowed by the IMF under the GAB activations were about $3 billion.

AD of these borrowings have been repaid.
* In July 1998, the GAB was activated for the 10th time for about $2 billion

drawn as part of an extended arrangement with Russia totaling about

$8.4 billion. This was the frast activation of the GAB in 20 years, and the

first time it has been used for a non-participant This activation was
canceled in March 1999 when the IMF repaid the $2 billion shortly after

it received funds from the recent Eleventh General Review's quota
increase.

The NAB Following the Mexican financial crisis in 1994-95, IMF members were
concerned that substantially more resources might be needed by the IMF to
respond to future financial crises. This concern prompted the G-10 and

other financially strong countries to develop financing arrangements that
would double the amount available under the GAB. The NAB is a set of

credit arrangements between the IMF and 25 members and institutions
established in November 1998. The NAB is available to provide
supplemental resources to the IMF to forestall or cope with an impairment

of the international monetary system or to deal with an exceptional
situation that poses a threat to the stability of that system.

Funds available under the GAB are also available under the NAB, and

together they constitute a combined credit line of about $46 billion
available for lending. The NAB can be activated when eligible participants

representing 80 percent of the total credit arrangements determine there L
a threat to the international monetary system and agree to the request Thf

NAB became effective in November 1998 for 5 years and may be renewed.
A list of NAB participants and their credit arrangements is shown in table

10.
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Table 10: NAB Participants and Credit Amounts, as of April 30,199 -1

Dollars In mllions
Participant Amount

United Stades $ 9.070
Deutsche BUndesbaenk 4.807
Japan' 4.807
France' 3,482
United lngdoan 3,482
Saudi Arabia" 2.405

ltW 2 ,394
Swiss National Bank' 2,104
Canada' 1.887
Netherlanda' 1.778
Belghum 1,307
Sveriges Rflubank" 1.161
Australia 1,095

Spain 908
Austria 557
Norway 518
Denmark 501
Kuwait 466
Finland 459
Hong Kong Monetary Authority 459
Koma 459

Luxembourg 459

Ma-im 459
Sirgapore 459
Thailandl' 459
Total 545.942

'Also a Participant In. or assodated with the GAB.
NOW: SDR eahange ate = 51.35123 as of Aprd 30, 1M.

Seurce: IM.

The activation requirements for the NAB are not as strict as the
requirements for the GAB. Specifically, the credit arrangements under the
NAB may be activated for the benefit of an IMF member that is a
participant or non-participant in the NAB, under circumstances similar to
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those specified in the GAB. However, under the NAB, activation for a non-

participant is not subject to more stringent criteria related to the IMFs

liquidity situation. Nevertheless,

* the maximum combined amount drawn under the GAB and the NAB

cannot exceed SDR 34 billion (about $46 billion as of April 30, 1999); and

* the NAB will be the facility of the first and principal recourse in the need

to provide supplementaly resources to the IMF except that (1) in the

event of a request for drawing on the IMF by a participating member (or

a member whose institution is a participant) in both the GAB and the

- NAB, a loan request may be made under either the GAB or the NAB and

(2) in the event that a loan request under the NAB is not accepted, the

request may be made under the GAB.

In December 1998, the NAB was first activated for about $4 billion drawn

on an extended arrangement with Brazil totaling about $183 billion. This

activation was canceled in March 1999 when the IMF repaid the $4 billion

shortly after it received funds from the recent Eleventh General Review's

quota increase.
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Appendix VI

Objectives, Scope, and Methodology

As required under the Omnibus Appropriations Act for fiscal year 1999, we
are reporting on several matters relating to the IMPs financial operations.
In this report, we reviewed the IMPs

* liquidity position as of April 30, 1999, induding the Fund's experience
with borrowed resources to meet its members' financing needs;

* gold holdings and its role in the IMFs financial operations; and
* process for determining the amount of quota contributions required

from its members.

We also included information on how the IMFs lending activities have
evolved since the Fund was founded in 1945. In addition, we discussed the
status of preparedness of the IMFs mission-critical and key computer
systems for the year 2000.

The scope of our work had the following limitations:

* Although we obtained the U.S. Executive Director's position papers
pertaining to quota reviews, we did not have access to nonpublic
statements of the other IMF executive directors, the Executive Board
minutes, or information on how final quota decisions were reached by
the IMFs Executive Board.

* With the agreement of Committee staff, our review of the IMFs lending
did not include facilities for low-income members and administered
accounts that included various trust accounts that operated from 1976
to 1986, the Structural Adjustment Facility that was established in 1986,
and the Enhanced Structural Adjustment Facility that was established in
1987. Outstanding loans under these facilities amounted to about $8.8
billion as of April 30, 1999, and were discussed in a previous GAO
report.'

* Historical data was not available for calculating the weighted average of
interest rates on the Fund's lending portfolio for each year since the
Fund's inception, as the Omnibus Appropriations Act requested.

* An evaluation of the IMFs efforts and related management structure
and processes to address the year 2000 problem was not within the
scope of our work

'See Developing Countnew &ats of the Heavin Idebted Poer Cowttnes Debt Relief
Inibiative (GAONSIA229 Sept. 30, 1908).
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Our work also included numerous interviews with IMF officials and U.S.
Treasury officials and a meeting with the Fund's certified public accounting
firm. Much of the information reported is as ofApril 30, 1999, the end of the
IMFs financial year, and to the extent possible, we used data audited by the
IMFs auditors. Additionally, to meet our objectives, we did the following:

* To review the IMWs liquidity position as of April 30, 1999, we reviewed
the IMFs approach for calculating and reporting on its liquid resources
and analyzed the reported amount of its liquid resources to determine
whether adjustments the IMF made to the reported amount were
practical and relevant. This included reviewing the various components
that have evolved todetermine the IMWs liquidity position as of April 30,
1999; the IMFs quarterly operational budgets and semiannual review
papers on the Fund's liquidity and financing needs; and the IMWs
methodology used in its reviews of liquidity and financing needs. In
addition, we reviewed the Fund's documentation to determine if there
was an analytical basis to support the liquidity ratio threshold that the
IMF uses to determine when it is imprudent to lend. We also queried DIF
officials about their rationale for the liquidity ratio percentage used as a
minimum threshold for its lending activities.

We also analyzed the IMWs experience with borrowed resources, including
its use of credit lines, to identify the amounts and periods, financing
arrangements, and participants. This analysis included a ratio and trend
analysis of the circumstances that led the IMF to borrow from its GAB,
NAB, and other financing arrangements and agreements. In our work, we
(1) reviewed the Fund's annual reports, which included its audited
financial statements, books on the history of the Fund, and papers on the
IMFs financing needs and (2) analyzed the IMFs data base of International
FInancial Statistics on outstanding borrowing.

* Tb review the IMWs gold holdings and its role in IMWs financial
operations, we reviewed the history of IMWs acquisition and use of gold
from 1946 to the present period, and conducted a detailed review of the
Fund's governing principles and explanations for holding gold. We
compared the Fund's policies to evolving gold management practices by
several other official holders of gold and analyzed gold acquisition and
use data over the history of the Fund's operations. We reviewed
historical accounts and related IMF documentation that described the
evolution of gold management practices. We also reviewed published
reports on alternative uses for gold and the evolving nature of gold
management practices. Finally, we discussed all of these issues with
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Fund staff from the Treasurer's office and gold experts from the U.S.
Treasury, two U.S. mining companies, the World Gold Council, and the
Gold Institute.

* To review the IMFs process for determining quota contributions from
members, we obtained and reviewed the Fund's policies and procedures
supporting its quota increase from the Eleventh General Review in 1999.
We also reviewed information on the quota review and more general
information on 11 other quota reviews since 1950. In our review, we
gained an understanding of the quantitative and qualitative factors the
IMF takes into consideration to determine a quota increase. These
factors included (I) if and when a quota increase is needed, (2) the size
of a quota increase, (3) how the quota increase was distributed among
member countries, and (4) what formulas were used to calculate
members' quotas. In doing so, we reviewed the U.S. Executive Director's
position papers pertaining to quota reviews. We also reviewed the IMFs
(1) documents on the official Conunittee of the Whole on Review of
Quotas for the Eleventh General Review, (2) semiannual review papers
on liquldity and financing needs, (3) annual reports, (4) the IMF
pamphlet, Financial Organization and Operations of the IMP, and (5)
historical publications. In addition, we queried IMF officials and the U.S.
Executive Director to obtain their comments on the IMFs quota review
process.

* To review the evolution of the IMFs GRA lending activities since the
first transaction in 1947, we identified the types and terms of lending
facilities, regular users of IMF credit, and the 10 largest users of IMF
credit. We also reviewed the evolution of yields on periodic charges and
interest remuneration, members in arrears, the funding of precautionary
balances, and the effect of the burden-sharing mechanism on the Fund's
financial operations and on its members. To conduct our review, we
analyzed the IMFs (1) data base of International financial Statistics, (2)
annual reports from 1947, which included audited financial statements;
(3) key publications, including its Articles of Agreement of the
International Monetary Fund and Financial Organization and Operations
of the 1MPF (4) various policy documents and staff position papers; and
(5) data on financial transactions for member countries. We also
discussed the Fund's lending activities with IMF officials, the U.S.
Executive Director, and the Fund's certified public accounting firn to
gain an understanding of the GRA lending activities.

* To review the status of preparedness of the IMFs mission-critical
computer systems for the year 2000, we reviewed information from
IMFs web site and held discussions with Fund officials and the IMFs
certified public accounting finm. We met with IMFs Management
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Information Systems specialists and discussed the Fund's status for
testing its mission-critical computer systems and developing and testing
its contingency plans. We also queried other IMF officials about the
status of its members' year 2000 readiness and the potential impact on
the IMFs operations if the members were not compliant Additionally,
we met with the Fund's certified public accountants for their
assessment of the IMFs year 2000 readiness.

We conducted our review between December 1998 and August 1999 in
accordance with generally accepted government auditing standards.
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