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I. INTRODUCTION

1. The IMFC in its October 2007 Communiqué called on the Executive Board to
continue its work on quota and voice reform in order to allow agreement on all elements of a
reform package by Spring 2008.> To facilitate progress toward this goal, this paper suggests
the possible contours of such a reform package. The package outlined is intended to be
consistent with the objectives set out in the Singapore Resolution (Appendix 1), which were
to make significant progress in realigning quota shares with economic weight in the global
economy and, equally important, to enhance the participation and voice for low-income
countries. It also reflects the further guidance provided in the IMFC’s October 2007
Communiqué, including the goal of agreeing on all elements of the package by Spring 2008.

2. The formulation of the suggested package also draws on the considerable discussion
of the various elements that has taken place in the Executive Board since Singapore.’ This
discussion is summarized in the Executive Board’s Report to the Board of Governors of
October 16, 2007,* which highlighted both areas of agreement and issues on which
differences remained. The elements of the reform package suggested below seek to balance
the differing views and priorities of members as identified in the report to the Board of
Governors. Inevitably, the approach suggested here will not fully meet the preferences or
priorities of any member, and progress toward agreement will require difficult compromises
on the part of all members.

II. NEW QUOTA FORMULA

3. Agreement on a new quota formula that provides a simpler and more transparent
means of capturing members’ relative positions in the world economy was a central element
of the reform agenda agreed in Singapore. Considerable progress has been made towards this
objective in the Executive Board discussions to date. In particular, there is agreement that the
new formula should be consistent with the multiple roles of quotas, feasible to implement
statistically, and produce results that are broadly acceptable to the membership.

2 Communiqué of the International Monetary and Financial Committee of the Board of Governors of the
International Monetary Fund (PR/07/236, October 20, 2007).

* Quotas—Further Thoughts on a New Quota Formula (2006); A New Quota Formula—Additional
Considerations (2007); Quota and Voice Reform—Stocktaking and Further Considerations (2007); The
Chairman’s Summing Up, Quota and Voice Reform—Stocktaking and Further Considerations (2007); Quota
and Voice Reform—Elements of a Possible Approach (2007); The Chairman’s Summing Up, Quota and Voice
Reform—Elements of a Possible Approach (2007).

* Report of the Executive Board to the Board of Governors—Quota and Voice Reform—Progress Since the 2006
Annual Meetings (2007).



4. There is also broad consensus that the variables should be limited to updated and
modernized versions of the four variables included in the existing formulas—GDP, openness,
variability and reserves. It was agreed that GDP should be the most important variable, with
strong support for a weight of 50 percent, and that reserves should have a relatively low
weight, while views continued to differ on the relative weights to be assigned to openness
and variability. There were also important differences on the definition of GDP, namely
whether it should continue to be measured solely at market exchange rates or as a blend
variable combining market rate and PPP GDP, and calls for further work on the definitions of
openness and variability. In addition, there was considerable support for use of a
compression factor in the formula, particularly under an approach involving a blended GDP
variable. In its October 2007 Communiqué, the IMFC supported the inclusion of GDP in the
new formula as the most important variable. The Committee also considered that PPP GDP
should play a role, along with a compression factor.

5. Taking account of the above views, and recognizing that significant differences
remain on some key issues, staff proposes a formula with the following elements as a
possible way forward:’

o A single formula with four variables based on the following weights: GDP,
50 percent; openness, 30 percent; variability, 15 percent; and reserves, 5 percent. This
would represent a major simplification and improvement in transparency over the
existing quota formulas. It would broadly maintain the average weights on variability
and reserves implicit in the existing formulas based on current data, while reversing
those on GDP and openness.®’

> While the staff believe that this formula would represent a major advance over the existing five formula
system, the new quota formula can and should be further modernized over time to reflect global economic
trends and improvements in data availability.

6 Under the existing five formula system and using current data, the average contributions of the variables are
approximately: GDP, 30 percent; openness, 50 percent; variability, 13 percent; and reserves, 7 percent, although
these contributions (and by extension the implicit weights) vary substantially across individual members under
the existing formulas. The weights would be uniform for all members under the proposed new single formula.

7 The database for the quota calculations is presented in Quotas—Updated Calculations and Data Adjustments
(2007), except for PPP GDP.



A GDP blend variable with weights of 60 percent on market GDP and 40 percent on
PPP GDP.* While staff believes that inclusion of PPP GDP in the formula can be
justified based on the non-financial roles of quotas, it recognizes that this view has
not been accepted by a number of members, and that such an approach would
therefore represent a substantial element of compromise on their part. As discussed
below, staff proposes that the inclusion of PPP GDP in the formula be subject to a
sunset clause.

Use of the measures for openness and variability that have been used in recent
illustrative calculations, with no further modifications at this stage. While this
represents an improvement over the measures used in the existing formulas, it does
not address the various concerns raised during the Board discussions about their
remaining shortcomings, including the concern that openness is measured on a gross
rather than a value-added basis, that financial openness is not explicitly included, and
that the existing measure of variability may not adequately capture members’
potential need for Fund resources. As such, staff recognizes that agreement to proceed
on this basis would represent a substantial compromise from many members, and that
efforts to improve these measures should continue.’

A compression factor of 0.95. As noted, the inclusion of a compression factor has
received support as a means of reducing the dispersion of calculated quotas and
moderating to some extent the role of size in the formula. However, not all members
support such an approach, and it could also dampen the formula’s ability to capture
dynamism over time. Accordingly, staff suggest that the role of compression could
also be subject to a sunset clause (see below).

Inclusion of a sunset clause for both PPP GDP and compression. Previous work
suggests that a significant degree of convergence between market and PPP GDP can
be expected for dynamic economies within a period of 20 years, recognizing that
convergence for other countries will likely take significantly longer."” Accordingly,

¥ Updated PPP GDP data, incorporating new parity rates published by the International Comparison Program in
December 2007, are applied. These data reflect substantial improvement in the methodology and consistency of
PPP estimates.

? Staff has revisited its earlier work on alternative measures of variability, as summarized in Appendix 2. While
there are appealing features associated with a number of these alternatives, staff has found it difficult to identify
a measure that is clearly superior to the current approach and would not represent a substantial departure from
the tradition of considering balance-of-payments-driven vulnerabilities.

12 A review of the academic literature suggests that differences between PPP exchange rates and market
exchange rates (and hence between PPP GDP and GDP at market exchange rates) are largely related to

(continued)



o agreement on a new formula along the lines discussed above could be combined with
a sunset clause that would indicate that the inclusion of PPP GDP in the formula is
intended to be temporary and that its role should be phased out over a period of, say,
20 years. The precise modalities of such a phase out could either be pre-specified or
left open at this stage. As discussed above, it may also be appropriate to apply the
sunset clause to the compression factor. These elements could be included in the
Board of Governors Resolution concluding the current reform."

III. SECOND ROUND AD HOC QUOTA INCREASES

6. The October 2007 IMFC Communiqué reiterated that the current reform should
enhance representation for dynamic economies, many of which are emerging market
economies, whose weight and role in the global economy have increased. It noted that an
outcome of the second round should be a further increase in the voting share of emerging
market and developing countries as a whole. The Committee also stressed the importance of
enhancing the voice and participation of low-income countries, and that the total quota
increase should be of the order of 10 percent, with at least a doubling of basic votes.

7. In light of the above, staff has explored a range of possible options for the second
round increases. On balance, a package along the lines outlined below could be considered as
a possible means of achieving the various objectives of the reform, recognizing that any such
package will inevitably involve trade-offs and require a substantial degree of compromise on
all sides in order to achieve the necessary broad consensus.

Size of the Overall Increase

8. Staff has considered alternative options for the size of the second round ad hoc
increases in line with the guidance from the IMFC. As indicated in Table 1, it would be
difficult to achieve the objectives of the reform with a 10 percent increase, even assuming
foregoing by eligible G7 members to their pre-Singapore voting share and a doubling of
basic votes. A slightly larger increase would provide scope to reinforce achievement of the
reform’s objectives through the additional elements described in this section. As such, the

differences in per capita income. There is some evidence of convergence of price levels in emerging markets
with those in the United States, but with wide variation across countries. Based on the estimated relationship
between per capita income and relative price levels and on current growth rates, about 40 of the most dynamic
countries would be expected to converge to 80 percent of the US price level within 20 years.

' A statement by the Board of Governors would not tie the hands of future Boards regarding the quota formula,
but would provide important guidance on the intentions of the membership.



proposal set out in this paper is based on an overall increase in the two rounds combined
of 11.5 percent (9.6 percent in the second round), recognizing that there are members that
would prefer a larger increase and others that would prefer a smaller increase.

Allocation Mechanism

0. Previous illustrative calculations presented by the staff have assumed that second
round ad hoc increases would be allocated to all underrepresented members under the new
quota formula based on a uniform proportional reduction in members’ out-of-lineness, or the
difference between members’ calculated quota shares under the proposed formula and their
actual pre-Singapore quota shares. This allocation method, which follows that adopted in the
first round, would provide for larger percentage nominal quota increases to those members
whose actual quotas are most out-of-line with their calculated quota shares. The use of pre-
Singapore quota shares as the basis for allocation is also consistent with treating the two
rounds as a single reform, i.e., with the first round increases intended as a downpayment on a
larger reform based on a new quota formula. Accordingly, staff has maintained this approach
in the proposal set out below.

Additional Elements of the Second Round Quota Increases

10. Staff has considered several possible additional elements for this package that could
help achieve the objectives of the current reform and build the necessary broad consensus:

. Additional foregoing by eligible G7 members. As noted, a willingness by large
advanced economies to forego on a voluntary basis a portion of the increase for which
they would otherwise be eligible can make an important contribution to the overall
realignment of shares. The package presented here is based on foregoing by the U.S.
to its post-Singapore voting share, which goes beyond its current commitment. This
would free up a larger portion of the increase to be allocated to other dynamic
underrepresented members. It is assumed here that the same proportionate reduction
in out-of-lineness would apply to other eligible G7 members (Germany, Italy and
Japan). Under this formulation, all eligible G7 members would see an increase in
their quota share versus pre-Singapore levels. Japan would also see a slight increase
in its voting share versus its pre-Singapore share. The U.S. would remain at its post-
Singapore voting share, while Italy and Germany would see a small decline from
post-Singapore levels.

o Maximum increase for advanced economies. To free up additional space for
increases to underrepresented emerging market and developing countries,
consideration could also be given to including a cap on the maximum percentage
increase available for advanced countries. For illustrative purposes, staff has included
a cap of 50 percent, which would affect two members, Luxembourg (which otherwise
would receive a quota increase of 128 percent under the proposal outlined in this
paper) and Ireland (which otherwise would receive a 73 percent increase).



o Booster: Beyond increases arising from application of an allocation rule linked to the
formula, consideration could be given to providing an additional increase, or booster,
to ensure a minimum increase in quota or quota share for dynamic under-represented
emerging market and developing economies as part of the current reform. This would
build on an element proposed previously in the context of the “filter” approach, under
which emerging market and developing countries whose shares in global PPP GDP
are substantially larger than their actual quota shares would receive an agreed
minimum increase." It could therefore be seen as giving additional recognition to
dynamism by bringing forward expected growth for those countries that are most out-
of-line in terms of PPP GDP. The earlier approach, which was combined with a
formula based solely on market rate GDP, used a cut-off ratio of 1.5 (i.e., it included
countries with a share in global PPP GDP more than 50 percent larger than their
actual quota share). Given that staff is now proposing a formula that already includes
a significant element of PPP GDP, a higher cut-off ratio may be appropriate. The staff
is suggesting a cut-off ratio of 1.75, which would limit eligibility for the booster to
the seven countries most substantially underrepresented in PPP terms (see Text
Table). The suggested booster provides a minimum nominal quota increase of
40 percent, which would ensure that qualifying members receive a substantial
increase that is still within the range of overall increases received by other under-
represented countries. Under this approach, India, Brazil, and Vietnam would benefit
from the booster.

o Minimum second-round increase for Singapore 4: The Board has recognized that,
under the proposed allocation mechanism, the four members that received increases
in the first round may not be eligible for further increases in the second round (or that
these increases would not be sufficient to maintain their post-Singapore voting share).
Given that these members remain substantially underrepresented following the first
round, consideration could be given to providing a minimum second round nominal
quota increase from post-Singapore levels for these members. Under the package
outlined here, staff has proposed a minimum increase of 15 percent, which is large
enough to provide for a small increase in voting shares for these members. Under the
proposal, this would benefit two countries—Korea and Mexico.

12 See Quota and Voice Refrom—Stocktaking and Further Considerations (2007), and Quota and Voice
Reform—Elements of a Possible Approach (2007).
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Members Eligible For Booster

Percent Increase

Out-of-Lineness in Nominal Quota

PPP/AQS 1/ Ratio 2/ (1st and 2nd Round)

China 3/ 3.24 2.14 49.6
Korea 4/ 2.45 2.94 106.1
Turkey 2.20 2.19 51.0
India 5/ 2.11 1.03 40.0
Brazil 5/ 2.04 1.21 40.0
Vietnam 5/ 2.04 1.49 40.0
Mexico 4/ 1.78 1.63 40.2

Source: Finance Department

1/ Ratio of member's share of 3-year average global GDP measured at purchasing power parity exchange rates
to member's pre-Singapore quota share. Underrepresented EMDCs would be eligible for minimum nominal
quota increase (boost) of 40 percent for first and second rounds combined if their share of global PPP GDP is
at least 75 percent greater than pre-Singapore quota share.

2/ Ratio of member's calculated quota share (CQS) to pre-Singapore quota share. CQS based on the

formula and parameters proposed by staff (paragraph 5).

3/ Includes China, P.R., and Hong Kong SAR.

4/ Receive minimum 15 percent second-round nominal quota increase under safeguard for Singapore 4.

5/ Receive booster at 40 percent.

Basic Votes

11. The October 2007 IMFC Communiqué reiterated the call for at least a doubling of
basic votes."> Directors have recognized that the increase in basic votes is an integral part of
the quota and voice reform, and a key measure for enhancing the voice and participation of
low-income countries, with many calls for at least a tripling. As such, staff propose a tripling
of basic votes, which would lead to a significant increase in the voting share for low-income
country members as a group and to considerable increases in voting share for many countries
with below-average quotas. As specified in the Singapore Resolution and discussed
previously by the Board, a mechanism would also be established through an amendment of
the Articles to maintain the share of basic votes to total votes going forward.

" The Board held a preliminary discussion of the legal framework for a change in basic votes in early 2007.
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IV. OUTCOMES

12. The results of the package outlined above are summarized in the second simulation of
Table 1 and in more detail in Table 2 (Table 2a in the Statistical Appendix provides country-
by-country information). The package would result in ad hoc quota increases for

54 countries, with an aggregate shift in quota shares of 4.9 percentage points. The number of
countries receiving increases in voting share as a result of the reform would be significantly
larger (135), reflecting the impact of basic votes, and the aggregate shift in voting share to
these countries would amount to 5.4 percentage points.

13. The largest gains in both voting and quota share would go mainly to dynamic
emerging market countries (Table 3; Tables 3a—3c provide more detailed country-by-country
information). In keeping with the expectation that an outcome of the second round will be a
further increase in the voting share of emerging market and developing economies as a
whole, the net shift in voting shares to these countries as a result of the reform would be

2.7 percentage points (1.1 percentage points in terms of quota shares). As noted above, the
increase in basic votes would also lead to a substantial increase in voting share for small
members, including many low-income countries (Table 3c).

V. OTHER ELEMENTS OF THE PACKAGE
Future Realignments of Quota Shares

14. The Board has recognized the need to consider how quota and voting shares can
continue to adapt in the future to changes in the global economy, while ensuring that the
Fund has adequate liquidity to achieve its purposes. This is particularly important for
members that may not benefit, or receive only limited increases, under the current round of
ad hoc increases, but are expected to experience dynamic growth in coming years. The
regular five-yearly reviews of quotas provide a vehicle for realigning quota shares, and the
Board of Governors Resolution could include a request that the Executive Board consider a
further realignment of quota shares in line with changes in members’ relative economic
positions as part of any increase in quotas under the next (fourteenth) general quota review.
This would reaffirm the commitment made in the Singapore Resolution.” The Resolution
could also indicate that, if there is no agreement on a general quota increase during

the fourteenth review period, the Executive Board will promptly thereafter consider the need
for additional ad hoc quota increases to achieve a further improvement in the alignment of
members’ quota shares with their relative economic positions.

'* The Singapore Resolution states that, “in the context of general reviews of quotas following the current quota
and voice reforms, the Board of Governors will consider distributing any increase in quotas with a view to
achieving better alignment of members’ quotas with their relative positions in the world economy, while
ensuring that the Fund has adequate liquidity to achieve its purposes.”
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Additional Alternate Executive Director for African Constituencies

15. In November 2007, the Board considered on a preliminary basis an amendment to the
Articles to enable Executive Directors elected by a large number of members to appoint an
additional Alternate Executive Director.”” The objective was to further enhance the capacity
of African offices, recognizing their special challenges, including the heavy workload that
flows from the important advisory and financial role that the Fund is playing in many of the
member countries of these constituencies. At that time, Directors generally felt that further
reflection and discussion would be useful before the Board reaches a final decision on the
amendment and agreed to return to the issue. Accordingly, Directors may wish to revisit the
issue of an amendment as part of their consideration of the broader elements of the package
discussed in this paper, including how the proposal might be accommodated within the
envisaged medium-term budget envelope.

V1. ISSUES FOR DISCUSSION

16. Directors may wish to give their views on whether they consider the package outlined
in this paper provides a reasonable basis for moving forward towards agreement on the quota
and voice reform within the timetable laid out by the IMFC. In particular, Directors may
wish to comment on:

o The new quota formula discussed in Section II above, including the use of a blended
GDP variable with a 40 percent weight on PPP GDP and a 0.95 compression factor.

o The possible modalities of a sunset clause for the inclusion of PPP GDP and
compression in the formula, if this was agreed as part of the current reform.

o The possible elements of the second round ad hoc quota increases discussed in
Section III above.

o The possible nature of the commitment to future realignments of quota shares beyond
the current reform.

o An amendment to the Articles to enable Executive Directors representing large
constituencies to appoint more than one Alternate and how such a proposal could be
accommodated within the envisaged budget.

' In May 2007, the Executive Board, taking into account the budgetary situation, approved an increase in the
staffing resources for the two African Executive Directors’ offices, which represent the largest constituencies,
through the allocation of an additional advisor position.
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Box 1. Key Elements of the Proposed Package for Quota and Voice Reform

Quota Formula:
o Variables and Weights: 50 percent for GDP, 30 percent for openness, 15 percent for
variability, and 5 percent for reserves.

o Blended GDP Variable: 60 percent weight to market-rate GDP and a 40 percent
weight to PPP GDP under the blended GDP variable.

o Compression: a compression factor of 0.95 applied to the formula.

o Sunset of GDP Blend and Compression: Agreement to phased reduction of PPP GDP
and compression over time (e.g., 20 years).

Second Round Increases:

o Size: overall increase in the two rounds of 11.5 percent (9.6 percent in the second
round)
o Allocation mechanism. Uniform proportionate reduction in out-of-lineness for

underrepresented countries under the formula based on pre-Singapore quota shares,
except where otherwise indicated (see below).

° Additional elements:

> Foregoing: Voluntary foregoing by eligible G7 members. US foregoing to its
post-Singapore voting share and application of the same reduction factor to
Germany, Italy and Japan.

> Booster: Provision for minimum 40 percent overall nominal quota increase for
underrepresented emerging market economies with a share of PPP GDP more
than 75 percent greater than pre-Singapore quota share.

> Safeguard for Singapore 4. Provision for 15 percent minimum nominal quota
increase for Singapore 4 from post-Singapore levels.

> Cap: Maximum 50 percent nominal quota increase for advanced economies.

o Basic Votes: Tripling of basic votes and maintenance of share of basic votes to total
votes going forward.

Other Elements:
o Review: Commitment to review the need for additional ad hoc quota increases to
achieve a further rebalancing of quota shares within a specified timeframe.

° Alternate Executive Director: An amendment of the Articles to allow for an
additional Alternate Executive Director for the two African constituencies.
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Appendix 1. Key Elements of the Reform Agenda Approved in Singapore'

o Initial ad hoc quota increases of four of the most clearly underrepresented members—
China, Korea, Mexico and Turkey;

. Agreement, by the time of the 2008 Spring Meetings, on a new quota formula that
can provide a simpler and more transparent means of capturing members’ relative
positions in the world economy;

° A second round of ad hoc quota increases, based on the new formula, with a view to
achieving a significant further alignment of members’ quotas with their relative
positions in the world economy;

o Agreement that general reviews of quotas conducted after the completion of these
reforms also consider distributing any increases in quotas with a view to achieving a
better alignment of members’ quotas with their relative positions in the world
economy, while ensuring that the Fund has adequate liquidity to achieve its purposes;

o An amendment to the Articles of Agreement that would provide for at least a
doubling of basic votes that at a minimum protect the pre-Singapore voting share of
low-income countries as a group, while also ensuring that the share of basic votes to
total votes is preserved in the future;

o An increase in staffing resources available to Executive Directors representing a large
number of members, whose workload is particularly heavy; and

o Consideration of the merits of an amendment to the Articles to enable Executive
Directors representing a large number of members to appoint more than one Alternate
Executive Directors.

! Report of the Managing Director to the International Monetary and Financial Committee on IMF Quota and
Voice Reform (2006).
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Appendix 2: Alternative Measures of Variability—Further Considerations

1. This analysis responds to the request for further work on possible modifications to the
modernized definition of variability in the quota formula. It summarizes analysis on this
question from Appendix 1 of Quota and Voice Reform—Stocktaking and Further
Considerations (2007), and also examines a small number of other potential approaches.' >
While there are appealing features associated with several of the alternatives presented
below, staff have found it difficult at this stage to define a measure of variability that
improves upon the current measure and does not represent a substantial departure from the
tradition of considering balance-of-payments-driven vulnerabilities. Work on alternative
variability measures, however, should continue as part of the future work program on quotas.

2. The variability measure is intended to reflect members’ potential need for Fund
resources.” The modernized variability measure is defined as the standard deviation of
current receipts and net capital flows from a centered, three-year moving average over a
recent 13-year period. However, questions have been raised as to whether the measure
adequately captures members’ potential need for Fund resources, and it has been noted in this
context that advanced economies as a group hold the majority share of the variable. Such
questions reflect the challenge of defining a single measure that can capture members’

(1) relative susceptibility to exogenous shocks, (ii) relative capacity to absorb such shocks,
and (ii1) the potential size of access in case of a need to borrow. At the same time and related
to these factors, the variability measure must take into account every member’s right to draw
in case of need. Moreover, it is difficult to evaluate whether a measure is adequately
capturing potential need given the uncertainty associated with forecasting potential demand
for Fund resources, particularly in an environment where the determinants of demand and the
nature of the Fund’s financial role are evolving.

3. Staff have examined alternative definitions of variability, summarized in Table Al.

o Scaling: A number of alternatives have been suggested based on dividing the current
measure (or a variant of the current measure) by either GDP or the mean of the series
(See Table A1, Approaches 1-3). Such approaches, however, would not be expected

" Quota and Voice Reform—Stocktaking and Further Considerations (2007) and The Chairman’s Summing
Up—Quota and Voice Reform—Stocktaking and Further Considerations (2007). The summing up notes that
while many Directors indicated that the current measure of variability should be retained without modification,
many other Directors saw scope for further staff work to develop a better measure of variability.

2 New approaches are indicated with an asterisk in Table Al.

? The Quota Formula Review Group pointed out that such a measure of vulnerability also captures the ability to
contribute in periods of exceptionally large receipts, which has been important during periods of high oil prices.
(Report to the IMF Executive Board of the Quota Formula Review Group, 2000).
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to improve the measurement of members’ susceptibility to and capacity to absorb
shocks, but rather would remove from the measure the important consideration of
potential size of need. As such, these measures award disproportionately large shares
of the variable to the smallest economies. A volatility measure without a size
dimension, such as Approach 13, would raise similar issues.

J Amendments to the Current Measure: Table Al also reviews several approaches that
amend the definition of the current variable (Approaches 4—8). These approaches,
which were discussed in depth in the July annex, would require less substantial
redefinitions of the variable, but also would tend to have a fairly marginal impact on
variability shares by aggregate groups.

Another alternative for amending the variable that has been suggested recently is to
measure the standard deviation of net current account flows and net capital flows
instead of current receipts and net capital flows (Approach 9). Such a measure would
largely capture changes in reserves which are affected by a range of factors not
related to potential need, including the members’ exchange rate regime.*’

o Redefinition of the Variable: A number of approaches for a more fundamental
redefinition of the variable have also been explored (Approaches 10—12 and 15-16).
In Approaches 10—12, the measure has been scaled up by a relevant factor (i.e., GDP,
consumption) to take into account the potential size of demand. In a number of cases,
data constraints are binding at this stage (this is particularly relevant to approaches
based on measures of external assets, local financial market development, and, to a
lesser extent, consumption).

A measure based on GDP volatility appears to be the most feasible of this group. As
noted previously, such a measure would represent a fundamental departure from the
current practice of taking into account the effects of shocks that are manifested in
variations in balance of payments flows only.

o Ad hoc Adjustment: Given the substantial difficulty in defining a single objective
measure that captures differences in country circumstances, an ad hoc adjustment
may be considered to recognize the relatively stronger capacity of advanced
economies to absorb balance of payments shocks (Approach 14). Any such
adjustment, however, would be necessarily arbitrary and would represent a major

* Given the definition of the variable in the quota formula, this also captures net errors and omissions.

> Such a measure, by netting current receipts and payments, would also mask adjustments within the current
account that may be relevant to potential need.
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departure from historical practice by applying differential treatment to different
country groups in the underlying data.

4. Questions have also been raised as to whether there may be some distortions in the
measurement of the variable, given the relatively high shares of the variable held by a small
number of small, open advanced economies. A number of factors might contribute to such an
outcome, including the relative economic circumstances of these members. Staff examined
the potential effect of adjusting for economies with a disproportionately high share of the
variability measure versus either GDP shares or actual quota shares. Given the very small
number of cases and the small share of the membership affected, such adjustments would
have a negligible effect on the distribution of shares.

5. In sum, the variability measure must seek to capture several dimensions relevant to
potential demand across the membership. This is particularly challenging as economies have
varying degrees of capacity to absorb shocks and because of the inherent difficulty in
predicting potential demand for Fund resources, especially given the changes in the
determinants of demand and the evolving role of the Fund. Work on alternative variability
measures, including through analysis on improving forecasts of potential demand for Fund
resources, should nonetheless continue as part of the future work program on quotas.
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Table 3b. Second Round Simulation — Members Receiving an Increase in Quota Shares from Pre-Singapore Levels 1/ 2/

(Includes first and second round ad hoc quota increases)

Quota Quota
Percentage Pt. Percentage Percentage Pt. Percentage
Increase Increase Increase Increase

Country (Share) (Nominal) Country (Share) (Nominal)
China 3/ 1.017 49.6 Slovenia 0.007 18.7
Korea 0.648 106.1 Equatorial Guinea 0.007 60.4
India 0.497 40.0 Italy 0.006 11.7
Brazil 0.363 40.0 Turkmenistan 0.006 31.1
Japan 0.329 17.4 Ecuador 0.005 15.1
Mexico 0.312 40.2 Qatar 0.004 14.7
United States 0.294 134 Albania 0.002 23.2
Spain 0.262 32.0 Costa Rica 0.002 14.0
Singapore 0.187 63.3 Chad 0.002 18.9
Turkey 0.160 51.0 San Marino 0.001 31.6
Ireland 0.135 50.0 Cyprus 0.001 13.3
Thailand 0.098 33.1 Timor-Leste 0.001 31.7
Greece 0.077 33.9 Bhutan 0.001 34.5
Poland 0.068 23.3 Seychelles 0.000 23.3
Malaysia 0.049 19.3 Maldives 0.000 21.5
Luxembourg 0.045 50.0 Latvia 0.000 12.0
Vietnam 0.039 40.0 Eritrea 0.000 15.1
Czech Republic 0.037 223 Cape Verde 0.000 17.0
United Arab Emirates 0.030 23.0 Palau, Republic of 0.000 13.0
Portugal 0.026 18.7
Germany 0.026 12.0
Denmark 0.025 15.1
Lebanon 0.017 31.2
Philippines 0.016 15.8
Slovak Republic 0.012 19.6
Austria 0.011 12.9
Israel 0.011 14.3
Bahrain 0.011 30.7
Lithuania 0.010 275
Estonia 0.009 44.0
Oman 0.009 22.2
Kazakhstan 0.008 17.0
Norway 0.008 12.7
Syrian Arab Republic 0.008 18.1
Botswana 0.007 39.3

Source: Finance Department.

1/ For the three countries that have not yet consented to, and paid for, their quota increases, 11th Review proposed quotas are used. Countries for which
voting rights are suspended are included in total Fund votes. Includes Montenegro, which became a member on January 18, 2007 (pre-Singapore shares

have been adjusted accordingly).
2/ Based on the following formula: CQS = (0.50*GDP + 0.30*Openness +0.15*Variability + 0.05*Reserves)*0.95. GDP blended using 60 percent market and

40 percent PPP exchange rates. Simulation assumes an overall increase of 11.5 percent (first and second rounds combined); U.S. foregoing to its
post-Singapore voting share and application of the U.S. reduction factor to other eligible G-7 members; uniform proportional reduction of out-of-lineness,
based on members' pre-Singapore quota shares and taking into account the first round ad hoc increases provided to four members; minimum 15 percent
increase in post-Singapore nominal quota for these four countries; a maximum 50 percent quota increase for advanced economies; a tripling of basic

votes; and underrepresented EMDCs are eligible for minimum nominal quota increase (boost) of 40 percent for first and second rounds combined if their share

of global PPP GDP is at least 75 percent greater than pre-Singapore quota share.
3/ Includes China, P.R., and Hong Kong SAR.
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Table 3c. Second Round Simulation — Members Receiving an Increase in Voting Shares from Pre-Singapore Levels 1/ 2/

(Includes first and second round ad hoc quota increases)

Voting Voting
Percentage Pt. Percentage Percentage Pt. Percentage
Increase Increase Increase Increase

Country 3/ (Share) (Nominal) Country 3/ (Share) (Nominal)
China 4/ * 0.879 50.1 Antigua and Barbuda 0.017 129.9
Korea * 0.605 107.5 Qatar * 0.017 30.7
India * 0.422 41.0 Guinea-Bissau 0.017 127.6
Brazil * 0.313 41.3 St. Lucia 0.017 1241
Mexico * 0.272 41.7 Costa Rica * 0.017 38.6
Spain * 0.217 33.3 Djibouti 0.017 122.2
Singapore * 0.182 67.1 Vanuatu 0.017 119.0
Turkey * 0.154 54.8 Belize 0.017 114.2
Ireland * 0.133 54.3 Cyprus * 0.017 41.7
Japan * 0.119 17.7 Montenegro 0.017 95.2
Thailand * 0.094 36.9 Latvia * 0.017 43.0
Greece * 0.078 38.8 Gambia, The 0.016 89.1
Poland * 0.061 26.5 Lesotho 0.016 83.5
Luxembourg * 0.056 62.3 Denmark * 0.016 17.9
Vietnam * 0.050 51.3 Swaziland 0.015 66.1
Malaysia * 0.041 22.3 Mongolia 0.015 65.7
Czech Republic * 0.040 27.6 Lao, People's Dem. Republic 0.015 64.2
United Arab Emirates * 0.037 30.0 Central African Republic 0.015 62.0
Lebanon * 0.031 49.7 Burkina Faso 0.015 58.7
Portugal * 0.029 23.8 Benin 0.014 57.5
Bahrain * 0.026 571 Mauritania 0.014 55.9
Estonia * 0.026 87.2 Niger 0.014 55.1
Lithuania * 0.025 53.0 Barbados 0.014 54.1
Botswana * 0.024 85.0 Macedonia, FYR 0.014 53.2
Equatorial Guinea * 0.024 121.0 Malawi 0.014 53.0
Slovak Republic * 0.024 314 Israel * 0.014 19.2
Oman * 0.023 425 Fiji 0.014 52.5
Turkmenistan * 0.023 73.2 Nepal 0.014 51.9
Syrian Arab Republic * 0.021 324 Togo 0.014 50.8
Slovenia * 0.021 36.3 Burundi 0.014 49.0
Kazakhstan * 0.020 28.7 Rwanda 0.013 47.6
Albania * 0.020 83.2 Somalia 0.013 46.9
Philippines * 0.020 20.9 Haiti 0.013 46.8
San Marino * 0.019 131.8 Congo, Republic of 0.013 45.6
Chad * 0.019 74.8 Tajikistan 0.013 44.6
Timor-Leste * 0.019 158.4 Cambodia 0.013 44.4
Bhutan * 0.019 166.7 Kyrgyz Republic 0.013 43.9
Seychelles * 0.019 154.0 Guyana 0.013 43.1
Maldives * 0.018 155.9 Armenia 0.013 42.7
Cape Verde * 0.018 149.2 Suriname 0.013 42.7
Eritrea * 0.018 128.1 Mali 0.013 42.3
Palau, Republic of * 0.018 179.4 Paraguay 0.012 40.0
Marshall Islands 0.018 175.4 Mauritius 0.012 39.5
Micronesia, Fed. States of 0.018 166.1 Malta 0.012 39.4
Kiribati 0.018 163.4 Sierra Leone 0.012 38.9
Tonga 0.018 156.7 Guinea 0.012 37.9
Sao Tome and Principe 0.018 154.3 Mozambique 0.011 36.1
Dominica 0.018 150.6 Iceland 0.011 35.1
St. Vincent and the Grenadines 0.018 150.2 Madagascar 0.011 34.0
Ecuador * 0.018 29.2 Moldova 0.011 33.7
Comoros 0.018 147.5 Liberia 0.010 324
St. Kitts and Nevis 0.018 147.5 Honduras 0.010 324
Solomon Islands 0.018 141.2 Nicaragua 0.010 32.3
Samoa 0.018 136.6 Bahamas, The 0.010 32.2
Grenada 0.018 136.2 Papua New Guinea 0.010 31.9
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Table 3c. Second Round Simulation — Members Receiving an Increase in Voting Shares from Pre-Singapore Levels 1/ 2/ (concluded)

(Includes first and second round ad hoc quota increases)

Voting
Percentage Pt. Percentage Percentage Pt. Percentage
Increase Increase Increase Increase

Country 3/ (Share) (Nominal) Country 3/ (Share) (Nominal)
Ethiopia 0.010 31.5 Kenya 0.002 16.9
Namibia 0.010 31.0 Jamaica 0.001 16.8
Georgia 0.009 28.5 Uzbekistan 0.001 16.6
Gabon 0.009 27.9 Angola 0.001 16.1
Azerbaijan 0.008 26.9 Tunisia 0.001 16.1
Senegal 0.008 26.8
Afghanistan, Islamic State of 0.008 26.8
Bosnia-Herzegovina 0.008 25.8
Jordan 0.008 25.6
El Salvador 0.008 255
Bolivia 0.008 254
Uganda 0.007 24.3
Cameroon 0.007 23.7
Tanzania 0.006 22.3
Panama 0.006 21.6
Guatemala 0.005 21.3
Brunei Darussalam 0.005 20.8
Dominican Republic 0.005 20.5
Yemen, Republic of 0.003 18.6
Myanmar 0.002 17.6

Source: Finance Department.

1/ For the three countries that have not yet consented to, and paid for, their quota increases, 11th Review proposed quotas are used. Countries for which
voting rights are suspended are included in total Fund votes. Includes Montenegro, which became a member on January 18, 2007 (pre-Singapore shares

have been adjusted accordingly).
2/ Based on the following formula: CQS = (0.50*GDP + 0.30*Openness +0.15*Variability + 0.05*Reserves)*0.95. GDP blended using 60 percent market and
40 percent PPP exchange rates. Simulation assumes an overall increase of 11.5 percent (first and second rounds combined); U.S. foregoing to its

post-Singapore voting share and application of the U.S. reduction factor to other eligible G-7 members; uniform proportional reduction of out-of-lineness,
based on members' pre-Singapore quota shares and taking into account the first round ad hoc increases provided to four members; minimum 15 percent
increase in post-Singapore nominal quota for these four countries; a maximum 50 percent quota increase for advanced economies; a tripling of basic

votes; and underrepresented EMDCs are eligible for minimum nominal quota increase (boost) of 40 percent for first and second rounds combined if their share

of global PPP GDP is at least 75 percent greater than pre-Singapore quota share.
3/ An asterisk indicates that the member has benefited from an ad hoc increase.
4/ Includes China, P.R., and Hong Kong SAR.
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Directors welcomed the opportunity to consider the proposed package of quota and
voice reforms designed to meet the objectives endorsed in Singapore. These objectives are:
to achieve a significant further alignment of members’ quotas with their relative positions in
the world economy, based on a simpler and more transparent quota formula; and, as an
integral part of the reform program, to enhance the voice and participation of low-income
countries. Directors recognized that the proposal seeks to balance the differing views and
priorities of members, and that agreement will require willingness to make difficult
compromises. While most Directors expressed reservations about some aspects of the
proposal, a broad majority indicated that they could support the central elements of the
proposed package. There were some differences of view, however, as to what constituted the
central elements. A few Directors said that they could accept the proposal only in its entirety.
Some Directors could not accept the proposal without fundamental changes, in particular to
achieve a sufficient increase in the quota share of emerging market and developing countries
from the pre-Singapore level. However, I am pleased to note that even those Directors who
could not accept the proposal as it stands remain prepared to give further consideration to a
final proposal from the Managing Director.

New Quota Formula

Most Directors agreed that the proposed new quota formula would represent a
significant improvement over the existing five formulas in terms of simplicity and
transparency. Accordingly, they were willing to support the new formula, which contains the
following elements: a linear combination of four variables expressed in shares—GDP,
openness, variability, and reserves—with weights of 50 percent, 30 percent, 15 percent, and
5 percent, respectively; use of a blended GDP variable with weights of 60 percent on market-
rate GDP and 40 percent on PPP GDP; and use of a compression factor of 0.95. At the same
time, most Directors stressed the need for improvements in the definitions of openness and
variability. In this connection, a number of issues have been identified, including the scope
for measuring openness on a value-added rather than a gross basis, the treatment of intra-
currency union flows, the appropriate way of capturing financial openness, and how to
modify the measure of variability to better capture members’ potential need for Fund
resources. The issue of database adjustments should also be revisited. Some Directors



questioned the inclusion of PPP GDP in the formula, while some others would have preferred
a larger weight for PPP GDP.

Directors discussed the possibility of sunset clauses on PPP GDP and on compression
in the formula. Many Directors saw benefit in a sunset on PPP GDP to reflect the expectation
of significant convergence between market and PPP GDP for dynamic economies within the
next two decades, and considered that a sunset should be retained. Many other Directors
considered such a sunset on PPP GDP unnecessary, and even unwarranted where such
convergence is not expected for other countries for some time. A variety of views were also
expressed regarding a sunset on compression, with most Directors voicing reservations.
Some Directors considered it crucial that such a sunset be retained in the package. Given the
strength of the views expressed, we will need to consider carefully the role of the sunset
clauses in the final package.

Second Round Ad Hoc Quota Increases

Directors reiterated that the current reform should enhance representation for dynamic
economies, many of which are emerging market economies, whose weight and role in the
global economy have increased. They also took note of the statement by the IMFC in its
October 2007 Communiqué that an outcome of the second round should be a further increase
in the voting share of emerging market and developing countries as a whole.

Most Directors could support the key parameters for the second round allocations
under the proposal as part of the overall package. In particular, these Directors agreed that
the overall increase in the two rounds combined should be 11.5 percent (9.6 percent in the
second round), recognizing that there are Directors who would prefer a larger increase and
others who would prefer a smaller increase. Most Directors also agreed that the second round
ad hoc increases should be allocated to all underrepresented members under the new quota
formula primarily based on a uniform proportional reduction in members’ out-of-lineness,
following the methodology used in the first round and with the use of pre-Singapore quota
shares consistent with treating the two rounds as a single reform.

Most Directors could also generally support the additional elements proposed for the
second round—as discussed in paragraph 10 of the staff paper—noting the staff’s
clarification that such mechanisms were intended to be of a one-off nature. Some Directors,
however, felt that the “booster” did not treat all dynamic economies fairly. A few Directors
also expressed disappointment that the proposal for the second round would still leave
underrepresented the four countries that benefited from the first round of ad hoc quota
increases. A few Directors regarded the cap on quota increases of advanced countries as
discriminatory—an issue with which we will need to deal.



Future Realignments of Quota Shares

The Board reaffirmed the importance of ensuring that quota and voting shares
continue to adapt in the future to changes in the global economy. Directors recognized that
this question is particularly important for members whose quota shares may decline in this
round, or that receive only limited increases but are expected to experience dynamic growth
in coming years. Directors generally supported the inclusion in the Board of Governors
Resolution of a request that the Executive Board consider the need for further realignments
of quota shares in line with changes over time in members’ relative economic positions in the
global economy. It was noted that the regular five-yearly reviews of quotas provide a vehicle
for realigning quota shares. In this context, several Directors recalled that the Fund’s
liquidity needs should remain the guiding principle for any future general quota increases,
while a number of Directors emphasized that the realignments should be considered
irrespective of liquidity needs. I will come back to the Board with a more specific proposal
on this important issue.

Other Elements

Directors reiterated that an increase in basic votes is an integral part of the quota and
voice reform, and a key measure for enhancing the voice and participation of low-income
countries. In this context, Directors agreed that basic votes should be tripled, in order to
provide for a significant increase in the voting share for low-income country members as a
group. They welcomed the proposed amendment of the Articles of Agreement aimed at
establishing a mechanism to maintain constant the share of basic votes to total voting power
going forward, as specified in the Singapore Resolution and discussed previously by the
Board. A number of Directors called for increased access limits, with a view to further
enhancing the relevance of the Fund for many developing countries.

Directors also discussed the need for an amendment of the Articles to enable
Executive Directors elected by a large number of members to appoint an additional Alternate
Executive Director, along the lines of the proposal that was previously discussed by the
Executive Board. Directors supported this proposal as a means to further enhance the
capacity of African offices to represent the countries in their constituencies at a higher level,
recognizing their special challenges, including the heavy workload that flows from the
important advisory and financial role that the Fund is playing in many of the member
countries of these constituencies. At the same time, Directors emphasized that in the current
environment it will be important to ensure that the incremental costs of the proposal are
accommodated within an appropriately restrained budget framework, with some Directors of
the view that the costs should be absorbed within the offices of the benefiting constituencies.



In conclusion, let me say that we have had a very productive discussion. In a spirit of
compromise, most Directors have expressed support for the central elements of the proposed
package of reforms. I have also taken note of the views of those Directors who still have
reservations and I shall consider how best to address their concerns while preserving the
elements of the package that have found broad support today. I shall send you a proposal for
your final consideration in the near future and look forward to bringing this process to a
successful conclusion at our next discussion.



	Quota and Voice Reform -- Key Elements of a Potential Package of Reforms
	Statistical Appendix
	Summary of the Board Meeting



