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I.   INTRODUCTION 

1.      There is long-standing interest to create a contingent liquidity instrument in the 
Fund to help members strengthen their defenses against capital account shocks. The 
Executive Board has discussed the potential design of such an instrument on several 
occasions since the Contingent Credit Lines (CCL) expired in late 2003. Most Executive 
Directors, though not all, agree that a well-designed liquidity instrument, by reducing the risk 
of crisis, would benefit members and the financial system as a whole, and would allow 
members to rely less on costly self-insurance.1 

2.      There is also broad agreement on key design aspects of such an instrument. 
Executive Directors have emphasized the following features: To provide meaningful 
protection against capital account shocks, the instrument should reinforce strong policies and 
offer substantial financing that can be drawn immediately in the event of a crisis. To be 
attractive to potential users, the instrument should be designed to minimize the risk of 
negative signals. To limit the risks to the Fund, the instrument should be available only to 
members that meet a strong qualification framework so that the use of the instrument would 
be limited to members with sound fundamentals and policies, including policies that will 
reduce remaining vulnerability to capital account crisis. 

3.      Progress toward agreeing on a new instrument has been slow, however, for a 
number of reasons. There is concern about creating an instrument that might go unused (as 
was the case with the CCL), and potential users have not yet rallied around a particular 
design. In informal discussions over the past year some members have indicated potential 
interest in using a new liquidity instrument. These members’ interests were prompted by 
various concerns, including about potential spillover from the global financial turmoil or 
from regional instability, domestic political risks, and vulnerabilities related to capital 
account liberalization. In the end, however, these discussions did not go very far, mainly 
because of first mover concerns, the perceived political risk of engaging with the Fund, the 
uncertainty over the final design of the instrument, and unease over certain design aspects, 
including the terms. 

4.      This Supplement presents a factual summary of three design proposals for a new 
liquidity instrument: the Rapid Access Line (RAL), the Financial Stability Line (FSL), 
and the Rapid Liquidity Line (RLL). The RAL, developed by Fund staff, draws on the 

                                                 
1 See, Further Consideration of a New Liquidity Instrument for Market Access Countries—Design Issues, 
February 13, 2007; Consideration of a New Liquidity Instrument for Market Access Countries, August 3, 2006; 
Crisis Prevention and Precautionary Arrangements—Status Report, September 3, 2004; Completion of the 
Review of Contingent Credit Lines and Consideration of Some Possible Alternatives, November 12, 2003; 
Adapting Precautionary Arrangements for Crisis Prevention, June 11, 2003; and Review of Contingent Credit 
Lines, February 11, 2003. 
 

http://www.imf.org/external/np/pp/eng/2007/021307.pdf
http://www.imf.org/external/np/pp/eng/2006/080306.pdf
http://www.imf.org/external/np/pdr/cp/eng/2004/090304.htm
http://www.imf.org/external/np/pdr/fac/2003/111203.htm
http://www.imf.org/external/np/pdr/fac/2003/111203.htm
http://www.imf.org/external/np/pdr/fac/2003/061103.pdf
http://www.imf.org/external/np/pdr/fac/2003/021103.htm
http://www.imf.org/external/np/pdr/fac/2003/021103.htm
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2006 and 2007 Board discussions.2 The FSL has been proposed more recently by Executive 
Directors Bakker and Warjiyo. The RLL has been proposed even more recently by Executive 
Director Nogueira-Batista and Senior Advisor to the Executive Director Mori. The RAL is 
described in Section II, the FSL in Section III, and the RLL in Section IV. The paper 
concludes with a brief factual comparison of the proposals (Section V). 

II.   RAPID ACCESS LINE 

A.   Objectives 

5.      The RAL would be intended to help members with access to capital markets 
reduce the risk of being hit by a capital account shock. Such a shock could stem from 
contagion, existing balance sheet or other vulnerabilities that the member is seeking to 
reduce, or from vulnerabilities that arise as the member becomes more deeply integrated into 
world financial markets. The RAL would reduce the risk of capital account crisis by 
(i) reinforcing the member’s own strong policies to maintain macroeconomic stability and 
reduce vulnerability to crisis, (ii) providing a strong endorsement of the member’s policies 
(and hence send a powerful signal to markets), and (iii) making substantial access available 
up front to reduce incentives for investors to run for the exit at the first signs of problems.  

6.      The RAL would be relevant for market access members, a broad term that 
covers members that are well integrated or in the process of becoming more integrated 
into global capital markets. With substantial access available upfront, the RAL would be 
meaningful to members that are exposed to (but unlikely to experience) a sudden loss of 
market access that would give rise to exceptional balance of payments need. Members can be 
in different stages of integration into global capital markets and have such exposure. 
Members who already are highly integrated might find the RAL useful as they seek to reduce 
balance sheet or other vulnerabilities or as they seek to fortify their defenses against 
contagion. Members at an earlier stage of integration might find the RAL useful to mitigate 
emerging risks as they open up their economies further. 

 

 

  

B.   Design 

Qualification framework 
 
                                                 
2  The name was changed from the Reserve Augmentation Line used in the 2006 and 2007 papers in order to 
capture better a key aspect of the new instrument. 
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7.      To qualify for the RAL a member would have to meet the four criteria in Box 1. 
In the 2007 Executive Board discussion there was broad support for these qualification 
criteria, and as elaborated in the staff paper. The member’s request for a RAL would also 
need to be justified in light of the exceptional access criteria.  

8.      The assessment of these criteria would be informed by quantitative analysis but 
would inevitably have to involve judgment. The assessment would rely on the judgment of 
staff, management, and the Executive Board, and it would be informed by the findings of 
bilateral and multilateral surveillance, and the Fund’s vulnerability exercise.  

 

  

Box 1. The Four Qualification Criteria under the RAL  
 
1—No balance of payments need. At the time of approval, the member is not expected to need to 
use Fund resources. Members using other exceptional balance of payments financing would not 
qualify.  

2—Good policies. The member has pursued and remains committed to strong macroeconomic 
management and to policies directed at reducing remaining vulnerabilities, as needed, including as 
they relate to balance sheets and the financial sector, giving confidence that the member will react 
appropriately in the event of crisis. These policies are described in a forward-looking economic and 
financial program prepared by the member that would include a quantified framework for the period 
covered by the RAL.   

3—Sustainable debt. A rigorous debt sustainability analysis should indicate a high probability that 
the debt will remain sustainable. This analysis would cover both the evolution of the level of debt 
and the rollover and financing requirements under various scenarios and stress tests, and would need 
to provide reasonable assurances that the debt will remain sustainable even in the event of a crisis of 
the sort that could lead to a drawing under the RAL. 

4—Transparency. The member has demonstrated a commitment to transparent reporting of 
economic data. The member should have subscribed to the Special Data Dissemination Standard 
(SDDS) or, in cases where the member has not subscribed, should be judged to be making 
satisfactory progress toward observing the SDDS requirements. The member should also be working 
to meet the standards set by the codes of transparency in the areas of fiscal and monetary and 
financial policies. Finally, the member should also have indicated its intention to publish promptly 
all related staff reports, along with its forward-looking economic and financial program. 

 

9.      The Fund would undertake a qualification assessment only at the request of the 
member. A member can make such a request at any time, including during the Article IV 
consultation. There would be no automatic qualification assessment in the context of 
Article IV, but the consultation would provide one low-key opportunity to discuss a RAL. 

10.      The process for requesting a RAL arrangement would be designed to reduce the 
risk of transmitting negative signals. Once an initial, confidential, expression of interest is 
received from the member, staff would make a preliminary assessment of the four 
qualification criteria and the member’s policy plan. If management decides there is a basis for 
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moving forward, it would consult promptly with the Executive Directors in an informal 
meeting, as required under the exceptional access procedures. Staff would provide Executive 
Directors with a short note setting out as fully as possible the case for a RAL. Formal Board 
consideration of the member’s request would be based on a forward-looking policy document 
from the authorities and a staff report that assesses the member’s qualification. The 
authorities’ policy document, would be an elaboration of policies already in place or well 
underway. It would set out the objectives of maintaining macroeconomic stability, debt 
sustainability, and reducing vulnerability to capital account crisis, along with a policy plan 
and targets to achieve them. 

Monitoring framework 
 
11.      Under the RAL, monitoring would be mainly in the form of scheduled six-
monthly Board reviews. The RAL would not include performance criteria (except the 
standard criteria on exchange and trade restrictions). Instead, six-monthly reviews would 
assess if the member is implementing its program successfully and adjusting policies 
appropriately to significant economic changes, with a sharp focus on the objectives of 
macroeconomic stability, debt sustainability, and reduction in vulnerabilities. The authorities’ 
policy document would include a focused set of quantitative indicators and, in some cases, 
structural milestones, to guide the reviews. Reviews would be completed absent a material 
deterioration in policies or circumstances that would require a change in policies beyond 
what the authorities are undertaking or have concrete plans to undertake. 

12.      The six-monthly reviews could be conducted in a low-key way. Since the reviews 
are scheduled and hence known they would not be a surprise to the public and markets. And 
the reviews would not necessarily involve additional visits by Fund staff—many countries 
already receive two Fund missions a year. 

13.      To give additional protection to the Fund in between the reviews, the RAL 
arrangement could include a safeguards-clause for the event of important political 
changes. This “political change”-clause, a deviation from the Fund’s general approach, could 
be justified by the RAL’s high access that is available upfront and less intensive monitoring. 
Although a change in government does not inevitably or quickly lead to a major redirection 
of economic policy, it is nonetheless true that elections, or political change, can create 
uncertainty about the future direction of policies that can be destabilizing. For this reason, 
some members might find a RAL arrangement especially helpful during possible political 
transitions. Under this clause, in the event of a change in government, the member would be 
required to provide a written communication to the Managing Director expressing its 
commitment to the RAL-arrangement’s objectives and policies. (Traditionally, the Fund 
receives such confirmation of commitment to the program at the time of a program review.)  

Access 
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14.      The July 2007 staff note proposed access of 500 percent of quota, all of which 
could be drawn (in one purchase) so long as the program is on track. This proposed 
access is higher than the 300 percent discussed in March 2007. The increase is an attempt to 
make the RAL, with adequate safeguards to the Fund, more relevant to members’ potential 
needs in light of the relative decline in members’ quotas. Still, the proposed access is likely to 
be less than the balance of payments need in an actual crisis. In any case, as with all Fund 
financing, a member’s drawing of RAL resources could not exceed its actual balance of 
payments need. 

15.      The level of access could be predetermined (500 percent of quota) for all RAL 
arrangements, or decided on a case-by-case basis within a range (say 300-500 percent). 
There are good arguments for either structure. A fixed amount of access for all users, as 
opposed to a range, avoids the difficulty of justifying different access levels on the basis of 
elusive estimates of potential balance of payments need. It also avoids the risk of unclear 
signals. For instance, higher access within the range could be seen as a sign of larger balance 
of payments vulnerability or as a stronger signal of support from the Fund. On the other hand, 
a range would be less rigid than a one-size-fits all level of access, and it could be awkward to 
deny a member’s request for a lower level of access. 

16.      The member could only make a purchase in the event of a capital account crisis 
that gives rise to an exceptional balance of payments need. Specifically, the member 
would have to experience exceptional balance of payments difficulties due to a large short-
term financing need resulting from a sudden and disruptive loss of market confidence 
reflected in pressure on the capital account and the member’s reserves. This is the same type 
of balance of payments need currently covered by the Supplemental Reserve Facility (SRF).  

17.      If the member draws, the RAL arrangement would expire, even if the member 
draws less than the full amount available. Any further financial support would have to be 
requested under a new arrangement.  

Terms  
 
18.      RAL resources would be subject to the commitment fee that is applied to all 
arrangements using general resources. The fee is 25 basis points a year on the first 
100 percent of quota in access and 10 basis points on amounts above this level. For a RAL 
with 500 percent of quota the fee would therefore be 13 basis points a year. 

19.      Purchases under the RAL would be subject to charges, surcharges and short 
repurchase periods. The terms should be consistent with the type of balance of payments 
need a qualifying member would be expected to experience and that access would be 
exceptional. Previous staff papers considered that the RAL could be established to draw 
resources through the SRF, but the RAL could also be separate if the SRF were abolished.  
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Other design issues 
 
20.      A RAL arrangement could be between one and two years long. The flexibility in 
the length would facilitate aligning the arrangement period with the member’s budget year or 
other relevant periods. RAL arrangements less than two years could be extended up to a 
maximum of two years. Successor RALs would not be discouraged.  

21.      A drawing under the RAL would prompt a post-drawing informal Board 
meeting The emphasis is on having the meeting quickly after the purchase to discuss the 
circumstances of the purchase and the authorities’ policy response; a staff visit to the country 
would not be expected to have taken place. As the meeting would be informal, no Board 
decision would be adopted and there would not be a summing up. 

C.   Concluding Comments 

22.      The design of a new contingent instrument involves an irreducible tradeoff 
between being attractive to potential users and providing adequate safeguards to the 
Fund. In the end, the RAL can only be a successful instrument if there is a good deal of trust 
between the Fund and the member. It is not possible to codify all possible contingencies, and 
a design loaded with provisions and clauses would make the RAL unattractive and thus 
ineffective. Rather, the Fund needs to trust that the qualifying member will implement its 
program and be confident that, if a crisis hits, the member will take appropriate policy 
measures. This trust would be based on the assessment of the strength of the qualifying 
member’s policies and its past record in adopting and implementing appropriate policy 
changes. The member for its part needs to trust the Fund that it will make financing available 
and not shift goal posts at the time of reviews. This trust would be enhanced by the proposed 
design of the monitoring framework.  
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III.   FINANCIAL STABILITY LINE 

(Provided by Executive Directors Bakker and Warjiyo on May 22, 2008) 
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IV.   RAPID LIQUIDITY LINE 

(Provided by Executive Director Nogueira Batista and Senior Advisor to 
 Executive Director Mori on September 8, 2008) 



 12

 



 13

 



 14

 

 



 15

V.   CONCLUDING COMMENTARY 

23.      The RAL, FSL, and RLL share several design features. All would be for members 
with sound policies. And none involves traditional conditionality structures (such as 
performance criteria); rather, they rely on qualification assessments and monitoring as the 
primary safeguards to the Fund’s resources.  

24.      But there are also differences, not just in design but also objectives.  The RAL 
and FSL are contingent liquidity instruments intended to help members reduce the risk of 
capital account crises, while the RLL would be for countries that are hit by turbulence in 
global capital markets. While not all design elements have been set out in detail, some of the 
other key differences  are:  

• Eligibility. The RAL, FSL and RLL would all have qualification frameworks to 
ensure they are used only by members with sound policies and fundamentals. The 
RAL and RLL would be for members that have already achieved a meaningful degree 
of integration into capital markets. The FSL on the other hand would be available to 
all qualifying members that have a sequenced roadmap, either already in place or well 
underway, of gradually liberalizing the capital accounts.  

• Policy reforms. A member qualifying for a RAL would be in a position where it 
would not be expected to undertake any major policy adjustment or reform. The FSL 
on the other hand would be for members undertaking reforms to strengthening the 
regulatory and supervisory framework, developing domestic financial markets, and 
opening the capital account. The RLL would include policy adjustments if necessary 
as a signaling device to restore market access. 

• Circumstances for drawing and contagion. A member could draw under the RAL 
in the event of a large short-term financing need resulting from a sudden and 
disruptive loss of market confidence reflected in pressure on the capital account and 
the member’s reserves. The FSL resources would be available to draw in the event of 
a short-term liquidity need arising from financial stability crises, triggered by adverse 
developments in international financial markets beyond their control. A member 
could draw under the RLL if it experiences exogenous capital account shocks and 
contagion, but not because of inadequate or reckless domestic economic policies. 

• Monitoring. The RAL would involve monitoring through six-monthly Board reviews 
(plus, possibly, a political change-clause and standard criteria on exchange and trade 
restrictions). The FSL would involve Board monitoring in the context of annual 
Article IV consultations but with the provision that, in case of a flagrant departure 
from sound macroeconomic policies and the reform road map, the Board could 
reverse the qualification in between Article IV cycles. A member accessing the RLL 
would be monitored, if needed in a periodicity shorter than half-yearly. 
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