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THE TRANSPARENCY AND FINANCIAL

STRUCTURE OF THE IMF
Thursday, July 23, 1998

HOUSE OF REPRESENTATIVES,
JOINT ECONOMIC COMMITTEE,

WASHINGTON, D.C.

The Committee met, pursuant to notice, at 10:00 a.m., in Room
2220, Rayburn House Office Building, the Honorable Jim Saxton,
Chairman of the Committee, presiding.

Present: Representatives Saxton, Sanford, Doolittle, Ewing, Stark
and Hinchey; Senator Bingaman.

Staff Present: Christopher Frenze, Colleen J. Healy, Robert
Keleher, Howard Rosen, Dan Lara, Daniel Guido, Joe Cwiklinski, Amy
Pardo, and Tami Ohler.

OPENING STATEMENT OF
REPRESENTATIVE JIM SAXTON, CHAIRMAN

Representative Saxton. Good morning, everyone. Welcome
aboard. I am very pleased to welcome Mr. Johnson and his colleagues
from the General Accounting Office, the GAO, here before the
Committee this morning. I would like to thank the GAO team of
economists and accountants that has reviewed the finances of the
International Monetary Fund (IMF) for the last several months.

Since last fall, along with a number of others here in Congress, I
have been pushing for IMF openness, which we, of course, refer to as
transparency. While this ha3 resulted in some additional information
being released, Congress has still not been provided with an adequate
explanation of IMF finances and operations.

The time has come for Congress to take action on its own and use
the means at our disposal to provide increased transparency at the IMF.
As a result of this hearing this morning, more factual information about
the finances of the IMF will be in the public domain than ever before.
This will enable all of us to take a fresh look at the IMF and examine the
financial issues with an open mind, regardless of what position we may



have taken in the past. While reasonable people may disagree over
various issues related to the IMF, its role, its history, et cetera, there will
be now a better understanding of IMF finances on all sides.

Three main issues to be discussed today appear to be among the
most important: First, the amount of resources the IMF has access to:
that is, the quota that we are being asked to increase the GAB, the
General Arrangements to Borrow, the new agreements to borrow; as well
as other sources of income which will be discussed today, in particular,
issuing of bonds; second, the degree to which the International Monetary
Fund can address its own liquidity needs, without the interference or the
involvement of Congress; and, finally, an issue which is somewhat
arcane but very important, the problem that arises when the International
Monetary Fund lends long term, as it is today, which is relatively new
historically, but borrows over the short term. In other words, long-term
obligations propped up by short-term borrowing.

First, the facts presented today show that the alleged impoverish-
ment of the IMF is more than a bit exaggerated. The report will show
that the IMF holds about $43 billion in usable quotas, that is, monies that
are contributed by various countries. Thirty-two billion dollars in gold
are also an IMF asset. And the IMF can borrow up to $23 billion under
the General Arrangements to Borrow. Thus the IMF holds or has access
to about $98 billion, a tidy sum even if not all of it can be loaned.

Moreover, the IMF can borrow huge sums from private financial
markets; $60 billion would be well in keeping with the historic
guidelines. Even if the Russian loan is fully disbursed in compliance
with loan conditions, the IMF would have a kitty of about $80 billion, not
counting private sector borrowing. This is a far cry from the impoverish-
ment which has been alleged.

Second, the IMF is not helpless to address its own liquidity
problems. As noted, the IMF can sell bonds to raise money and provide
usable resources for operations. The IMF's liquidity ratio, which we will
hear about today, can be used to portray an impoverished IMF. But this
argument is often presented without mentioning the fact that the IMF can
raise funds not even counted in the ratio by issuing bonds. Moreover, the
changing financial structure of the IMF over time makes the validity of
historical comparisons of the liquidity ratio very dubious unless these
structural changes are taken into account.



Three, the IMF has evolved from an institution with liquid assets
and liabilities to one in which assets have become longer term, but
liabilities are still, or borrowing is still, very short term. This mismatch
of assets and liabilities could contribute to liquidity problems. As the
IMF engages in more structural and development lending, its assets will
not only continue to be mismatched against its liabilities, but the IMF
will also have fewer resources available when the inevitable liquidity
crisis does arise. With total usable quota resources of about $130 billion
and a very liberal borrowing guidelines, it is not clear why the IMF
would lack the resources for emergencies if it were to reserve the funds
exclusively for emergency lending.

In recent months there has been quite a bit of confusion caused by
conflicting accounts of IMF finances. Only last week, two top IMF
officials provided very different figures on the IMF's remaining resources
at the same public news conference. In one recent appearance before
Congress, an IMF executive board member displayed a lack of
understanding about nontransparent IMF financial statements.

The bottom line is that if top IMF officials find IMF finances
confusing and obscure, clarification and transparency are desperately
needed. The GAO is to be commended for presenting so many complex
accounting issues in such an understandable way, and I believe that Mr.
Johnson and Ms. Hecker will be able to explain this very complicated,
arcane set of issues in a very simplified way, one which even I can
understand. Welcome aboard to both of you.

And Mr. Stark has just come into the room, so let me ask Mr. Stark
if lie has any comments that lie would like to make at this time.
['Flie prepared statement of Representative Saxton appears in the
Submissions for the Record.]

OPENING STATEMENT OF REPRESENTATIVE PETE STARK

Representative Stark. Thank you, Mr. Chairman. I would indeed.
I would like to thank you. I am sorry I missed your previous hearing, for
approaching this in a such a thorough way and attempting to educate the
economic unwashed, such as myself, in the intricacies of the IMF. There
has been much debate on it, although I understand the debate has been
postponed a while. And I would hope that out of your hearings we will
be able to get information to our colleagues as to particularly not only the
intricacies of the Fund, but also what do our taxpayers get.



I am sure that there are benefits to a small number of enterprises.
I guess the real question that I would like to know in the end is, is it
necessary to subsidize our five or six largest exporting corporations with
the taxpayers' dollars? And if it is, is this the way to do it? I appreciate
your trying to get a handle on this and look at it more closely, and I look
forward to the testimony today. I hope that the Committee will publish
a report, in words of less than a couple of syllables and that I can read
without moving my lips, what we are doing. Thank you very much.

Representative Saxton. Thank you very much, Mr. Stark.

Mr. Johnson, why don't you proceed? We normally operate the
Committee under the five-minute rule, but this is a subject which
deserves very thorough discussion and consideration, so please take the
time that is necessary for you to explain the results of the studies that you
have embarked on here over the last several months. You may proceed
in any way that you see fit.

OPENING STATEMENT OF HAROLD J. JOHNSON, JR.,
ASSOCIATE DIRECTOR, INTERNATIONAL RELATIONS

AND TRADE ISSUES, NATIONAL SECURITY AND
INTERNATIONAL AFFAIRS DIVISION, U.S.

GENERAL ACCOUNTING OFFICE: ACCOMPANIED BY
JAYETTA HECKER, ASSOCIATE DIRECTOR, AND THOMAS MELITO,

ASSISTANT DIRECTOR, AND PHYLLIS ANDERSON, SENIOR
EVALUATOR

Mr. Johnson. Thank you very much, Mr. Chairman. I will not try
and read all 30 pages, I am afraid that would put a lot of people to sleep,
but I will try and cover the high points of our testimony and do that in as
thorough a manner as possible. Before I begin, though, I would like to
introduce Ms. Hecker, who is my colleague on this assignment, and
together hopefully we can respond to questions you may have when we
complete our presentation.

Representative Saxton. May I interrupt you before you begin in
earnest? We have got folks standing along the wall. Unfortunately, we
could only get this small room, and we apologize for that.

So let me make two suggestions: Number one, you have some
charts that you are going to use. I will make sure everybody can see
them, so maybe we can move the charts to the other side of the room.



And if some of you ladies and gentlemen would like to occupy these
chairs here in front, in the front podium, that will be fine, too. So help
yourselves, and we will try to accommodate you in any way that we can,
even though the room is slightly on the small side.

Okay. I am sorry. Go ahead.
Mr. Johnson. A couple of months ago you asked us to evaluate

several issues. Among them were the adequacy of public reporting in
two areas: one, the finances and financial condition of IMF; and, second,
the issue of surveillance or monitoring under Article 4, provisions of the
Articles of-Agreement.

We have not completed that work yet on either of those issues,
including the issue of finances that we are going to discuss today. We
hope to have reports on both of those matters available in full later on
this fall. But we are prepared today to talk about what resources the IMF
currently says they have available to carry out their operations, and
whether or not their financial condition can be determined from publicly
available documents.

I would like to, by way of background, recite a couple of important
concepts that I think we need to understand. One has to do with quotas.
Quotas are membership dues that countries pay to join the IMF. Up to
25 percent of the quota normally.must be paid in reserve assets, in other
words, the special drawing rights or currencies that are "freely usable,"
hard currency, in other words, dollars, Japanese yen, deutsche marks, et
cetera. The balance may be paid in either the country's domestic
currency or with a noninterest bearing promissory note.

The portion paid in freely usable currency or special drawing rights
is called their "reserve assets" or "initial reserve tranche position" - it is
technical, but that becomes important as we go through the discussion.
This can be drawn on by the member as needed without prior IMF
approval. If withdrawn, these amounts are replaced by the country's own
currency so the balance remains the same. Members are not obligated to
replenish their reserve tranche positions.

When a country needs additional funds other than those from its
reserve position, IMF does not loan the money per se. Rather, according
to its Articles of Agreement, the IMF considers that the country has
purchased the currency that it needs from the IMF with an equivalent
amount of its own currency, and later repurchases or repays using SDRs
or other currency, hard currency, on terms that have been established by



IMF. Because IMF's financial assistance is in the form of currency
purchases and repurchases by members, the financial assistance does not
reduce the combined total of IMF's currency holdings in terms of
equivalents.

I would also like to briefly mention the accounting standards that
IMF uses. According to IMF's External Audit Committee, the opinion
that they include in the audit report and our discussions with them, IMF's
financial statements are prepared in accordance with generally accepted
accounting principles.

However, they have told us that they are not bound by specific legal
provisions or accounting principles adopted by any individual member,
and indeed they have informed us that the accounting principles referred
to in the auditor's report are neither U.S. generally accepted accounting
principles nor international accounting standards, but are rather described
in a note to the financial statements.

We have not done a complete analysis of all the accounting
principles, but we find that they are not materially different. So from that
standpoint, many of the accounting procedures are very similar to what
we would use in some transactions, although there are differences.

Before I get into the substance of our work, I do need to emphasize
that we do not take a position on what action Congress ought to take with
regard to the administration's request, nor do we want to comment on
policy positions that are outside of our purview.

Also, I need to mention that GAO does not have direct audit
authority over the IMF, and that is the case with all international
organizations, although IMF has been cooperating with us in this
endeavor.

So with that brief introduction, I will summarize before going into
greater detail.

IMF has a total of about - and I wanted to mention also that I am
going to, for the most part, speak in terms of U.S. dollars, although IMF
uses the special drawing rights as their currency equivalent. IMF has a
total of about $195 billion in currency holdings in its general resources
account that has been provided through quota subscriptions by its 182
members.

However, as of July 20, IMF estimates that only about $130 billion
of these funds represent resources that could be used; that is, are from
members that are sufficiently strong economically to permit their



currency to be used for IMF operations. Of this amount, about $70
billion has already been used to finance credit to IMF members and about
$17 billion has been committed for their use. Therefore, according to
IMF's estimate, only about $43 billion of their $195 billion in currencies
remain available for their operations, including any lending.

Further, IMF and Treasury have indicated in public statements that
only about $10 to $15 billion of the $43 billion is available I.Lcould be
used for additional credit to IMF members without leaving IMF seriously
short of funds necessary to maintain certain reserves, and we can discuss
that further later. Those IMF estimates do not take into account the $11.4
billion IMF financing arrangement for Russia that was approved on July
20. About $2.9 billion of this $1 1.4 billion will come from IMF
remaining currency holdings, and IMF will borrow another $8.5 billion
from the 11 members under the General Arrangements to Borrow.

IMF's available funds are reported annually in its annual report.
However, the report is released six months after the end of its fiscal year
and is generally considered to be of limited use for decisionmaking
purposes. Instead, decisions require the use of IMF's quarterly
operational budgets, which are nonpublic.

With that summary, I will go into more detail on the amounts and
potential sources of IMF funding.

IMF has several sources available from which it can potentially
obtain funds for use in its operations. You have noted some of these.
The most important, of course, is the currency holdings provided through
quota subscriptions that underpin most of IMF's operating funds. Other
sources include the General Arrangements to Borrow and bilateral
borrowing arrangements that IMF has created with the members on sort
of an ad hoc basis when needed. In addition, IMF could potentially
borrow from the private market or sell some of its gold holdings. Some
of these resources are clearly more accessible than others, the latter two
being fairly inaccessible at this point.

IMF determines its available currency holdings based on its
judgment concerning the level of usable currency and the level of
reserves needed for contingencies. IMF officials have stated that
reserves are necessary for two reasons: one, to maintain sufficient
working balances in various currencies to execute foreign exchange
transactions; and, secondly, to have funds available in the event that
some currencies become unusable and can no longer be used to finance



IMF transactions due to a deterioration in the members' balance of
payments or external reserve positions.

There are several steps involved in calculating the amount of
resources IMF has readily available for operations. First, IMF calculates
the amount of currency holdings from quotas, which, as I mentioned, is
$195 billion. However, only the currencies of members with sufficiently
strong balance of payments positions and gross external reserves are
usable by IMF for financing its transactions and are included in the
operational budget, which, again, is a nonpublic document.

By the way, the information that we are presenting here today that
comes from nonpublic sources has been approved for public release.
Because we don't have direct authority, we follow IMF's guidelines in
what we can release. And, if there are issues that we need to cover that
involve information that they have not authorized us to release, we will
address them in private session.

Of the $195 billion of currency holdings, IMF estimates that before
taking into consideration its extended credit, it has about $130 billion in
usable currency. This is shown on this first graphic. The unusable
cu, encies cannot be used to finance IMF transactions because IMF has
determined that the members providing these currencies may experience
balance of payment problems if they are drawn down.

Generally, IMF considers about 30 of its members to have
sufficiently strong balance of payments positions so that their currencies
are considered usable. This is indicated on this second graphic. As you
can see, looking at it from a standpoint of what is the available for use,
the U.S. contribution is a little over 27 percent, whereas our actual
percentage of quotas is around 18 percent, so there is some difference
there because of tht. unusability of certain currencies.

Currencies that ire provided from quotas, as I indicated, are
recorded in IMF's balance sheet as an asset. The distinction between
usable and unusable currency is not reported on the balance sheet, but, is
discussed in the annual report.

As shown in the table in the text of my prepared statement, IMF
then reduces its $130 billion by about $70 billion, the amount of the
members' currency purchases outstanding. That is shown also on this pie
chart, currencies purchased or drawn, to determine the amount of
available resources. Then there is a further reduction based on



commitments that have already been made, in this case $17 billion. This
leaves the balance available for operations of $43 billion.

I would also like to mention that some of the numbers that you see
from time to time change very marginally simply because of the
exchange rate that was used. IMF revises the exchange rate on a daily
basis, and we tried to use the most current exchange rate available.

Now, th ere has been considerable discussion and debate about the
appropriate evel of IMF reserves, the outcome of which leads to
estimates f the amount of available resources for IMF operations. In
Table 2 in the text of the prepared statement it shows these two different
approaches that have been suggested. The results of both approaches
have been cited by IMF and Treasury officials in public discussions, and

have led to considerable confusion about what is remaining.

Approach one in the table is used by IMF, and I think that they

would consider this essentially their official approach. It is an approach
that has been approved by the Executive Board to cakulate available
resources. In using this method, IMF adjusts its available but

uncommitted resources by $12 billion for the establishment of a reserve,
as required by the Executive Board.

According to IMF documents, this reserve has two components.
One component is a minimum working balance that IMF needs to

conduct its transactions, and the second component is a reserve of 10

percent of the quotas of members included in the operational budget that

are designated for transfer during that quarter in case one or more of

these countries may encounter balance of payments problems and can no

longer provide its currency as a source of funding for IMF transactions.

After this adjustment is made, IMF would have $31 billion available

for operations. That is a number that has been cited publicly by IMF as

what they have available for use. However, there is considerable

consternation, I would say, at the IMF with our use of that number as

compared to the number that results from approach two, and we can

discuss that. But let me describe approach two first.

This is another way of looking at what IMF has available for use,

and it is a concept that is based on a calculation using liquidity ratio.

Actually, it is a calculation that has been made by the U.S. Treasury more

so than by IMF, although it is been cited by IMF officials in public

statements.



But it is based on a notion that IMF's historical low liquidity ratio
of about 30 percent, I think it was actually 29 percent, but about 30
percent, should be the minimum threshold that could be achieved before
it would become imprudent to lend. The trend in liquidity ratios is shown
on this fourth graphic. As you can see down along the bottom, it is at a
point where it is nearly at a historical low level.

In order not to drop below this 30 percent threshold, IMF would
have to retain about $30 to $35 billion of its $43 billion in usable but
uncommitted resources, and that would leave, using the current exchange
rate, $8 to $13 billion. The public statements you have seen indicate $10
to $15 billion, but we are talking about the same calculation.

The $30 to $35 billion adjustment represents the possibility that one
or more countries providing usable currencies could draw on its reserve
tranche. Countries can draw on the 25 percent reserve tranche on
demand, and that is the reason that IMF believes that they needed to
retain a reserve for that contingency. And, again, we can discuss that later
in the Q and A.

I would now like to move onto other potential resources that IMF
has available. I have mentioned several. For example, they may borrow
from any source, public or private. One of these borrowing sources is the
General Arrangements to Borrow that IMF can use in case of an
emergency.

Before the recent activation of the General Arrangements to Borrow
for Russia, GAB, and I will refer to it as GAB, was last used by the
United States in 1978, to defend the dollar. IMF has also had other
borrowing arrangements over the years, notably in the period of 1979 to
1986; I believe there were 14 countries involved in that borrowing. IMF
also has 103 million fine ounces of gold which could potentially be used.
And it has never, as you have indicated, borrowed from the private
market. These available resources are noted in Table 3 in our testimony.

We have a fairly lengthy discussion about the General
Arrangements to Borrow. I think in the interest of time I will skip over
that and go directly to the New Arrangements to Borrow, since that is the
area that Congress is being asked to provide funds. We can discuss the
General Arrangements to Borrow in the Q and A, if you would like.

The New Arrangements to Borrow was approved by the IMF Board
of Governors in January of 1997 to expand the size and membership of
the General Arrangements to Borrow. It would not replace the GAB.



However, the New Arrangements would be the facility of first recourse
in the event of a need to provide supplementary resources to IMF. The
decision to create these New Arrangements grew out of concern,
following Mexico's financial crisis, that substantially more resources
might be needed to respond to future financial crises.

Under the New Arrangements, the number of participating
countries would increase from I I under the General Arrangements to 25,
and the total amount of credit available would be up to $45.5 billion.
Now, that is composed of the funds that are available under the General
Arrangements as well as an additional amount of about approximately
$23 billion that would be available under the New Arrangements.

The New Arrangements could be activated when participants
representing 80 percent of the credit lines' resources determine that there
is a threat to the international financial system. And this could make it
a little more difficult to activate than the GAB, it seems to us, because
the GAB requires only 60 percent approval for activation. But as you
know, the New Arrangements have not yet entered into and, of course,
will not until the U.S. approves funding for it. I

IMF has also borrowed, as I indicated, funds from other official
sources. The largest of these was in 1979 through 1981 when it
concluded a series of borrowing arrangements with 14 industrial and
oil-exporting countries to finance its supplementary financing facility, a
facility designed to assist members with balance of payments deficits that
were large in relationship to their quotas. So it had a fairly specific
purpose.

In 1981, due to the continued high demand for IMF financing, IMF
also concluded individual borrowing arrangements with several central
banks and the Bank for International Settlements. During the period of
'79 to '81, IMF borrowed roughly $31 billion in today's dollars. IMF's
most recent bilateral borrowing arrangement has been three billion SDRs
from Japan in 1986. There were no current outstanding borrowings until
the July 20, 1998, Russia deal.

According to Treasury officials, the option to borrow funds
privately was last considered in the early 1980s. They have told us that
IMF decided at that time not to borrow from the capital markets for
several reasons. 

I

First, it was believed that the cooperative nature of the IMF
institution itself might be undermined if IMF began relying on private



sources, rather than its membership, for funding its operations. Also,
there was a concern about the consequences of having IMF, which seeks
to stabilize the international capital markets, relying on those same
markets for its funding. And there was uncertainty about whether or not
IMF could borrow the amounts that they needed within the time frame
that they needed them. So the decision was not made to go to the private
sector.

You also mentioned about the IMF's gold holdings. Some have
suggested that this could be used for IMF's operations. As I mentioned,
IMF has about 103 million fine ounces of gold which was acquired
mostly prior to 1978, when the Articles of Agreement required that 25
percent of the quota subscription be paid in goL and transactions 6f
member countries with the IMF were normally conducted in gold. IMF
values its gold on its financial statements at 35 SDRs per ounce, which
is about $47 per ounce, which was the price that was set at the time the
gold was acquired. Its current market value is approximately $32 billion.
This is noted in IMF's financial statements. But, as I said, the balance
sheet itself shows the lower amount.

If IMF were to decide to sell some of its gold, it is unclear how
much money could be raised, because it is likely that amount put on the
world market, at least in large amounts, would cause the price to
fluctuate. I would note that IMF did have some auctions of gold in the
earlier years. I think there were 44 different auctions, and the price
fluctuated substantially during that period of time, from about $190 an
ounce to over $700 an ounce, and that was over a four-year period. So
there would likely be some fluctuations.

IMF's General Counsel has told us that the Fund does not have
authority to engage in other gold transactions, such as loans, leases or
using gold as collateral. This is because such transactions are not
expressly mentioned in the Articles of Agreement.

I will now turn briefly to the same issue of public disclosure of
IMF's financial condition. As I have already indicated, it is not possible
in a timely way to determine from publicly available sources what IMF
has available for its operations. And when I mention in a timely way,
some of this information is noted in its annual report, but the annual
report comes out six months after the close of IMF's fiscal year.

Information on the availability and actual use of IMF's resources is
regularly provided to-its members, including Treasury, in quarterly



operational budgets and periodic liquidity reviews prepared by IMF staff.
These documents provide considerable detail about IMF's financial
condition.

For example, the operational budget specifies the amount of usable
currencies to be purchased, repurchased, and other IMF transactions
expected to take place during the period. The liquidity reviews provide
information on developments affecting the liquidity, 2-year projections
on the use of resources, and trends in liquidity investments. However, as
I have also indicated, these documents are not publicly available.

IMF's publicly available quarterly and annual financial statements
do not disclose the amount of usable currencies, although this is included
annually in the report itself. The amount of usable currencies and
commitments IMF is likely to make can be determined using additional
nonpublic documents. The publicly available financial statements do not
show how the adjustment factors that IMF uses to estimate its liquidity
are used.

IMF and Treasury officials have both told us that there are few
people outside of IMF that use or rely on IMF's public financial
statements for information about IMF's financial condition or its
liquidity. And IMF and Treasury officials indicate that most potential
users of the financial statements do not consider them very useful for
making decisions.

A word about the audits of the financial statements. IMF has
received unqualified or clean audit opinions from its External Audit
Committee. We have not reviewed the audit work supporting these
opinions or assessed the independence of the External Audit Committee.

The External Audit Committee consists of three people who are
nominated by IMF members and who are approved by the Executive
Board to serve one-year terms. At least one person is nominated by one
of the largest six quota holders, and one person is a holdover to serve as
chairman for the upcoming year. The External Audit Committee reports
to IMF's managing director and to the Executive Board.

To enable the External Audit Committee to express an opinion on
the financial statements, it relies on audit work done by a certified public
accounting firm which is selected by the IMF managing director. The
CPA firm issues an advisory letter to the Audit Committee that contains
the firm's opinion on the financial statements. The Audit Committee
discusses the work of the CPA firm and reviews work papers for a period

50-228 98-2



of time once a year and then renders its opinion. If the Audit Committee
has audit issues or recommendations for improvement, it issues its views
and suggestions to the managing director and to the Executive Board.

Again, I would mention that we have not tested the work of the
Audit Committee and cannot comment on the reasonableness of their
opinion. The IMF has commissioned a study of its internal and external
audit and evaluation functions and also how it obtains the external audit,
and expects to have a report on these matters in September.

That concludes my fairly lengthy remarks, and I apologize for the
length.
[The prepared statement of Mr. Johnson appears in the Submissions for
the Record.]

Representative Saxton. Mr. Johnson, thank you very much for a
very thorough explanation. I would like to ask some questions, and in so
doing, I would like to refer to your report from time to time, as well as
some of the graphics that you have been kind enough to bring with you
this morning.

First of all, I think this is an important point to make. On page five
you have a graphic. And I wonder if the young lady, if you would be so
kind to put the graph up for us. This first graph which you have been
kind enough to provide us with shows the total quota that the IMF has
available to be $195 billion.

Mr. Johnson. Yes.
Representative Saxton. That is the one, thank you, that shows that

the total quota is $195 billion. However, you have indicated that there
are some $65 billion of that which you have classified as unusable.

Mr. Johnson. Yes.
Representative Saxton. And I assume that the term "unusable"

means just what we all think it does, that those monies for a variety of
reasons or for some reasons are not available to be used or to be lent to
countries in the normal course of IMF activities; is that correct?

Mr. Johnson. Yes, sir. They are not usable because the economies
of those countries are not sufficiently strong and their balance of
payments and reserve positions are not sufficiently strong that they can
be used. Generally, many of those countries are already creditors. Some
are not. Some are in a neutral position with the IMF, but do not have the



strength to be able to be - where their currencies can be loaned out. That
is the reason that IMF categorizes that block of money as unusable.

Representative Saxton. Okay. So in spite of the fact that these
countries are responsible for a quota, the quotas and the monies from the
quotas, the currencies from the quotas are set aside and are not
considered to be a real asset of the IMF?

Mr. Johnson. Yes, that is correct. But I would mention that while
the countries - the specific countries I can't mention, that is part of what
they asked us not to disclose, but the list of countries stays fairly
constant. But there is some movement at the margin, when countries
come into the usable category or move out of the usable category.

Representative Saxton. Fine. Then the chart also shows that, on
the positive side, there are some $130 billion which can be used.

Mr. Johnson. Yes, and that is a current number. As I mentioned,
there are some countries that move in and out, so that number changes
from time to time.

Representative Saxton. Okay. Thank you. Now, if we can move
to the graph which appears on page six, which was the second graph that
you displayed during your presentation.

Mr. Johnson. Yes.

Representative Saxton. This shows that of the $130 billion that the
IMF has at its disposal that 27.3 percent is derived from quotas from this
country.

Mr. Johnson. From the U.S., that is correct.

Representative Saxton. And that other countries contribute
amounts as shown on the chart.

Mr. Johnson. Yes, that is correct.

Representative Saxton. So the 18 percent that we have heard about
as our share, when considered in terms of usable quotas, is really 27.3
percent?

Mr. Johnson. That is correct, yes.
Representative Saxton. Mr. Stark would like to interject.

Representative Stark. The countries that contribute unusable
contributions have to put 25 percent of usable funds in, they do - how
does that fit? I can't make that balance in these two graphs. Where is the
25 percent of usable funds that-



Mr. Johnson. What has ordinarily happened is that they put the 25
percent in and purchase it out.

Representative Stark. Take it right now?
Mr. Johnson. Take it right out with their own currency.

Representative Stark. Thank you. That is where it is.
Mr. Johnson. Yes. And there are some countries that are in a

neutral position, that still have their reserve tranche or part of it still
available.

Representative Stark. Thank you.

Thank you, Mr. Chairman.

Representative Saxton. Are all countries making contributions in
hard currency for the 25 percent that is required?

Mr. Johnson. They do initially. But as I mentioned, they can draw
it directly out, and that is not an unusual situation for a poor country;
even to borrow money to make its hard currency contribution, draw it
out the next day or the same day, pay it back and become a member of
the IMF. The IMF has indicated that they have assisted in that process.

Representative Saxton. Mr. Johnson, there is a chart on page
seven which I would like to refer to for just a moment, and I don't believe
we have a large graph of this, do we?

Mr. Johnson. No.

Representative Saxton. All right. This chart on page seven
indicates again the total usable resources to be $130 billion.

Mr. Johnson. Yes.

Representative Saxton. It also indicates that currency purchases,
less currency purchases which - the term "currency purchases" is used

Mr. Johnson. That is the credit that is outstanding.

Representative Saxton. That is the credit - that is loans that have
been made?

Mr. Johnson. That is another way to - that is often - it is often
called loans. Technically these are currency purchases, because of the
way the Articles of Agreement were initially established and the purpose
for which the IMF was initially established. So, that accounting
transaction has a fairly long history.



Representative Saxton. All right. But "currency purchases" for
purposes of discussion in the United States, on the street, means loans?

Mr. Johnson. That is what it means.
Representative Saxton. Okay. So we deduct the $70 billion. That

leaves available and usable resources of $60 billion?
Mr. Johnson. Yes.
Representative Saxton. And the IMF has also made certain

commitments to Russia, and perhaps to some other countries, of loans to
be made or currency purchases to be made.

Mr. Johnson. That is correct.
Representative Saxton. And you show that here as $17 billion?
Mr. Johnson. Yes.
Representative Saxton. Mr. Stark is going to have a question on

that.
Mr. Johnson. That excludes the current Russia deal that was

approved on the 2 0th of July.
Representative Saxton. Okay. And now we get to the bottom,

which shows here that the IMF has available and uncomm ;ed resources
of $43 billion.

Mr. Johnson. Yes.

Representative Saxton. Thank you.
Mr. Stark?
Representative Stark. In that $17 billion commitment, it is my

understanding that countries have an annual borrowing amount and that
their cap is two or three times their annual amount.

Mr. Johnson. Yes, the annual amount is 100 percent of quota.
Representative Stark. Okay. And the $17 billion for those people

who are borrowing, you indicate anticipated the fact that they can borrow
I:hree times that? In other words, if I am correct, let's say that their
annual borrowing amount is $100 million. Would they actually have a
ine that is $300 million that they can anticipate? Is this $17 billion, does

:his anticipate-
Mr. Johnson. Only if the commitment has been made for those -

'or those borrowing provisions.



Representative Stark. Is that realistic? Do those countries that are
borrowing and have this two and three times their annual limit run right
up to the limit?

Mr. Johnson. Well-
Representative Stark. Do we know that? Is it like my wife's credit

card, I know what the limit is, and she is there?

Mr. Johnson. Most countries are not near their limit. There are
about nine or 10 countries that are at the limit or over.

Representative Stark. And always will be?
Mr. Johnson. I am not sure if always, but current - the current -

Representative Stark. But does this anticipate anything beyond
the current period, the $17 billion, this does not anticipate that there will
be more?

Mr. Johnson. Well, it doesn't anticipate that there will be more
commitments made. If the commitment has been made to exceed the
purchasing guideline for the coming year, that would be included.

Representative Stark. This is only-

Mr. Johnson. Agreements that have been reached.

Representative Stark. Okay. Thank you.

Representative Saxton. Thank you, Mr. Stark.

Now on page eight, this graph appears, and this graph recites the
same information in a graphic way, and the term "currency purchases"
is there. May I just ask you, why in the world would they use the term
"currency purchases" when everybody is trying to figure all of this out
and we have to stop and clarify what currency? Why don't they just call
them loans?

Mr. Johnson. Well, I took a fairly careful reading of IMF's
Articles of Agreement as to why this occurred the way it did.

OPENING STATEMENT OF

REPRESENTATIVE MAURICE D. HINCHEY
Representative Hinchey. Mr. Johnson, I can't hear you, sir.

Would you speak into the microphone, please? Thank you very much.

Mr. Johnson. Sorry. The Articles of Agreement describe the
transactions using a scenario that if country A is low on its balance of
payments, the procedure is to go to country B that has currency to sell.
Country A will then buy the hard currency with its own currency, and



eventually repurchase its own currency with hard currency when its
balance-of-payments problem has been solved. And when IMF was
initially established, that was its primary function, to level out those
payment situations, and that has continued.

If looked at it from a very long, historical perspective, they probably
weren't considered loans. We consider them loans now because -they are
no longer for these fairly short-term emergency situations. We think of
them in terms of the deals that have been struck with Russia, and Korea,
where there are really systemic kinds of problems that IMF and the
countries are trying to solve and not short-term emergency situations.
They are emergencies, but they are not the short-term kind of financial
situation that was initially envisioned when IMF was established.

So, it appears that is why we still have this type of transaction. But
as I read the Articles of Agreement, it seems to me that that flows from
that.

Representative Saxton. This is based on an older, maybe archaic
type of accounting system that is no longer appropriate?

Mr. Johnson. No, I don't think - I wouldn't categorize it that way.
It is based on a concept of a credit union, and you have heard this before,
that members help members. It was established as a club, and the idea
was if a member was in trouble, they would get help, and vice versa. If
we are in trouble, we would be helped by other industrialized countries.

I would mention that there are true loans that the IMF conducts and
those are under the ESAP program, the structural adjustment facility, and
other structural adjustment arrangements that they have. Those are loans.

Representative Saxton. Thank you, Mr. Johnson.
On page nine, there is a chart, a table. I guess it would be known as

Table 2, and it takes the $43 billion available, which is here available for
operations, and begins to discuss two approaches that the IMF or
Treasury - I am a little bit confused - that the IMF or the Treasury uses
.o find the appropriate level of resources available for operations.

Mr. Johnson. Right.
Representative Saxton. Now, my understanding, and just stop me

if am wrong, my understanding is that approach one has traditionally
)een used by the IMF.



Mr. Johnson. What we have been told is that this is the official
approach, the official method that IMF uses to calculate its available
uncommitted resources.

Representative Saxton. So in approach number one, the $43
billion which we transfer from that graph to this table is then adjusted by
an adjustment factor of $12 billion.

Mr. Johnson. Right.
Representative Saxton. And is there a logical way that the $12

billion is arrived at?
Mr. Johnson. Yes. There is a requirement for working capital. I

believe that is estimated at about $3 billion. And then there is a
calculation that is made that is 10 percent of the quotas of those countries
that are designated in the operational budget to be transferred during that
period, during that quarter.

Not all countries that have usable currency that is indicated in the
operational budget are designated for transfer. It is only those countries
that are designated for transfer. That comes up to about $90 billion, and
10 percent of that would be $9 billion. And those two numbers combined
are the adjustment factor.

Representative Saxton. So that has been a traditional method of
computing?

Mr. Johnson. Yes, and it is more than just a traditional method.
That is a method that the Executive Board has approved to get to that
number.

Representative Saxton. Okay. Now, approach number two seems
to be quite different, and it confuses me. Who would use approach
number two, if approach number one is the official method used by IMF?

Mr. Johnson. Let me talk a little bit first about approach number
one. The concern that was raised by IMF when we had our exit
discussion with the Treasury and IMF was that the way we had shown
approach number one does not recognize that there may be a need for this
reserve for countries that can draw on a reserve tranche positions, which
they can do on demand.

Under ordinary banking principles, there needs to be some reserve
retained. IMF has considered that the reserve ought to be about 30
percent of the credit that is outstanding, in other words, 30 percent of the
$70 billion in credit that is outstanding. That comes to $21 billion. Their



view, then, is that the $21 billion ought to be deducted -from the $31
billion to get to a figure of about $10 billion, where approaches one and
two would come out the same.

Now, what I have just described to you we don't find in any
documentation. There is some logic to it, but the logic doesn't tell you
how much they ought to retain. In discussing this with the IMF, we
queried them as to whether they analyzed whether or not countries are
likely to draw during that period.

Representative Saxton. Let me ask a question on that point, since
you brought it up.

Mr. Johnson. Yes.
Representative Saxton. Have any countries in the last decade

withdrawn funds?

Mr. Johnson. I don't think so. No.

Representative Saxton. Have any countries in recent history or in
memory-

Mr. Johnson. Well, the U.S. did in 1978. But, there ought to be
some historical data on withdrawals of reserve tranches that could be
analyzed in establishing that number. It shouldn't just be an arbitrary
number. We don't know what that number ought to be. We have not
gotten that far along in our work, in our analysis, but that is, it seems to
us, a calculation that could be made by the IMF in establishing what a
reasonable reserve for creditor countries that may draw on their reserves
should be.

Representative Saxton. Is it likely that a country would withdraw
or several countries would withdraw as much as $12 billion?

Mr. Johnson. Well, the $12-

Representative Saxton. There is no history to show that it is
likely?

Mr. Johnson. No.

Representative Saxton. All right. Okay. Can we move to
approach number two, because it confuses the daylights out of me.

Mr. John~son. Okay. Approach number two is a method that we
understand was used first by U.S. Treasury to determine what, on an
overall unadjusted basis, what the reserves ought to be in order to
maintain an amount that creditors - the same thing we were just talking



about - an amount that creditors could draw on if they took their reserve
position out of the fund.

Representative Saxton. What I don't understand - and let me just
interrupt you for a minute, if I may - what I don't understand is, we just
very carefully concluded that, as best you can figure, it would be unlikely
that $12 billion would be needed, and yet approach number two appears
to set aside $30 to $35 billion.

Mr. Johnson. Right.
Representative Saxton. And I would just like-
Mr. Johnson. That is based on the notion that the liquidity ratio

should not drop below 30 percent. Calculating back from that, based on
the outstanding credit, gives you about $30 to $35 billion for required
reserves. That is the number that has been publicly noted would be
required for reserves.

Representative Saxton. Now, approach number two would also be
useful! if somebody wanted to make the case that the IMF needed more
money from quotas, wouldn't it?

Mr. Johnson. There is always a possibility.
Representative Saxton. Always a possibility. Well, it appears to

me that that would be one thing that might be used for. Now you
mentioned the liquidity ratio, and you brought with you a very easy-to-
understatid graph that is on page 10 in the report. It shows the trends in
IMF's liquidity ratio from '78 to '98.

For purposes of making sure that we all understand what the
liquidity ratio refers to, the percent of liquidity on thc left-hand axis or
column there would be arrived at through a fairly simple computation,
would it not?

Mr. Johnson. It is fairly straightforward.
Representative Saxton. It is fairly straightforward. You take the

total quota-
Mr. Johnson. No, it is total liquid assets divided by liquid

liabilities, and liquid liabilities in this case would be the reserve tranche
or any outstanding loans. The reason that outstanding loans are
considered is that under the General Arrangements to Borrow, countries
can call in their loan at any time if they are in a financial situation where
they need to draw that back. So that is considered a liquid liability.



Representative Saxton. So in simplistic terms, it would mean total
assets available to be used-

Mr. Johnson. Usable assets.
Representative Saxton. -divided by outstanding loans and

reserves?
Mr. Johnson. And reserves, right.
Representative Saxton. Before we-
Mr. Johnson. What we have here in 1997 and 1998, however, is

that there were no outstanding loans.
Representative Saxton. Good point. In 1980, were total usable

funds all quota?
Mr. Johnson. No.
Representative Saxton. In 1980, there were borrowed funds that

were used-
Mr. Johnson. Right.
Representative Saxton. -to arrive at the liquidity ratio? That is

a fairly important point, because today we are talking about all quota
because we are no longer - we, the IMF - are no longer borrowing, and
therefore today's liquidity ratio considers only quota and no borrowed
funds.

Mr. Johnson. Right. In fact, when I looked in IMF's publication
number 45, they have a table - and I think your staff has a copy of the
table - that indicates that at that time about half, about 49 percent 'f the
outstanding credit consisted of borrowed funds.

Representative Saxton. This is another confusing point that I think
should be clarified, and it is confusing. At a recent press briefing, for
example, the IMF Treasurer first stated that with the inclusion of the
GAB or borrowed funds, the IMF liquidity ratio would increase. Later
in the same press conference, the same person asserted that the GAB
borrowing knocks down the liquidity ratio.

What would inclusion of borrowed funds actually do to the liquidity
ratio?

Mr. Johnson. Well, inclusion of the borrowed funds allows the
liquidity ratio to be larger. It doesn't reduce the liquidity ratio, because
the denominator increases, but the numerator does not.

Representative Saxton. So that means that-



Mr. Johnson. My staff informs me that I got it backwards.
Representative Saxton. Would you please clarify?

Mr. Melito. The denominator increases, the numerator stays
constant, so the liquidity goes down with the GAB borrowing. It
expresses the liquidity ratio.

Representative Saxton. So they have more money and the ratio
goes down; is that what you are saying?

Mr. Melito. Yes.
Mr. Johnson. Yes.

OPENING STATEMENT OF
REPRESENTATIVE THOMAS EWING

Representative Ewing. If they borrow money, then they have less
liquidity.

Representative Saxton. If by the same token the International
Monetary Fund wanted to make more assets available to be loaned,
obviously the General Arrangements to Borrow, the New Arrangements
to Borrow, which is a subject of some discussion here in Congress, and
the inclusion of other methods of borrowing could be used to provide
additional funds; is that right?

Mr. Johnson. Yes.
Representative Saxton. On page 12 there is Table 3. These are

funds, as I understand it, that can be made available through borrowing
to supplement the quotas.

Mr. Johnson. That is correct.
Representative Saxton. And the General Arrangements to Borrow

could provide as much as $22.7 billion.

Mr. Johnson. Approximately, right.

Representative Saxton. And the New Arrangements to Borrow
could provide $22.7 billion.

Mr. Johnson. An equal amount, right.

Representative Saxton. And then you have a blank. It says "other
borrowing authority." My understanding is that the Articles of
Agreement currently have no limit on such borrowing, and this would be
the issuance of bonds.

Mr. Johnson. Well, what is referred to there under "other
borrowing authority" are two things. They can borrow bilaterally from



other countries, bilateral arrangements, and the guidelines that were once
in place allowed 50 to 60 percent of quota levels to be borrowed.

Those guidelines are no longer operational, and the amount is
decided on an ad hoc basis, as the need arises. But the reason we don't
have a number there is because there is no specific limit on what can be
borrowed, either bilaterally or if they decided to go to the private market,
which they don't want to do.

Representative Saxton. Now, you mentioned a moment ago that
there were some guidelines at one point.

Mr. Johnson. Yes.

Representative Saxton. How much could be borrowed under the
old guidelines?

Mr. Johnson. Well, as I read the old guidelines, they allow 50 to
60 percent of total quotas, which indicates about $100 million-

Representative Saxton. $100 billion.
Mr. Johnson. -billion could be borrowed, right.

Representative Saxton. So pursuant to past practice, it would not
be unreasonable to put in $90 to $100 billion in that space?

Mr. Johnson. Well, if you look at pasc practice, they have never
borrowed that much. The borrowing has been substantially less than that.
Even during the late '70s, early '80s, when borrowing was heavy, they
only got up to $30 or $35 billion, so-

Representative Saxton. The point is, however, that there is ample
opportunity to borrow, should the IMF make the decision to do so?

Mr. Johnson. That could be done.
Representative Saxton. And it is specifically spelled out in their

bylaws or their guidelines that it can take place?

Mr. Johnson. No, it is not. What the guidelines say is that the
Executive Board could establish, in the context of the circumstances
prevailing at the time, limits expressed in terms of total fund quotas
above which total amount of outstanding borrowing plus unused credit
lines would not be permitted to rise.

Representative Saxton. You are reading from the financial
organization operations of the IMF?

Mr. Johnson. Yes.

Representative Saxton. On page 43, is that where you are?



Mr. Johnson. I am actually on page 50.
Representative Saxton. Let me read the first paragraph or so. It

says, Sources and Evolution of IMF Borrowing says, "The IMF has the
authority to decide on sources, timing magnitude, terms, maturity and
techniques of borrowing. The Fund is permitted to borrow currencies
from any source, including from nonmembers and private sources, as
long as the member issuing the borrowing currency gives its consent."

Mr. Johnson. That is the way we understand it operates.

l presentative Saxton. So the point that - can we conclude that
the IMF has significant borrowing authority if they decide to use it?

Mr. Johnson. Well, clearly they have borrowing authority. There
is some discussion about how that money can be used. The General
Arrangements to Borrow are supposed to be used for emergency
situations. I don't have the precise wording, but there are some fairly
stringent criteria that are laid out in the agreement of what can activate
those borrowing agreements. And that is not to say that that can't be
changed. The Board of Governors can change that if they decide that is
appropriate.

Representative Saxton. Thank you. In your statement, you
mentioned that some have suggested that gold be sold. Can you be more
specific in terms of who made that suggestion?

Mr. Johnson. You hear it from time to time. In fact, it first
surfaced in the early '80s, and Congress asked for a study from Treasury
on the implications of selling gold. We finally the other day were able
to find a copy of that study, but it is a suggestion that has been made
from time to time as a way to generate resources.

Representative Saxton. The gold holdings of the IMF are quite
significant, are they not?

Mr. Johnson. They are the second largest gold reserve.

Representative Saxton. The second largest gold reserve in the
world?

Mr. Johnson. Yes.

Representative Saxton. Now, I am curious, in the same table that

we referred to, it says that on their balance sheet they say, I believe it is
$4.8 billion in gold.

Mr. Johnson. Right.



27

Representative Saxton. My recollection is they actually have $32
billion in gold. Why do they show $4.8 billion?

Mr. Johnson. The current market value is about $32 billion. As
you know, the balance sheet includes not only the statement itself, but the
notes that are associated with it. And in the note dealing with gold, they
do record the market value. But under normal accounting principles you
would record an asset at the lower of cost or market, so we don't
necessarily see a problem with the way they have recorded gold in their
balance, sheet.

Moreover, as was pointed out to me yesterday, and my staff can
help me here if I get this wrong, but when GAO looked at the financial
statements of the U.S. Government, the question aiose as to the valuation
of gold on the financial statements. And they concluded that the
statutory value of about $42 an ounce was the appropriate amount to
record on the financial statements of the U.S. Government. So, I don't
necessarily think there is an issue with the amount that IMF shows on its
financial statements.

Representative Saxton. The only point that I want to make is that
the IMF has assets, and when we talk about-

Mr. Johnson. Oh, clearly.
Representative Saxton. -when we talk about the level of assets

that the IMF has, using a figure that was derived 50 years ago to
determine what the assets are in terms of our 1998 conversation, it seems
to me that this is at a minimum confusing, and that everyone should
understand that this $4.8 billion is really $32 billion in terms of current
market value.

Mr. Johnson. Yes, you are right, br't unfortunately that is the
nature of financial statements. They record things historically.
Hopefully they try to clarify it in a note to the financial statements.

Representative Saxton. Let me just ask one other question about
gold. Some have suggested that the gold be sold. My feeling is that if
gold were sold in enough volume or enough of the asset to make some
difference to the IMF, it would have some negative effect on commodity
prices, particularly the price of gold.

- Mr. Johnson. It would have to be stretched out over a fairly long
period of time.

Representative Saxton. So it would not be a really viable option?



Mr. Johnson. Yes. Even an announcement, it is hard to predict
what the market might do, but even an announcement they are going to
sell gold could drive the price down.

Representative Saxton. So we wouldn't want to make anybody
think that Was a good idea.

Mr. Johnson. That is right.

Representative Saxton. I wouldn't want to either. Thank you.

In your statement, you made the critical distinction between usable
and nonusable quotas.

Mr. Johnson. Yes.

Representative Saxton. Once again, we want to make sure that
everybody understands that point. On pages 29 and 30 you indicate that
it is not possible in a timely manner to determine from publicly available
sources what the IMF has available for operations.

Why shouldn't taxpayers and Members of Congress and private
analysts have access to this information?

Mr. Johnson. I can't think of a good reason why you shouldn't have
access to it. It is a number that could be available. It is made available
annually in the annual report, and I don't know of a good reason why that
number shouldn't be available. It is a number that is found in the
operational budget, and I think your question goes more to whether or not
the operational budget ought to be made public. And that is a little
different kind of issue.

GAO historically has favored openness. Our past Comptroller
General testified on numerous occasions about the need for openness and
accountability in government, and the need for taxpayers to know what
the finances of the government are. So in terms of openness, I think that
is a historical position that GAO has taken.

There are some contents of the operational budget, however, I
would argue should not be made public. So there is a possibility that an
abridged version of the operational budget would be very useful. We
haven't really discussed that at Treasury or at IMF. There may be other
reasons that even that wouldn't be appropriate. But there is market-
sensitive data that affects individual countries in the operational budget
that I would argue should not be made public, even given GAO's
tradition position on openness in governmental functions.
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Representative Saxton. I totally agree with you on that. I am
going to ask you another question, and we are going to move onto Mr.
Doolittle, because I have taken more than my share of time.

The IMF transparency code states that budget estimates should
facilitate policy analysis and promote accountability. Do the public IMF
financial statements satisfy this definition of transparency?

Mr. Johnson. .No, not really.
Representative Saxton. They do not?

Mr. Johnson. Not in my opinion. I would caveat that by saying
that we are not finished with our analysis yet, but it doesn't have the same
kind of transparency that is suggested in the standards that IMF is trying
to get countries to adopt.

Representative Saxton. That would make it somewhat difficult for
analysts, people in academia, policymakers, those of us who are being
asked to vote for additional quota, provide additional quota, it would
nake it difficult for us to make a decision, wouldn't it, based on the lack
,f evidence?

Mr. Johnson. Based on publicly available documents. But
treasury does have that information available and it can be made
available in a closed context. GAO has traditionally, like I said, favored
)penness to the extent that that can be done, and I believe that is what
,,ou are suggesting as well, that openness ought to prevail.

Representative Saxton. Openness ought to prevail, that is right,
nd it ought not to be limited to just policyrnakers, but people who are in
ie field of knowing something about economics ought to have access to
even if they are not policymakers.

Mr. Johnson. One would think.

Representative Saxton. Thank you. Thank you very much.

Mr. Doolittle?

OPENING STATEMENT OF

REPRESENTATIVE JOHN DOOLITTLE
Representative Doolittle. Mr. Johnson, the discussion on the

bility of the IMF to go out and sell bonds, they have never done that,
ght?

Mr. Johnson. Yes, that is correct.

Representative Doolittle. Any idea of why?
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Mr. Johnson. Well, they have been reluctant to do that primarily
because they believe the institution itself is an institution of members,
and they ought to rely on their members to support financially the needs
of the institution. There are some other tangential reasons, but that is the
primary one.

Representative Doolittle. Wasn't there a recommendation by
something called the Brandt Commission to go ahead and tap funds in the
bond market?

Mr. Johnson. Yes.
Representative Doolittle. Could you explain to me what the nature

of that Commission was, how its recommendation came about, and
maybe why it wasn't followed up on?

Mr. Johnson. I am not sure I know the history of the Commission
itself. I have read the report. But, again, the recommendation that they
had was that it at least be tested, and I don't know why it wasn't. It was
never followed up on.

Jayetta, do you have any information?

Ms. Hecker. No.
Representative Doolittle. Well, Mr. Chairman, I would be

interested just as a Member of the Committee, in further learning about
that issue.

Mr. Johnson. We will follow up on that.

[Answers to Representative Doolittle's question on the IMF appear in tile
Submissions for the Record.]

Representative Saxton. Just for the record, Mr. Johnson listed
three reasons that the IMF gave-

Mr. Johnson. Yes.
Representative Saxton. --during this extended conversation. One

was the cooperative nature might be undermined; I guess that is what you
just said.

Mr. Johnson. I think that is the primary one, right.

Representative Saxton. And that members expect to pay quotas.
Therefore, since there is an expectation that when you get into the IMF,
you are expected to pay your quota, then that means that borrowing
should not occur, which seems like kind of a wishy-washy reason to me.
But that is just my thought.



Second, that the consequence of IMF borrowing may have
something to do with monetary stability globally. And the third has
something to do with how quickly funds could be accessed through the
borrowing process.

Mr. Johnson. Right.
Representative Saxton. It seems to me that we have been a year

trying to decide whether or not we are going to belly up more quota, and
certainly within that kind of a time frame, borrowed funds through
bonding or whatever could certainly occur, couldn't it?

Mr. Johnson. Yes. That is why I suggested that the reason that I
mentioned was probably the primary reason. The other two could be
dealt with in one way or another. The concern about market access in a
timely manner, I am sure arrangements could be made if they made the
decision to go that route. But the fundamental question is whether or not
that has been the approach that the member governments want to take to
raise money.

And if'the decision were made to do that, then the other two issues
that were mentioned in our statement, I believe, could be overcome.
Jayetta may have some view on that as well, but-

Ms. Hecker. We have begun some discussions with the private
sector about this question, and the reaction that we have gotten is that the
key issue is what would back it up.

Representative Saxton. Say that again.
Ms. Hecker. What would back the bonds or issues up. And in the

case of the World Bank, when they go to the market, it is very clear
policy and it is very well established that the full faith and credit of the
member countries are backing it up, so that there is a like a contingent
liability, if you will, by the members backing up those bonds.

So the issue here for the folks in the markets that we spoke with is
that new procedures would clearly have to be required, and there would
be a market judgment of the adequacy of the commitment of the member
countries to back it up.

The one possibility raised by some of the market participants was
that they could use the gold as collateral, and we talked to the General
Counsel of the IMF, who told us that in his view that th;-y could not use
the gold to collateralize lending. So that would be a feasibility issue
which we haven't really thoroughly examined at all. But that certainly is



a key factor in the ability to raise the funds, what the market would say
is behind it.

Representative Saxton. Thank you.

Mr. Johnson. I would just mention that, as you may know, the
World Bank and the other multilateral development banks go to the
market for funds, but they have been provided with a large amount of
callable capital that allows them to maintain a AAA rating.

Representative Saxton. Yes. I am sorry, I apologize to Mr.
Doolittle, I stole half of his time or whatever. If you have more
questions, why don't you proceed.

Representative Doolittle. Well, maybe this isn't really the place to
get into it. I am intrigued by the moral hazard question posed by the
IMF. In fact I really - I know in an earlier hearing we had some
fascinating testimony by George Shultz. You know, why do we need an
IMF? Is there still a compelling reason to have an IMFtoday?

Mr. Johnson. I am afraid that goes beyond the scope of our work.
And we probably all have some opinions about it, but-

Ms. Hecker. Well, we did a review after the problems with Mexico
of what lessons were learned, and then did an evaluation for the Congress
of some of the new measures that were being proposed, basically the
NAB and some improved data dissemination. And in evaluating the
impact of those improvements to improve either the better anticipation
or avoidance or resolution of crises, there were inherent limitations in all
of those activities.

The key problem that we said needed to be evaluated in any
intervention is in fact the moral hazard. And that simply is that an action,
the lending, could in fact have the perverse effect of increasing the
risk-taking activity in the private sector, or in some they say it could
increase the activity of the government taking more risk. So there is a lot
of debate about moral hazard. There isn't real consensus about it, but
there is substantial reason to believe that it is something that there ought
to be concern about and weighing before any single intervention
whatsoever.

Representative Doolittle. Well, our government taxes money out
of the private sector, and then we transfer some of that to the IMF and
they loan it to others, and I guess we get an IOU from the IMF that
represents the value of the resources transferred to it. And I just
wondered if either one of you would assess in the foreseeable future,



what do you think the probability is that a significant amount of those
IOUs will be returned with cash to the U.S. taxpayer?

Mr. Johnson. Well, up to now the U.S. has not lost money on these
loans.

Representative Hinchey. Mr. Johnson?
Mr. Johnson. I am very sorry.

Representative Hinchey. I can hear Ms. Hecker very well.

Mr. Johnson. But up until now, all the loans have been honored.
The loan agreements is between the U.S. and the IMF. On purchase, it
is slightly different.

As you may know, there is currently an initiative that is being
sponsored by the IMF and the World Bank for heavily indebted poor
countries to provide loan forgiveness, so there is potential that loans will
not be repaid from some of those.

The Enhanced Structural Adjustment Program are loans only, but
insofar as the purchases are concerned, the U.S. is paid interest on the
amounts. And while our cost of money is slightly more than the interest
that is paid, it is very slight, very marginal.

Representative Doolittle. Thank you, Mr. Chairman.

Representative Saxton. Thank you.

Mr. Hinchey?

Representative Hinchey. Thank you very much, Mr. Chairman.
This has been a very interesting exercise, and I really appreciate you
calling this hearing.

And, Mr. Johnson, thank you very much for your testimony. It has
been fascinatipr. I would direct your attention once again to figure
number 4, which was the figure showing the liquidity ratio, 1978 to 1988.

Mr. Johnson. Yes.

Representative Hinchey. And I just want to state the obvious, that
the precipitous drop in the IMF's liquidity ratio from 1994 to 1997 came
about as the result of the necessity of the Fund to put its resources into
operation.

Mr. Johnson. It was a lot of money paid out, right.

Representative Hinchey. And that is primarily a result of the East
Asian financial crisis, I assume.

Mr. Johnson. And Russia.



Representative Hinchey. And Russia.
Mr. Johnson. And Mexico.
Representative Hinchey. And Mexico, absolutely.
Mr. Johnson. I think there are nine or 10 countries.
Representative Hinchey. Pardon me, sir?
Mr. Johnson. There are nine or 10 countries that have most of the

money out, and that is fairly recent.
Representative Hinchey. And the liquidity ratio as reflected for

1998, the number which is something in the neighborhood of, I guess, 40

Mr. Johnson. It is around 44 percent right now.
Representative Hinchey. 44. Does that take into account the

latest funding to Russia?
Mr. Johnson. No, it does not.

Representative Hinchey. So the liquidity ratio is actually lower
than what is represented by this chart?

Mr. Johnson. Yes, it is lower.
Representative Hinchey. How much lower?
Mr. Johnson. Well, it is 29 percent

Representative Hinchey. Pardon me?
Mr. Johnson. It would be 29 percent.

Representative Hinchey. It wou!d be down to 29 percent?
Mr. Johnson. Yes.
Representative Hinchey. It wot!,i just be above the bottom line

there, which is 25?

Mr. Johnson. I am sorry?
Representative Hinchey. The bottom line is 25. It will be just

above that bottom line, no?
Mr. Johnson. That is correct.

Representative Hinchey. I am getting a correction here, Mr.
Johnson.

Ms. Anderson. I just wanted to elaborate a little bit further. It
would be about 36 percent if you include the $2.9 billion commitment
that was made to Russia as well as the $8.4 billion they are borrowing
through GAB.



Representative Hinchey. Then it would be at what level?

Ms. Anderson. About 36 percent.
Representative Hinchey. About 36 percent?
Ms. Anderson. Yes, as of July 22, 1998.
Representative Hinchey. If you included all of the funds that have

been committed to the Russian situation currently?
Ms. Anderson. Yes.
Representative Hinchey. And of course the funds that have been

committed to the Russian economy currently are about half or less of
what they have requested; is that correct? You may not know the answer
to this question, but I think that is roughly accurate.

Coincidentally, we had the semiannual Humphrey-Hawkins hearing
in the House Banking Committee yesterday, and Mr. Greenspan was
asked a question with regard to the IMF at that hearing. And he said that
the amount of IMF's resources available for program lending was, and I
quote, at rock bottom. He also said that many of the concerns over IMF
transparency are legitimate and should be addressed after the quota
increase has been approved.

Does that make sense to you?
Mr. Johnson. The latter part of that does.

Representative Hinchey. The latter part of it makes sense to you?

Mr. Johnson. Right. The resources are low, clearly they are low.
I don't know if they would be a historical low level. But the question is
how those resources should be replenished, whether through a borrowing
or quotas or other sources, but.-

Representative Hinchey. That is a legitimate question; how they
should be replenished is a legitimate question.

Mr. Johnson. Certainly they are low.

Representative Hinchey. Could I ask you to look at figure number
3, which is the pie chart, which is a breakdown of estimate of usable
currencies-

Mr. Johnson. Yes.

Representative Hinchey. -as of July 20, this year. So we
determined that as a result of the questions of our chairman, Mr. Saxton,
that the term "currency purchases" is actually outstanding loans, or at
least those two phrases are interchangeable.
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Mr. Johnson. Yes.
Representative Hinchey. The reason for that is that outstanding

loans occur in the following way: They are not actually loans. They are
in fact purchases of the currency of the needy country by the IMF. In the
case of Russia, they purchased Russian currency in the amount of the
stated loan; is that correct?

Mr. Johnson. They purchased hard currency with Russian
currency, with rubles.

Representative Hinchey. Okay. They purchased hard currency
with rubles, and that amount of money is provided to the Russian
economy?

Mr. Johnson. Right. The hard currency or SDRs. I am not sure
what the breakdown is.

Representative Hinchey. That is currency purchases and
outstanding loans. Expected to be drawn, that figure which represents
$17 billion, that is actually committed funds for loans not yet disbursed;
is that correct?

Mr. Johnson. Right.
Representative Hinchey. So that money is spoken for?
Mr. Johnson. Yes.
Representative Hinchey. That is tied up?
Mr. Johnson. Those are commitments that have been made.
Representative Hinchey. Those are commitments that have been

made. That is another $17 billion. And the $43 billion which is labeled
"available for operations" actually is an amount of usable funds prior to
the Fund's reserve, which you report in your testimony somewhere
between $30 and $35 billion?

Mr. Johnson. That is one method of calculating what is needed for
reserves.

Representative Hinchey. In fact, there are two methods of
calculating, as we have seen. You have demonstrated that for us--

Mr. Johnson. Right.
Representative Hinchey. But both methods of calculation have

been determined acceptable?



Mr. Johnson. Yes, the difficulty I guess with both methods of
calculation is that there is not a documented analysis of what that reserve
level ought to be.

Representative Hinchey. Yes, okay. So we have now $43 billion
prior to the Fund's reserve, and the Fund's reserve, we estimated it
somewhere between $30 and $35 billion, so what we have left then is
between $8 and $13 billion.

Mr. Johnson. Under that method, right.
Representative Hinchey. So the amount of money that is currently

available for use, practical use, is between $8 and $13 billion?

Mr. Johnson. Well, I wouldn't want to be categorical about that,
because one doesn't know how much of the reserves they actually need
or can go into. And that is part of what the argument has been about, is
the level of reserves that are required. You know, when you look at the

Representative Hinchey. Well if you were a prudent person, you
would want to have a substantial amount of reserves available to you,
especially if you were looking at a global economic circumstance similar
to the one we are currently addressing.

Mr. Johnson. I can't argue with that.

Representative Hinchey. You can't argue with that, can you? That
is perfectly true.

Mr. Johnson. Yes.
Representative Hinchey. So $30 to $35 billion, given the present

circumstances of the global economic situation, doesn't seem to be too
outrageous, does it?

Mr. Johnson. That reserve would not necessarily be available for
that purpose. These reserves are to be used in the event a country that
has not drawn on its reserve tranche would draw on it. In other words,
if the U.S. decided that we needed to draw on that reserve tranche, that
is what these reserves are for.

Representative Hinchey. So what you are saying is that those
reserves aren't entirely liquid in terms of the availability of money for
other countries to borrow from?

Mr. Johnson. They are liquid, but the analysis that we suggest
needs to be made - we haven't done this yet because we are not that far
along in our work - but the analysis that seems to me needs to be done



is to look at the amount of reserve tranches that have not been drawn, and
make an analysis-based judgment about the likelihood that the reserves
would be drawn and calculate a reserve withholding on that basis, rather
than just arbitrarily pick a number based on a ratio.

Representative Hinchey. Okay. Well, that makes sense. There
should be a closer analysis to determine what effective reserves ought
to be held.

Mr. Johnson. Right.

Representative Hinchey. But the holding of reserves is something
that is very prudent. It is done by every single bank.

Mr. Johnson. Every single bank. That is a fundamental principle
of banking.

Representative Hinchey. Fundamental and basic. So there has got
to be a reserve. $30 to $35 billion may be arbitrary. We can argue about
a billion here and a billion there. Even if we did, if we decided that it
was - that $35 billion was a little bit too high, that it had to be $25
billion, that would mean that only $23 billion would be available?

Mr. Johnson. Yes.
Representative Hinchey. Or less. The fact of the matter is, there

is only a finite amount of money that is available. It is somewhere in the
range, currently under these reserve situations, between $8 and $13
billion. That is what is available.

Now the concern arises, of course, because we are in a very delicate
economic circumstance. We don't know what the Asian economic crisis
is going to do. The Chinese may devalue their currency tomorrow or
next week or next month. That is going to have major repercussions. So
we are in a very fluid situation in terms of the world economy. It would
be advisable to be very prudent in this circumstance, don't you think?

Mr. Johnson. Sure.

Representative Hinchey. The estimates which you present this
morning of the funds currently available to the IMF for its programs are
very similar to those reported by the IMF itself.

Mr. Johnson. These are-

Representative Hinchey. They are right on target.

Mr. Johnson. These are the numbers that IMF and Treasury used.
The problem has been that they used both sets of numbers in public
statements and created a bit of a confusion.



Representative Hinchey. And the Fund itself discussed these
numbers at a press conference it held recently, and those are exactly the
same numbers which were discussed at that press conference?

Mr. Johnson. Yes, but when you read the transcript, there was
obviously confusion even among the top level of IMF as to what they
had.

Representative Hinchey. It was a statement with regard to a figure
and then that figure was corrected.

Mr. Johnson. The figure that IMF said was correct was that it had
$31 billion available. That was-

Representative Hinchey. $31 billion available?

Mr. Johnson. Right.

Representative Hinchey. Yes, they have $31 billion available, if
they were to use up all of these reserves. There is no point in getting into
a semantic discussion here.

Mr. Johnson. I understand that, right.

Representative Hinchey. So if they were to use up all of their
reserves, the amount of money available would be $30 billion roughly.
If they didn't use all of their reserves, given that amount of reserves, $30
billion, the amount of available funds would be about $8 billion?

Mr. Johnson. If they decided that they needed-

Representative Hinchey. That they needed those reserves.

Mr. Johnson. Those reserves, right.

Representative Hinchey. Of course, that is the point. They have
to have reserves, every financial institution. Every bank, anybody with
any sense, all of us have some reserves.

Mr. Johnson. I can't quarrel with that notion.
Representative Hinchey. So the question is how much is the

reserve, and $30 billion in this particular context I think would seem to
be a prudent amount. Alan Greenspan said they reached rock bottom.
That is his interpretation of where they are. We might quibble with that,
but that is his interpretation.

And also these amounts were published in a number of magazines,
including the Economist, which is a magazine with probably one of the
world's largest circulations. So we all have a pretty good idea about what
is happening here, don't we? We all know these numbers pretty well.
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Mr. Johnson. They have certainly been in the public domain.
Representative Saxton. I would just, if the gentleman would yield

for a moment, it has taken us - the gentleman is - it has not been a
simple process to get to where we now think we know what the numbers
are. It has taken a year, and it is - as a matter of fact, the gentleman just
referred to the press conference that the IMF held with First Deputy
Managing Director Stanley Fisher and IMF Treasurer David Williams.
They openly differed on what they believed to be resources currently
available to be used by the IMF. At one point Mr. Fisher said, "Let me
get this straight. We have $44 billion," and he was contradicted by Mr.
Williams.

So this is not something that has - the conclusions that we have
reached pursuant to your studies, and now have apparent agreement by
the IMF, I have been studying on these issues for a year, and it has taken
me a year to come to the conclusion that we now apparently agree. And
even after we reached agreement on the $43 or $44 billion number, we
are now having a debate on whether the resources available for
operations are $31 billion or $8 to $13 billion.

Representative Hinchey. Mr. Chairman, recovering my time-
Representative Saxton. These issues are not clear.

Representative Hinchey. -i certainly don't want to diminish or
demean in any respect the work that you have done on this issue, because
I think it is very, very important. I think that the IMF up until recently
has been a very mysterious operation. Whether that is been conscious on
their part or not, or just because people weren't paying attention to it,
really is beside the point. The fact of the matter is now we know a lot
more about it as a result of the inquiries raised by our chairman here.
The work that you have done, I assume at his request, all of that has
contributed immensely to our knowledge.

But it is also true that whenever any one of us, Members of the
House of Representatives, almost every time we make a statement on the
floor, we append to that the statement that we would like to revise and
extend our remarks because some of us are prone to making mistakes.
Now, I know that happens, and I think that is probably what happened at
this press conference the other day when one number was given and then
that number was corrected. But my point is, we now have a very good
understanding of what these - what the amount of money that is available
through the IMF actually is.



Representative Saxton. We have, Mr. Hinchey, if I may just - I
am sorry to have to do this, but we have a vote on and we also have two
Members who have not had an opportunity to ask questions yet, and I am
told by staff that we are supposed to vacant this room at 12:00 o'clock.
So we have some barriers that are here in front of us.

Mr. Ewing and Mr. Sanford, do you want to take a minute or two
here to ask some concluding questions?

Representative Ewing. Thank you, Mr. Chairman, and thank you
for holding this hearing.

A couple of questions I suppose I should know, but I don't, but when
the Russians come to the IMF they have a right to get so much money.
It has to be approved. Is it their money they are getting back, that they
paid in? I don't understand the situation.

Mr. Johnson. They have a right to their reserve tranche position;
that is 25 percent of their quota. They can take that back at any time they
need it. I presume that that occurred long before we got to this current
point. Beyond that, any arrangements that are made have to be approved
by the Executive Board. And those are negotiated, and different funding
facilities in this case were used in order to apply the conditions that were
necessary to reach the arrangement with Russia.

Representative Ewing. The IMF is not like a bank where you go
in, you have to justify that you have a legitimate economic reason for the
loan? I mean, it is there to help countries that are in trouble.

Mr. Johnson. Well, it is. They also have to come in with a
program on how they are going - explaining how they are going to get
out of trouble. When they come to the IMF, they are supposed to come
in with a proposal on how they are going to rectify their situation over a
period of time.

Representative Ewing. One final question: Have you studied
whether that was actually followed in the most recent cases?

Mr. Johnson. We have not.

Representative Ewing. Okay, thank you.

Representative Saxton. Mr. Sanford?



OPENING STATEMENT OF

REPRESENTATIVE MARK SANFORD
Representative Sanford. I will just leave three questions with you

that you may answer. Unfortunately, I may have to leave before you are
able to answer them.

First would be, I was in a meeting with Stanley Fisher a couple of
weeks ago, and there was real confusion - even with Stanley Fisher -
about what is the mandate of IMF. Because when we actually begin to
talk about the Russian loans, for instance in essence it became an
exercise in nation building. We were told that Russia was of such
importance to us that we, quote, "had to do it" despite the fact that there
had been no real market reforms in Russia. And I would be curious to
hear your comments on that.

Second, I would be curious to hear your thoughts on cost. Secretary
Rubin has consistently said that IMF replenishments have no cost to the
United States taxpayer. I do not believe that to be the case, because if
you look at the cost of capital, you look at what international lenders are
charging in interest, for instance in Southeast Asia, versus the rate
America is charging, that difference is calld spread. And if American
taxpayers were to take those same sums of money and invest them, they
would normally get a market rate. Since we are not getting market rates,
there is a real and imputed cost to the American taxpayer, and I would be
curious to heard your thoughts on that.

And, thirdly, I would be curious to hear your thoughts on, quote,
"IMF as a lender." In other words, if this is traditional lending, we ought
to have a time when the loans are repaid. Is it a 10-year loan, a five-year
loan , a 20-year loan? That doesn't seem to be the case. So how can this
be called, quote, "a loan" to the IMF, when we don't have a takeout?

Representative Saxton. Mr. Sanford, thank you very much.

Representative Sanford. I would be pleased to have answers for
the record. Mr. Chairman, you have to leave to vote.

Representative Saxton. I have to vote and we need to vacate the
room. Would you be willing to answer those three questions in writing
for us?

Mr. Johnson. Yes, absolutely.

[Answers to Representative Sanford's questions on the IMF appear in
the Submissions for the Record.]



43

Representative Sanford. Thank you.
Representative Saxton. Mr. Johnson, Ms. Hecker, thank you very

much for what you have done here over the past several months, and
particularly for today. It is my belief that I know more now, and I think
Congress now has access to information about the IMF that has never
been available to it before. In other words, we know more about the IMF
today than we ever have in the history of the IMF, and we thank you for
the very important part that you have played in getting us to where we
are.

Thank you very much.
[Whereupon, at 11:55 a.m., the hearing was adjourned.]
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SUBMISSIONS FOR THE RECORD

PREPARED STATEMENT OF
REPRESENTATIVE JIM SAXTON, CHAIRMAN

I am pleased to welcome Mr. Johnson and his colleagues from the
General Accounting Office (GAO) here before the Committee this
morning. I would also like to thank the GAO team of economists and
accountants that has reviewed the finances of the International Monetary
Fund (IMF) for the last several months.

Since last fall I, along with a number of others here in Congress,
have been pushing for more IMF transparency. While this has resulted
in some additional information being released, Congress still has not
been provided with an adequate explanation of IMF finances and
operations.

The time has come for Congress to take action on its own and use
the means at its disposal to provide increased transparency at the IMF.
As-a result of this hearing, more factual information about the finances
of the IMF will be in the public domain than ever before. This will
enable all of us to take a fresh look at the IMF and examine the financial
issues with an open mind. While reasonable people may disagree over
various issues related to the IMF, there will now be a better
understanding ofIMF finances or all sides.

Three main issues to be discussed today appear to be among the
most important: the amount of resources the IMF has access to; the
degree to which the IMF can address its own liquidity needs; and the
mismatch in IMF assets and liabilities related to its evolution into
development and structural lending.

First, the facts presented today show that the alleged
impoverishment of the IMF is more than a bit exaggerated. The IMF
holds $43 billion in usable quotas, $32 billion in gold, and can borrow up
to $23 billion under the GAB. Thus the IMF holds or has access to about
$98 billion, a tidy sum even if not all of it can be loaned. Moreover, the
IMF can borrow huge sums from private financial markets; $60 billion
would be well in keeping within historic guidelines. Even if the Russian
loan is fully disbursed in compliance with loan conditions, the IMF
would have-quite a kitty of about $80 billion, not counting private sector
borrowing.



Second, the IMF is not helpless to address its liquidity needs. As
noted, the IMF can sell bonds to raise money and provide usable
resources for operations. The IMP's liquidity ratio, which we will hear
about shortly, can be used to portray an impoverished IMF. But this
argument is often presented without mentioning the fact that the IMF can
raise funds not even counted in the ratio by issuing bonds. Moreover, the
changing financial structure of the IMF over time makes the validity of
historical comparisons of the liquidity ratio very dubious unless these
structural changes are taken into account.

Third, the IMF has evolved from an institution with liquid assets
and liabilities to one in which assets have become longer term, but
liabilities are still very short term. This mismatch of assets and liabilities
could contribute to liquidity problems. As the IMF engages in more
structural and development lending, its assets will not only continue to
be mismatched against its liabilities, but the IMF will also have fewer
resources available when the inevitable liquidity crises do arise. With
total usable quota resources of $130 billion and very liberal borrowing
guidelines, it is not clear why the IMF would lack the resources for
emergencies if it were to reserve its funds exclusively for emergency
lending.

In recent months there has been quite a bit of confusion caused by
conflicting accounts of IMF finances. Only last week, two top IMF
officials provided very different figures on the IMF's remaining resources
- at the same public news conference! In one recent appearance before
Congress, an IMF Executive Board 'Member displayed a lack of
understanding about non-transparent IMF financial statements.

The bottom line is that if top officials find IMF finances confusing
and obscure, clarification and transparency are needed. The GAO is to
be commended for presenting so inany complex accounting and
economic issues in an understandable way.
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Mr. Chairman and Members of the Committee:

I am pleased to be here today to discuss the International Monetary Fund's
(a) financial operations and financial reporting. As the Congress debates
the executive branch's request for about $17.51 billion for ru--about
$14.2 billion to recapitalize the organization and about $3.3 billion to
expand a credit arrangement from which a? can borrow-questions have
arisen concerning the current level of IMF resources to carry out its
operations and the extent to which information is available publicly about
mF's financial condition. To help inform the debate on these and other
matters, on June 1, 1998, you asked us to evaluate the adequacy of IMFs

public reporting in two areas: (1) its finances and financial condition and
(2) its "surveillance" or monitoring of member countries' economies. We
have not yet completed our work on these issues; however, as you
requested we are prepared today to discuss (1) what resources IMF

currently has available to carry out its operations and (2) whether reP's
financial condition can be determined from publicly available information.
We expect to report on the other matters addressed in your June I request
later this fall.

Background A few important concepts need to be explained when discussing IMw
finances. Two of these are members' "quotas" and "currency purchases."
Quotas are the membership dues that countries pay when they join w.

2

Up to 25 percent of quotas normally must be paid in reserve assets, which
are special drawing rights or currencies that are "freely usable" in the
principal foreign exchange markets (u.s. dollars, Japanese yen, Deutsche
mark, French francs, or pound sterling), and the balance may be paid
either in a country's domestic currency or with non-interest-bearing
promissory notes.' The portion paid in freely usable currency or special
drawing rights is referred to as the member's "reserve assets" or "initial

'The actual request is for about 13 billion special drawing nghts (SDR), which at the tme of the
request was equivalent to about $18 billion. The SDR is a unit of account that IMF uses to denomitate
all its transacoots. Its value comprises a weighted average of the values of five currencies: Deutsche
mark, French franc, Japanese yen, pound sterling, and U.S. dollar. Because the value of the SDR
relative to the U.S. dollar cha nges daily, the dollar value of amounts converted fhon SDRs also changes
daily. For this statement, we used the SDR conversion rate of $1.3382.

'Members pay quotas when they Initially join IMF and at other times when their quotas are increasd.

t1ese promissory notes ame made payable to IMF, are denominated in the member's domestic
currency, and are held by the member's designated central bank or other desagtaed depostory. IMF
views these notes as fully equivalent to its currency holdings because IMF can cash these notes on
demand within 24 hours to receive members' domestic currency. According to IMF, 137 of its 182
members have opted to substitute pronumory notes for parn of their currency paid to IMF; these nots
comprise about 56 percent of IMrs total currency holding.
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reserve tranche position" and can be drawn on by the member as needed
without prior mw approval. If withdrawn, these amounts are replaced with
the country's own currency. Members are not obligated to replenish their
reserve tranche positions.

When a country needs additional funds other than from its reserve tranche
position, wr does not loan the funds to the country, per se. Rather, the
country "purchases" the currency it needs from wF with an equivalent
amount of its own currency and then later "repurchases" its own currency
using sons or other currency on terms established by IMF. Because IMF's
financial assistance is in the form of currency purchases and repurchases
by member countries, the financial assistance does not reduce the
combined total of trWs currency holdings in terms of SDR equivalents.
Instead, the composition of Ir's currency holdings changes. For example,
the composition of Imes holdings of member currencies can change when
members purchase and repurchase currency. The relationship of Im's
holding of a member's own currency to its quota is an important one,
because it can illustrate whether the member is a creditor, debtor, or in a
neutral position with D~w. In general, 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.

A brief discussion about the accounting standards that IMF uses is als
useful. According to the IMF External Audit Committee's (EAc) audit
opinion, rIms financial statements are prepared in accordance with
generally accepted accounting principles. However, according to IMF, IMF is
not bound by specific legal provisions or accounting principles adopted in
the individual member countries. L'Ac and IMF officials told us that the
accounting principles referred to in the E~c's auditor's report are neither
u.s. generally accepted accounting principles nor international accounting
standards, but are described in a note to the financial statements and do
not differ materially from these two.

You also asked us to provide information on the current amount of
outstanding [MF credit, including the share of that credit that was

'borrowed by developing countries. This information is provided in an
attachment to my statement.

I would like to emphasize that GAo does not take a position on what action
the Congress should take on the executive branch's request That is a
policy decision beyond the scope of our review.
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I should also mention t at as you may know, we have no direct audit
authority over ImF, as is the case with other international organizations.
Nonetheless, working through the Treasury Department and the a's u.s.
Executive Director's office, mF has cooperated with our inquiry and
provided us information not normally made publicly available.

IMF has a total of about $195 billion in currency holdings in its generalSumm r y resources account 4 that has been provided through quota subscriptions by

its 182 members. However, as of July 20,1998, mp estimates that only
about $130 billion of these funds represent resources that could be used;
that is, are from members that are sufficiently strong economically to
permit heir currencies to be used for IMF operations. Of this amount,
about $70 billion has already been used to finance credit to IMF members
and about $17 billion has been committed for their use, Therefore,
according to IMP's estimate, only about $43 billion of its $196 billion in
currency holdings remain for operations, including lending. Further, IMF
and us. Treasury Department officials have indicated in public statements
that only about $10 billion to $15 billion of the available $43 billion could
be used for additional credit to mF members without leaving IM seriously
short of funds due to IMF's need to maintain certain reserves. These mP
estimates do not take into account the $11.4 billion IMF financing
arrangement for Russia that was approved by IMP's Executive Board on
July 20. About $2.9 billion of this $11.4 billion will come from IMF's
remaining general currency holdings, and IMF will borrow the other
$8.5 billion from I I member governments that participate in the General
Arrangements to Borrow (GAB).6

IMP'S available funds are reported in its annual report; however, the report
is released 6 months after IMF's fiscal year ends and, according to IMF and
u.s. Treasury officials, is of limited use for decisionmaldng purposes.
Instead, decisionmaking requires th.! use of IMF's quarterly operational
budgets, which are nonpublic.

4IMF's general m rs account hares by far the largest share of the transactions between IMF and

its membership. The quots paid by members ae contained in this accotut

iGA9 is a borrowing arrsaneet between IMP and the I I indutraized countries or their central
banks that allows IMF to borrow currencies from these counties under qecflc conditions and lend
the funds either to other GAB countries or to non.GAB IMP member countries
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Amounts and
Potential Sources of
IMF Funding

Availability of IMPs
Currency Holdings

OM has several sources available from which it can potentially obtain
funds for use in its operations. The most important of these, according to
IMP, are the currency holdings provided through quota subscriptions that
underpin most of wM's operating funds. Other sources include mas M
and other bilateral borrowing arrangements with aw members. In addition,
IO could potentially borrow from private sources or sell some of its gold
holdings. Some of these resources are clearly more accessible than others.

nFs determination of available currency holdings, its primary source of
readily available Ading for carrying out its operations, is based on its
judgment concerning the level of usable currency and the level of reserves
needed for contingencies. MP officials have stated that reserves are
necessary for two reasons: (1) to maintain sufficient working balances in
various currencies to execute foreign exchange transactions and (2) to
have available for use in the event that some currencies become unusable
and can no longer be used to finance aw transactions due to a
deterioration in members' balance of payments and external reserve
poWions,

There are several steps involved in calculating the amount of resources MW
has readily available for operations. First, Uw calculates the amount of
currency holdings from quotas, which was estimated to be about
$196 billion as of July 20,1998. However, only the currencies of members
with sufficiently strong balance of payments and gross external reserve
positions are used or usable by w for financing its transactions and are
included in its operational budget, which is a nonpublic document. Of the
$195 billion of currency holdings, aw estimates that, before taking into
consideration Air extended credit, about $130 billion, or 67 percent, is
usable. The remaining $65 billion is unusable. These currencies cannot be
used to finance Mr transactions because iwi has determined that the
members providing these currencies may be experiencing balance of
payment problems or may have drawn on their reserve assets. (See fig. 1.)
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Pmgw. I: or$ Breadown of
Eadensled Uable and Unwbl
cununokss July 20,1984 $195 billion

Uaafjgs $130

Unusable $65

Note: The rote of $1.332 was used to convert SORt Into U S collars

Generally, tur preently considers 30 oft its 182 members to have
sufficiently strong balance of payments and external reserve positions so
that their currencies can be considered usable. 6 As indicated in figure 2,
the u.s. share of usable resources is nbout 27.3 percent.

&ne lvelof umblecawrsnda wW SOuuae w certan cwTenem tes nlthen mwdte ad becmm
pn o( the WwApr~doNal maget or Cmur~thttwere pwt of the operatonal budpt *experice
dtflctia n 4 tus, awe no longe trmcudedn paut of the opeeabonal budgeL t.wi t tac, the
entiemocwk of that cowmniYs currency would becotw n wbkale
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$130 billion

Japan 8,5%

Germany 8.5%

I
U.S. 27.3%

France 7.6%

U.K. 7.6%

Other countries 40.6%

Note The rate of $1 3382 was used to convet SDR's into U.S. dotars

Currencies provided from quotas are recorded in mws balance sheet as an
asset. The distinction between usable and unusable currency is not
reported on Wr's balance sheet, but is discussed in its annual report.

As shown in table 1, w reduces its total usable currencies of $130 billion
by about $70 billion, the amount of its members' currency purchases
outstanding, to determine its available usable resources.

GAO/r-NsIAD-98-0
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Table 1: IMF Available and
Uncommitted Resources U.S. dollars in billions

IMF'. calculation of milable and uncommitted
reeouroe
Total usable resources (before IMF extends credit)

less currency purchases

Projected through
Projectd through

July 20, 199
$130

__ _ (70)
Available and usable resources $60

less commitments _(17

Available and uncommitted resources $43

Note SOR conversion rate - $1,3382

Source IMF

IMF further reduces its available and usable resources of $60 billion by the

amount of the commitments it has made to countries in need of assistance

in their balance of payment positions. Estimated undrawn commitments
total about $17 billion. After these deductions, IMF's usable currency

holdings amounted to about $43 billion as of July 20, 1998. (See fig, 3.)

However, IMF adjusts this amount to establish a level of reserves it may

need for contingencies.
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F~gre3: UPs B ekdow of Estimted Usable Cunnmcls, July 20,IM9 .

$130 billion

Available for operations $43
Expected to be drawn $17

Currency Purchases $70

Note The rate of S1 3382 was used to convert SDR's into U S dollars

There has been some discussion about the appropriate level of w
reserves, the outcome of which may lead to different estimates of the
amount available for ru4 operations. Table 2 will assist in understanding

the two approaches. The results of both approaches have been cited by MI
and Treasury officials in public discussions and have thus led to some
confusion about how much currency holdings are really available. 7

"rhia confusion about IMF available resources was clearly in edence at a July 13,199, press briefing
by [IF's rst Deputy Managing Diet and Tesurer, where the Tremurer, in response to a
question regarding the Fud's bquiditystated 'We have net usable resources of SDR 23.5 billion, say,
$31 bilbon Queton 'What does that mean-we have heard the $10 to $15 billion figure tossed
around that currently, the [0F haa in lendable reeources* Treasurer "I'm giving you what it would be
in lendable resources Qubon "So what would the $10 to $15 billion be?' 1 surer 'rha
calculation h been made by thr US, on a slightly different bai,* Frst Deputy Managing Director
'Let me get this SaghahL We have 844 billon?' Twrurer. 'No, At the moment, we have 831 bion,*
Question: *Where does this $10 to 15 billion figure come from?' Treasurer 'The U.S. Treamuy did a
calculation tha if we came down to 30"percent bquidity ratio, that would leave us with only $10 to
$16 billion....'
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Table 2: Approaches to Estimating IMF
Resves and Available Resources U S dollars in billions

- -Approach I Approach 2
Available and uncommitted resources $43 $43

less Adjustment factor (12) N/A"

Avadable. uncommvod, and adjusted $31 N/As
resources

less deserves for creditor countries that (30-35)
may need to draw on reserve
assets

Resources available for operations $3 1 c $$13

Note SDA conversion rate - $1 3382

*Not applicable to this methodology for estiating the reserve

bAccording to a high-level IMF official, IMF reserves 30 percent o the reserve Iranche positions ot
members with usable currencies in the event that one or more of these members may--as they
have the righr to do without prr IMF approval--draw on these pos tons This reserve is currently
valued at $21 billion However this reserve is not included in IMF's operational budget or liquidity
reviews, and thus we do not list it in the table

'This does riot consider the reserve described in note b

Source IMF

Approach I in table 2 is used by IMFl to calculate its available resources.
Using this method, IMF adjusts its available and uncommitted resources by
$12 billion for the establishment of a reserve, as required by the Executive
Board. According to IMF documents, this reserve has two components. One
component is an adjustment for minimum working balances, which IMF
officials stated are needed due to the number and types of currencies it
manages to execute its foreign exchange transactions. The second
component is a reserve of 10 percent of the quotas of members included in
the operational budget for transfers, in case one or more of these
countries may encounter balance of payments problems and can no longer
provide its currencies as a source of funding for IMF transactions. After this
adjustment, tMF would have $31 billion available for operations.

The second approach to estimating imp's reserve requirements, shown in
table 2, is based on the concept of a minimum IMF liquidity ratio.8 This
approach has been used by the u.s. Treasury and endorsed by the IMF's
First Deputy Managing Director. As shown in figure 4, as of July 20,1998,
IMF'S liquidity ratio was about 44 percent, which is lower than at any time

IMFs liqudity rano is defined as its available, uncommitted, ad adjimted rcrmri , which totaJ

$31 blion, divided by the total of the member's undrawn reserve assets (about $70 thIlion) plus
outstanding horrowinp ($0).
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during the last 15 years. This approach considers im's historical low
liquidity ratio of about 30 percent to be the minimum threshold that could
be achieved before it becomes imprudent to lend. In order not to drop
below this 30-percent threshold, MF would have to retain about $30 billion
to $35 billion of its $43 billion in usable and uncommitted resources, which
would leave only about $8 billion to $13 billion of resources that IMF could
use. The $30 billion to $35 billion adjustment represents the possibility
that one or more countries providing usable currencies would draw on its
reserve tranche position. The amount of IMF resources that should be
retained is ultimately ajudgment call of nW's Executive Fkoard. This
decision would pinpoint the level below which the Executive Board would
consider it imprudent to continue lending.

Figure 4: TrendsiIn IAP's Uqudfty Ratio, 1978-95
PWCOet
2001-
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Other Potential Resources
Available to IMF

In addition to its permanent, quota-based resources, mF's Articles of
Agreement permit it to borrow funds for use in its operations and
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transactions. This borrowing may be from any source, public or private.0
Since 1962, MF and II industrialized countries have maintained standing
lines of credit, known as the General Arrangements to Borrow, for [MF to
use in emergencies. Before the recent activation of GAB for Russia, GAB was
last used by the United States in 1978 when the United States borrowed
funds that IMF had borrowed from GAB participants and used them to
intervene in world currency markets on behalf of the us. dollar. IMF has
had other borrowing arrangements over the years, notably during 1979-86,
The relative share of borrowed resources used in financing IMF assistance
to member countries over the period 1978 through July 20, 1998, is shown
in figure 5.

Flgure 5: Trends in IMFi Outstanding Asalstance and Sham Obtained Through Borrowing, 1978-98

Dollar In billions

1980 1982 1984 1986 1988 1990 1992 1994 1996 1998
Financial year ( ,P .M d i .,

prior to Rumsa loan)

U Outstanding Loans N Outstanding Borrowing

IMF also has 103,4 million fine ounces of gold that it could potentialy use
to fund its operations. MF has never borrowed funds from private sources.

IMF can borrow funds from nonmembers, but it has no authority to hold currencies of nonmembers.
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Table 3: Non-Quota Resources
Potentially Available to IMF

General Arrangements to
Borrow

According to IMF officials, IMF last seriously considered private borrowing
in the early 1980s. Table 3 shows these different potential resources.

U S dollars in billions

Potentlel umokint
Potntial resources avmllebte"

General Arrangements to Borrow $22 7

Special arrangement with Saudi Arabia 7 0

New Arrangements to Borrow (NAB) 22 7

Other Borrowing Authority

Gold 4 8c'

'Converted from special drawing rights, the unit of account that IMF uses to denominate all of its
transactions The conversion rate used is SDR 1 3382 per dollar

"Approved by IMF's Board of Governors but not yet entered into force

'IMF's Articles of Agreement permit IMF to borrow from any other source public or private The
Articles of Agreement do not limit the amount of such borrowing

aThis figure understates the value of the 103 4 million fine ounces of gold that IMF holds and
values at SDR 35 per ounce (about $47 per ounce) IMF estimates that the market value of his
gold is about $32 billion The current market price of gold is about $300 per ounce but if IMF
were to sell some of its gold, it is unclear how much money could be raised because the world
price likely would fluctuate as a result of the sale

Source IMF

tiAB is a borrowing arrangement between IMF and I1 industrialized
countries or their central banks"

0 
that allows IMF to (1) borrow currencies

from these countries under specific conditions and (2) provide funds
either to other GAB countries or to non-GAB IMF member countries. A
country receiving funds from IMF under GtAB is charged the same interest
rate as that for standard IMF loans made from regular IMF resources (the
SDR interest rate) and is generally required to repay the loan within 5 years.
The total of GAB resources is about $22.7 billion, with an additional
$2 billion available under a separate agreement with Saudi Arabia. The vs
share of GAB is about $5.7 billion, or 25 percent of GAB. t

iiMhe II participants in GAB are Belgium, Canada, Frace, Deutsche Bundesbank (German central
bank), Japan, Italy, the Netherlands. Switzerland (Swiss Naonal Bank), Svenges Riksbank (Swedish
central bank), the United Kingdom, and the Uited States.

"lhe German central bank's share ofGAB is $3.2 billion, or 14 percent; Japan's share s about
$2.9 billion, or 12.5 percent and the share or France and the United Kingdom is about $23 billion, or
10 percent each. tr" country and central bank shares are less
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Activation of (;AB requires approval by IMF's Executive Board and GAB
participants representing three-fifths of the total credit arrangements and
two-thirds of the participants. Therefore, with its 25-percent share of GAB
resources, the United States can block GAB activation if it obtains the
support of other GAB participants that have credit commitments large
enough to reach more than 40 percent of total resource commitments. The
criteria for activating GAB are stricter if the funds are for a non-.;AB
participant than for a GA participant. The criteria for use by GAB
participants is a determination that an "impairment" in the international
monetary system exists and IMP should supplement its resources. If (;.9
funds are to be lent to a non-GAB participant, the criteria are that an
"exceptional situation" exists that could threaten "the stability ori the
international monetary system and IMF lacks sufficient resources to extend
the needed financing. There are no formal criteria for determining the
existence of a threat to the international monetary system.

Under the just-concluded expanded financing program for Russia, Imp will
borrow about $8.5 billion from GAB members. This decision was based on
the determination that an "exceptional situation" exists iii the region that
could threaten the stability of the international monetary system. All 11
GAB members will participate; each member will lend funds to IMF in
proportion to its share of GAB. The United States, with its 25-percent (;AB
share, will lend IMF about $2.1 billion. Germany, the country with the
next-largest share of GAB, will lend IMF about $1.2 billion. "

Prior to this use of GAB, over the course of the 36 years that GAB has
existed, it has been activated nine times to assist France, Italy, the United
Kingdom, and the United States. According to a r's Treasury official, GAB
was last used in 1978, when the United States drew more than $2.9 billion
from its own reserve tranche, including $994 million in funds from loans
under CAB and more than $1.9 billion from IMF currency holdings.
According to the Treasury official, at that time, the United States needed
to purchase yen and Deutsche marks in quantities greater than IMF
possessed in order to use the currencies to help stabilize the 11 s dollar's
exchange rate. Consequently, IMF borrowed the currencies from Japan and
Germany under GAB and sold them to the United States.13 Prior to GAB use
for Russia, no m-member country that was not a GAB participant had used
GAB, although such countries had been eligible to use GAB since 1983. GAB

'-The amociated arrangement to GAB between IMP and Saudi Arabia will not t ' activated for Russia.

"Other funds were also used then to help stabilize the dollar, including funds wirr gold sales and
special financial instruments issued in foreign currencies.
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was not used to assist Mexico in its 1994-95 financial crisis nor to help
Asian countries in their current financial crises.

New Arrangements to Borrow

Other Borrowing Arrangements

In January 1997, following an agreement by the Group of Ten
(o.o) countries 4 to expand the size and membership of GAS, 04MFS

Executive Board voted to create the New Arrangements to Borrow. NAB
would not replace GAB, which will remain in force; however, NAB would be
the facility of first recourse in the event of a need to provide
supplementary resources to imw. The decision to create NAB grew out of
concern following Mexico's financial crisis of 1994-95 that substantially
more resources might be needed to respond to future sovereign financial
crises. Under NAB, the number of participating countries will be increased
to 25, and the total amount of credit available in NAB will be up to about
$45.5 billion, which is composed of the $22,7 billion available under GAB
and an additional $22.7 billion for NAB. NAB could be activated when
participants representing 80 percent of the credit lines' resources
determine that there is a threat to the international financial system, This
could make it more difficult to use NAB than GAB, since GAB requires only a
60-percent approval for activation. As you know, NAB has not yet entered
into force.

In the past, IMF has borrowed funds from official sources other than
through GAB. The largest such borrowing arrangements were in 1979 and
1981. In 1979 IMF concluded a series of borrowing agreements with a group
of 14 industrial and oil exporting countries to finance IMF's supplementary
financing facility, which was designed to assist members whose balance of
payments deficits were large in relation to their quotas. In 1981, due to the
continued high demand for rm financing, IF concluded individual
borrowing agreements with various central banks and the Bank for
International Settlements. 15 The 1979 and 1981 borrowing arrangements
totaled SDR 23.1 billion (roughly $31 billion at today's dollar/SDR exchange
rate). L F's most recent bilateral borrowing arrangement was a SDR
3 billion arrangement with Japan in 1986. At one point, in 1985, IMF
borrowings from member governments (under all borrowing
arrangements) equalled almost 42 percent of outstanding IMF credit
(loans).

TDhe Gi0 consists of i anor industrialized countries that consult on general econonc and financial
matn7 The I I countries art- Belgium, canada. 'rance, Germany, Italy, Japan, the Netherlands,
Sweden, Switzerland, the United Kingdom, and the United States.

"BIS is an organization of central banks that is based in Basle, Switzerland It is the pnrcpal forum for
consultation, cooperation, and information exchange among central bankers
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According to a u.s. Treasury official, the option to borrow funds from
private sources was last seriously considered in the early 198. According
to an IMF official, the imp's stucture is based on cooperation with its
members, and that is what it considers to be its source of financing.
According to a u.s. Treasury Department official, aw decided not to borrow
from private capital markets in the early 1980s for a number of reasons.
First, it was believed that the cooperative nature of the institution might
be undermined were imp to begin relying on private sources, rather than its
membership, to fund its operations. Also, there was a concern about the
consequences of having [MF, which seeks to stabilize international capital
markets, rely on those markets for its funding. And, there was uncertainty
about whether IhF could have borrowed the amount of funds it needed
from private markets quickly enough to employ them as needed.

IMF's Gold Holdings IMF also has gold holdings that some have suggested it could potentially
use to fund its operations. Currently it holds about 103.4 million fine
ounces of gold at designated depositories in four member countries.1 [MF
acquired most of its gold prior to 1978, when mpvs Articles of Agreement
required that in most cases 25 percent of members' quota subscriptions be
paid in gold and transactions between member countries and im normally
be conducted in gold.

IMF values its gold at SDR 35 per ounce (about $47 per ounce), 17 the original
cost at which the gold was acquired. Therefore, IMF's gold holdings are
valued on IMF's balance sheet at sDn 3.6 billion (about $4.8 billion).
However, [MF estimates and makes public as a note to its balance sheet the
current market value of its gold holdings based on the market price. In
April 1998 Uip estimated its gold was worth about $32 billion. Were IMF to
decide to sell some of its gold, it is unclear how much money could be
raised because the world price likely would be affected as a result of the
sale.

The regular use of gold in [IF transactions ended in 1978, when mF'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. Under its amended articles, IMF may sell
gold oufight on the basis of market prices and nay accept gold in the

vwhe member couwes ame Fhvnce, Inia, the UnitedSW^te, an the United Kingdom. Tes gold
hokldnp represented about 9.6 percent of world gold holdin March IR

"7Except(for a wnail amount (21,396 ounces) that a member government gave to IMF in December 1992
in partial settlemnt of an overdue loan obgtpbon IMF values this amount at SDR & I million (about
$6.8 milbo currently)
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discharge of a member's obligations to IMF at an agreed price on the basis
of market prices at the time of acceptance. IMF's General Counsel told us
that IMF does not have authority to engage in any other gold
transactions-including loans, leases, or use of gold as
collateral-because these uses are not expressly allowed under IMp
articles.

Although irm may sell gold to raise funds, it does not regard gold holdings
to be a liquid asset and, therefore, does not consider gold to be a liquid
resource for lending purposes. According to .otp documents and IMF
officials, the principal reason for not considering gold to be a liquid asset
is that IMF's Articles of Agreement require that any sale of gold be
approved by IMF's Board of Governors by an 85-percent majority of total
voting power. Thus, any group of countries that holds more than 15
percent of IMp's voting power could prevent a gold sale. For instance, the
United States, which has nearly an 18-percent share of imp's voting power,
could unilaterally block a gold sale.'18

In 1995, IMp's Executive Board adopted a policy on gold. The policy
contained these principles:

" As an undervalued asset held by IMP, gold provides a fundamental strength
to IMF'S balance sheet. Any mobilization of IMF's gold should avoid
weakening IMF'S overall financial position.

" IMF should continue to hold a relatively large amount of gold among its
assets, not only for prudential reasons, but also to meet unforeseen
contingencies.

" IMF has a systemic responsibility to avoid causing disnptions to the
functioning of the gold market.

" The profits from any sales of gold should be retained and only the income
deriving from the investment of those profits used for any operations that
might be agreed.

N Hinder t S law, the execunve branch may not ap)'rov IMi dJisposiftins of gold over 25 million
ounces benefiting individual IMF memlwr counties or particular segments of IMP membership unle s
the Congress by law authonzes the disposition (22 t' S C 2') Accordng to a I.S Trea sury official,
because 25 mllllion ounces of IF gold wre sol Iletweir' i1!(; and I ,so for the lienetfi of a particular
segmrnt of IMF membership, any further sale of goild ifor tlu benefit o a particular segment of IMp
iiermln'hili

) re |uiri staltiory approval,
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Extent of Public
Disclosure of LMF's
Financial Condition

Audits of IMF's Financial
Statements

As I have already indicated, it is not possible in a timely manner to
determine from publicly available sources what resources n has
available for operations. Information on the availability of and actual use
of [tps resources is regularly provided to its members, including the u.s.
Treasury, in quarterly operational budgets and periodic liquidity reviews
prepared by aw staff. These documents provide considerable detail about
iMp's financial condition. For example, the operational budget specifies the
amounts of usable currencies to be used in purchases, repurchases, and
other ni financial transactions e::pected to take place during that period.
The liquidity reviews provide information on developments affecting hip's
liquidity, 2-year projections of the use of ip's resources, and trends in im
liquidity estimates. However, these documents are not publicly available.
According to MF, these documents contain information that could be
market sensitive because they include judgment calls about which
members' currencies are strong or weak,

ass publicly available quarterly and annual financial statements do not
disclose the amount of usable currencies, although this is reported in IMF's
annual report. The amount of usable currencies and the commitments nMF
is likely to make can be determined using additional nonpublic documents.
The publicly available financial statements do not show the adjustment
factors that IMF uses to estimate its liquidity.

i[F and t.s. Treasury officials told us that few people outside of IMF use or
rely on [up's public financial statements for information about niWs
financial condition or liquidity, and [Fand Treasury officials indicated
that most potential users of financial statements do not consider them to
be very useful for decsionmaking purposes. Moreover, according to
private sector investment analysts we spoke with, the financial markets
are more interested in information wi has about individual country
programs and information in its International Financial Statistics.

[up's financial statements are audited annually and, according to IMF
officials, have received "clean," or unqualified audit opinions from the EAc.
We have not reviewed the audit work supporting the opinions or assessed
the independence of the EAc. The E.c consists of three people who are
nominated by IF members and are approved by the Executive Board to
serve 1-year terms. At least one person has to be nominated by one of the
six largest quota holders of IMF (United States, Germany, Japan, the United
Kingdom, France, and Saudi Arabia). Of the three members, a chairman is

PQAOr.NsLAD-995420rat 17
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selected at the end of the I year term to serve an additional year. The Ec
reports to wFs Managing Director and to the Executive Board.

To enable the E c to express an opinion on whether imFs financial
statements present fairly the Fund's financial position and results of
operations, the F.c relies on an audit by a certified public accounting (CPA)
frm--which is selected by the Managing Director. The CPA firm issues an
advisory letter to the Ec that contains the CPA firm's opinion on the
financial statements. The EAc discusses the audit with the CPA firm and
reviews its work papers, and then the EAc issues an audit opinion on IMF's

financial statements. If the Eic has any audit issues or recommendations
for improvements, it issues its views and suggestions to the Managing
Director and the Executive Board. Again, we have not tested the work of
the EAc and cannot comment on the reasonableness of its audit opinion.
The ,tF has commissioned a study of its internal audit and evaluation
function and how it obtains its external audit, and expects to have a report
on these matters in September 1998,

Mr. Chairman, this concludes my prepared statement. I will be happy to
answer any questions you or other Members may have.

GAOf -N5AD-OS.20Page 18
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The International Monetary Fund's Current
Lending

You asked us to provide information on aW/s current lending. Figure I
shows members' currency purchases outstanding trom MWs general
resources account (G) as of May 31, 1998.' As the figure shows, W had
about $70 billion In outstanding loans at that time. About $48.4 billion, or
70 percent, of these loans went to developing cities, and the other
$20.3 billion, or 30 percent, had been borrowed' , countries in transition.'
No industrial countries had outstanding borrowings from 1W at that time. 3

Figure I does not include about $8.4 billion of outstanding loans from
non-GRA w lending facilities '

'1r fnarncing innot acted In the om ot lo When a Country borvow front lw, I
"purclaee" the current it nee son IM with an eqivaenM ount or its own curency and then
n "pura Its ownureny later uing ecial drawig rots (SDR) or other cmv'e on tems

etblished by IMF. The SDR iW unit of count tha IM us to detnmnste all Us Utnsactr& Ita
value congwies a weogohd a-te of the values o five currencifs deutsce mark, ech frnc,
Japanese M pound terft and U.S dollar.

%WM? consides 130 member a an to be develpfng ountrie and 28 me ber conuries to be
coun isn tru tion ("it is, amu e tht either comprised the fomer Sovet Union or
Soietdomlnated Ematn or Central Europe).

2IMY cwnde 24 member to be isdutulaslled countrim Australa, AuW , Belu, Canad
Denmark, Finland, France, Germany, Greece, Iceland, Ireland, Italy, Japan. Luxembour the
Nethertamnda, New Zealand, Norway, Poetugl, Sn Karmno, Spain, Sweden, Swftaeriand the United
Kingdom, and the United Sttes.

'Much of his lending was on ooncsnional (below macret inw tnrrate) terms to the Poorest IMF
member counres

GA~tf-NtAD4SUOpop to
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Flgu 1.1: UIs Estimated Currency Purches, May 31,1996

$70 billion

Transition countries 29.5%

Developing countries 70.5%

Normal Limits to
Borrowing From IMF

Note Figures include purchases from the general resources account only The May 31, 1998, rate
of $1.33536 was used to conven $DR's into U.S dollars

The amount of funds that a member country may borrow from IMF is
typically limited to a certain percentage of that member's quota-5 This is
true both for individual financing programs and for the total amount of
funds that a member can borrow from IMF. Current rules governing use of
IMF's general resources account permit an IMF member to borrow an
amount equal to 100 percent of its quota per year, with a cumulative limit
of 300 percent, unless exceptional circumstances permit. These limits
exclude drawings under 'special facilities," such as the concessional
(below market interest rate) Enhanced Structural Adjustment Facility.
These limits were last changed in 1994, when the yearly limit on borrowing
was increased from 68 percent of quota to 100 percent.

In the past 3 years, IMF has provided financing to a number of large
developing countries that have experienced financial crises. IMF's financial
assistance to Mexico in 1995 and its 1997-98 financing programs for

Quotas are the membership dues that countries pay when they join IMF. In addition to determinrdng

access to IMF resomces, a member's quota determines its voong power in IMF and is the basis for
determining its share in the allocation of SDRs to IMF members

GAO/T-NSL-9&220Page21
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The int*ruaboaad Moetry IPund'as Current
Leading

Thailand, Indonesia, and Korea all were well in excess of the normal limit
on cumulative borrowing. Mexico's 1995 assistance program from IMF
amounted to 688 percent of its quota. Thailand's July 1997 financing
arrangement with IMF was about $3.9 billion, or about 500 percent of its
quota. Indonesia's November 1,997 IMF financing arrangement for about
$10.1 billion, which was augmented by an additional $1.3 billion on July 15,
1998, now totals about 557 percent of its quota. Korea's December 1997
program of about $21 billion was equivalent to about 1,940 percent of its
quota.

Charges on IMF
Currency Purchases

A member borrowing funds from IMF pays various charges to cover IMP's
operational expenses, including compensation paid to the member whose
currency it is borrowing. Presently, a borrower typically pays in service
charges and commitment fees about one-half of I percent of the amount
borrowed and in interest charges about 4.6 percent. This 4.6 percent is the
SDR interest rate 6 (about 4.3 percent, as of July 20, 1998) plus an amount
that is designed to allow IMp to meet its annual administrative expenses,
cover any overdue finance charges that members have not yet paid, and
compensate members whose currencies have been purchased by other IMP
members,

'he SDR interest rate is determined by reference to a combi" 'd market interest rate, which is a
weighted average of yelds or rates of short-term insatnments in the capital markets of the five
members whose currencies comprise the SDR.

GAOr-NS1AI-*S-20(711367) Page 2
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ANSWERS TO REPRESENTATIVE DOOLITTLE'S
QUESTION ON IMF

Question: Did the Brandt Commission recommend that IMF raise funds from

private capital markets? Why was this recommendation not

implemented?

The Independent Commission on Development Issues, known as the Brandt Commission,

was a panel of experts convened to explore the issue of ending absolute poverty in

developing nations and reducing the gap between rich and poor countries. The

Commission, founded and chaired by former West German Chancellor Willy Brandt, began

deliberations in 1978, and in 1980 issued its report, North-South: A Program for Survival.

Citing both North-South economic ineqfiality and dangers posed by the international

economic system, the Commission's report recommended establishment of a new

international economic order. A principal means for establishing this new system was a

recommendation that industrial countries transfer a large amount of resources to

developing nations to aid their economic development and reduce the income gap. The

Commission urged that the burden of providing these resources be widely shared by

industrial country governments and their citizens, transnational corporations, and

international organizations-including the IMF. The Commission proposed that IMF (1)

sell the bulk of its gold holdings and use the profits to increase concessional lending to

its poorest members, and (2) use the remaining gold as collateral to borrow substantial

funds from private markets to lend primarily to middle-income members. The

Commission also made other major recommendations concerning IMF and restructuring

the international monetary system. Notably, it advocated a new allocation of special

(rawing rights, (SDR) and that the SDR become the world's principal currency reserve

asset, replacing gold and national currencies such as the U.S. dollar.
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The Brandt Commission Report's recommendation that IMF sell gold and borrow funds

from private markets were not implemented. IMF did sell about one-third of its gold

holdings during 1976-80 to finance an increase in concessional lending, but these sales

already had begun by 1976. According to a U.S. Treasury Department official, IMF

decided not to borrow from private capital markets in the early 1980s for a number of

reasons. First, it was believed that the cooperative nature of the institution might be

undermined were IMF to begin relying on private sources, rather than its membership, to

fund its operations. Also, there was a concern about the consequences of having IMF,

which seeks to stabilize international capital markets, rely on those markets for its

funding. And, there was uncertainty about whether IMF could have borrowed the amount

of funds it needed from private markets quickly enough to employ them as needed.
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ANSWERS TO REPRESENTATIVE SANFORD'S
QUESTIONS ON IMF

Has IMF's mission expanded beyond its traditional role of helping finance

members' temporary balance of payments problems? Especially in Russia, is

IMF now engaged in "nation-building' and other, more political objectives

than in the past?

IMF's mandate, as expressed in Article I of its Articles of Agreement, has not changed

since the institution was founded in 1945. IMF's mandate is to:

- Promote international monetary cooperation through a permanent institution

which provides the machinery for consultation and collaboration on international

monetary problems;

- Facilitate the expansion and balanced growth of international trade, and to

contribute thereby to the promotion and maintenance of high levels of

employment and real income and to the development of the productive resources

of all members as primary objectives of economic policy;

- Promote exchange rate stability, to maintain orderly exchange rate arrangements

among members, and to avoid competitive exchange depreciation;

- Assist in the establishment of a multilateral system of payments in respect of

current transactions between members and in the elimination of foreign exchange

restrictions which hamper the growth of world trade;

- Give confidence to members by making the general resources of IMF temporarily

available to them under adequate safeguards, thus providing them with

opportunity to correct maladjustments in their balance of payments without

resorting to measures destructive of national or international prosperity; and

- In accordance with the above, to shorten the duration and lessen the degree of

disequilibrium in the international balances of payments of members.
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Implementation of this mandate has been fairly flexible, and IMPs role in the world

economy has changed substantially over time as the world economy has changed. For

the first 25 years of its existence, IMF helped to maintain the system of fixed exchange

rates that governed the post-war global economy. IMF financing helped member

countries to resolve temporary balance of payments problems without engaging in

competitive currency devaluations, which posed a threat to the stability of that system.

Both industrial and developing countries used IMF financing during this period. The fixed

exchange rate system broke down in the 1970s, and IMF played a role in helping member

countries adjust to the new floating exchange rate regime that replaced it. For example,

in 1978 the United States drew more than $2.9 billion from its own reserve tranche and

more than $1.9 billion from IMF currency holdings. According to a U.S. Treasury official,

the United States needed the funds to help stabilize the U.S. dollar's exchange rate. Other

industrial countries also used IMF financing in the late 1970s.

However, demand for IMF financing from developing countries has increased rapidly, due

in part to the oil shocks of the 1970s and the developing country debt crisis of the early

1980s. By 1980, 82 percent of outstanding IMF credit was to developing countries, up

from about one-third in 1970. A substantial share of these funds were resources that IMF

had borrowed from member countries in order to meet the growing demand. Since the

early 1990s, all outstanding IMF credit has been to developing countries. This change and

the central role IMF has played in helping to resolve the debt crisis of developing

countries potentially has shifted the institution's mission in favor of economic

development.

In the 1990s, two new developments further altered IMF's role in the global economy, but

perhaps not as dramatically as developments in the 1970s and 1980s. First, an

increasingly large share of IMF lending has been employed to arrest sudden, unexpected

reversals of private investor confidence in developing countries that received much of

their external financing from private sources. To help such countries overcome liquidity

crises, IMF lent about $12.5 billion to Mexico in 1995; and, between July 1997 and May

1998, about $2.7 billion to Thailand, about $3.9 billion to Indonesia, and about $16.2
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billion to Korea. As of May 31, 1998, about 41 percent of the $77 billion of outstanding

IMF credit was to these four countries. Second, IMF began lending to a new kind of

member country: those transitioning from Communism. As of May 31, 1998, about 27

percent of IMF's outstanding credit was to transition countries (this does not include the

new financing for Russia which was announced on July 20, 1998). IMF conditionality has

also changed during this time. Greater emphasis is now placed on reforming and

restructuring borrowing countries' financial sectors. IMF's argument has been that, since

problems in these countries' financial sector were major causes of the sudden loss of

market confidence, a requirement that they solve these problems is appropriate.

2. What is the cost to U.S. taxpayers of the U.S. contribution to IMF, in terms of

the spread between the interest the United States earns on its contribution

to IMF and the earnings those funds could yield were they put to another

use?

Under conventions governing U.S. budgetary treatment of IMF, any expenditures (outlays)

arising from transactions with IMF are considered to be offset by the increase in the U.S.

reserve position in IMF. Because the United States receives in return for any such

expenditure a liquid, interest-bearing claim on IMF, U.S. transactions with IMF have been

determined to have no net impact on the budget.

Nevertheless, U.S. transactions with IMF do give rise to financial flows that result in gains

and losses to the U.S. Treasury. An April 1998 Congressional Research Service identified

three types of financial flows that result from U.S. transactions with IMF:

- increases or decreases in Treasury's borrowing costs when the United States

makes funds available to IMF for lending or when IMF repays those funds to the

United States;

- gains due to receipts from IMF, mostly from interest paid ("remuneration") by-

IMF to the United States on its use of U.S. funds; and



- foreign exchange gains or losses due to changes in the exchange rate between

the U.S. dollar and IMF's unit of account, the special drawing right (SDR).

The Congressional Research Service (CRS) report analyzed the gains and losses that

resulted from these flows during 1980-97 and an earlier period. For 1980-97, CRS found

that the cumulative affect of these three types of financial flows was a net gain to the

U.S. Treasury of $1.3 billion, an amount equivalent to about $73 million per year. CRS

found that during the 18 year period, the implied interest cost to the U.S. Treasury from

increased borrowing due to U.S. contributions to IMF exceeded the interest the United

States earned on IMF's use of its funds by $227 million, or about $13 million annually.

The U.S. Treasury's interest costs are affected both by the amount borrowed and by U.S.

domestic interest rates. CRS found that they are not fully offset by receipts from IMF for

three reasons: (1) the composite SDR interest rate is lower than the U.S. domestic

interest rate, primarily because of particularly low Japanese domestic rates; (2) members'

reserve tranche positions are not fully remunerated; and (3) there is an adjustment

downward to the rate of remuneration for burden-sharing, that is, for countries that are in

arrears to IMF.

However, CRS also found that United States gained $1.5 billion from the third type of

flow, foreign exchange gains arising from changes in the dollar/SDR exchange rate. The

United States, like other IMF members, is required to maintain the value of IMF's

holdings of its currency constant in terms of SDRs. When the dollar/SDR exchange rate

changes so that the dollar is worth less relative to the SDR, the United States must add

dollars to those holdings to keep their value in SDR terms constant-a loss to the U.S.

Treasury. Similarly, when the dollar rises in value relative to the SDR, a revaluation the

other way produces a U.S. gain. These valuation changes accounted for the net gain of

about $1.3 billion during the 1980-97 period.



3. How can IM financing be called 'loans" when there is no loan period (i.e.,

maturity) and no takeout?

As is described in our written statement, the form that IMF financing takes is unusual. A

member can draw on that portion of the funds that it has contributed to IMF that was

paid in freely usable currency or SDRs (called its "reserve assets" or "initial reserve

tranche position") as needed without prior IMF approval. Members are not obligated to

replenish those funds with hard currencies. When a country needs funds from IMF other

than from its reservee tranche position IMF does not loan the funds to the country, per se.

Rather, the country "purchases" the currency it needs from IMF with an equivalent

amount of its own currency and then later "repurchases" its own currency using SDRs or

other currency on terms established by IMF. A small share (currently about 11 percent of

outstanding credit) of the financing IMF provides to members does consist of true "loans."

These are the concessional (below market interest rates) loans IMF provides to its

poorest member countries, primarily under its Enhanced Structural Adjustment Facility.

Although most IMF financing is not structured as loans, all IMF financing is often referred

to as being loans as a matter of convenience.

IMF financing (excluding reserve tranche position drawings, which do not have to be

replenished) has a time limit on drawings and a fixed maturity and repayment schedule.

For most IMF financing, drawings may be made over 3 years, after which repayment

(repurchases) begins, and all the funds must be repaid within 5 years. Some financing,

notably under IMF's Extended Funds Facility (EFF), has a longer term because the

borrowing country's structural adjustment efforts are considered to require longer to take

effect and reverse the balance of payments problem. For EFF financing, repayment

normally starts after 4.5 years and all funds must be repaid within 10 years. About $3

billion of the $11.2 billion in new IMF financing for Russia will be lent on these extended

terms. Other IMF financing has more stringent terms than is typical. In particular, the

Supplemental Reserve Facility (SRF), created in December 1997, has a shorter repayment
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period (1-2 years) and higher charges (starting at 3 percent above IMPs normal rate of

interest of about 4.5 percent). About $5.4 billion of IMFs new funds for Russia will be

lent on SRF terms.

Most IMF financing also carries conditions; that is, macroeconomic and structural

adjustment policies borrowers have to implement in exchange for the financing. No

conditions are required for reserve tranche position drawings. Drawings in excess of the

reserve tranche position usually carry conditions which generally are more demanding the

more a member borrows relative to its quota. IMF's concessional loans also have

conditions attached. IMF usually phases disbursement of funds on the meeting of specific

performance criteria as outlined in the conditionality program.



78

IMF says agency has funds forotber bailouts

my Ad= hwam
WASHIN(GTON, Aug 30 (Reuters) -With financial turmoil spreading fast, the International Monetary Fund has toned down months of
warnings it could be crippled by a cash shortage, hoping to soothe nmarkes but raking a congressional rebuffas it seeks new U S.
funding.

IMF Managing Dirctor Michel Camidessus told a news conference on Friday the lending agency could arrange new loan packages to
bad out countries in crisis despite past warnings to Congress that is cash reserves night be too low.

'Much has been said about the renaming usable resources of the IMF and the IMF's response to future requests for assistance,"
Cansdessus said

Let me be absolutely clear We still have both normal fund resources available to help our member as well as, under appropriate
circumstances, resources from the GiAB (General Arrangements to Borrow, the IMF emergency fund tapped in July to aid Russia)."

Assurances that the IMF could arrange new bailouts nay comfort panic-stncken markets and countries affected by the crisis m Russia
and Asia, but they could also give ammunition to the IMF's congressional critics

These critis have accused the Washington-based agency and the U S administration ofexaggerating the IMF's financial problera to
persuade Congress to support a massive increase in funding

The admistraton has asked Congress to approve an $18 billion package for the IMF, saying it would replenish reserves drained by
multibilhon-dollar rescue deals for Russia and three Asian countries and arm the agency with enough cash for the next global financial
ergency

The package, approved by the Senate in March, has stalled in the House ofRepresentatives

Analysts say with emerging niakets in turmoil, lawmakers returning from the" August recess have a new incentive to approve the IMF
package and new reason to fear they will be blamed for U.S stock market losses iffthey do not.

-I believe the United statess should pass the increased level of funding for the IMF," Senate Budget Comttee Chaimian Pete Domenrici,
a New Mcaco Republican, told ACs This Week programme

[Mt major pitfalls remain

The financial meltdown in Russia has further undetmnned confidence in the IMF, already accused in Congress of using the %Tong
recipes to help Asia's troubled economies

.The Intemational Monetary Fund resources provided to Russia have been squandered," Republican Representative Jm Saxton of New
Jesey, chainmn ofthe Joint Economc Comittee, said in a terse statement

Despite his support for the IMF, Domnieci said he did not want any more ofits rrmoney going to Russia at this time

Camdicssus' prurrase to support future rescue packages if needed could also give fuel to the IMF's opposition

Sason has argued for months that the agency has more than enough cash on hand, contrary to estimates by fund oflictals and the US
Treasury l)epartrent. Sa.4on has said that the IMF holds $43 billion in usable quotas and $32 billion in gold and that it could borrow
billions more under the minerall Agreements to Borrow.

1,' contrast, Caidessus' deputy, Stanley Fischer, warned in July that the fund was tapped out 'Even with the GAB, we don't regard
ourselves as having lendable resources .. It cannot continue this way," Fischer said

U S. Deputy Treasury Secretary lawience Surmrs has aLso repeatedly warned that the IMF's low reserves night jeopardise its ability to
respond to future financial cnses.

. Its lack of resources could well become a constraint to action in case further problern anse, and by reducing confidence, its lack of
resources make future problemsnmore likely." Sumriers told the National Civemors' Association on Aug 4

aSnd"yA~wW 30,1 W ft"
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But with global financial nrkets on edge and investors prone to panic, the IMF and the U.S. admnsmtration ame now under pressure to
play down the risk that the 0M will run out ofmtrianey, letting crises spread unchecked to Latin Amerca and emerging mrketa s other
pats of the world.

If a country asks for our assistance in support of a strong progrann, we will reconitnod to the (IM ) emcutive board the nornafly
justified level of support, Cndessus told reporters on Friday,

-f at sore point, we run out of resources, the international conuaunity will have to face is responsibility and decide whether countries
that are helping themselves should be abandoned by the international conrunity, I eNect that these countries will receive the
necessary assLtance," he sad

16:38 08-30-98
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INTERNATIONAL MONETARY FUND

WASHINGTON, 0.C. 20431

iit OEW VY NAVAG6I M aP T

July23, 1998

Mr. Harold J. Johnson, Jr.
Asaoduze Director
United States Gneral Accounting Office
441 0Street, NW,
Washiagto, D.C. 20548

Dear Mr Johnson:

Iam writing to you about your planned testimony the Joint Economic Committee
on the Omrias Mon rwy Fund- Obwerm ono it Finavncal Conditions The text of
the testimony was made available to me through the U.S. Treasury Department.

I appreciated th.. opportunity to talk to you and your coleagues on Tuesday, but am
very disappointed that the main commnms I made were not taken into account. My concerns
relate especially to your presentation of the Fund's liquidity position in Table 2, and the
associated text.

The table and suggeed revision of the text that I faxed to you on Tuesday evening is
a correct rmpresentation of the Fund's position, The Fund's uncommitted usable resources
($43 billion as of July 20, 1998y are ajuated not only by the need to hold working balances,
equivalent to 10 percent of the quotas of members in the operational budget (see Box I of
EBS/91/45 (3/9/93), a copy of which was given to your office), but also to provide a
reasonable cushion, or reserve, against potential drawings by members on their reserve
tranche positions. This cushion has for many years varied between 25-30 percent of total
reserve trtnche positionsI Total reserve tranche positions amounted to S70 billion on July 20
While the Fund does not formalize this reserve in its documents, it has been a contact feature
of the Fund's management of its liquidity position, and it would be wrong to ignore this factor
when assessing the Fund's liquidity position. As I explained to you on Tuesday, we would put
this reserve at 321 billion as of July 20. This would leave net uncommitted resources available
for lending at S10 billion.

IFor example, in EBS/80/272 (12/17/80), the staffnoted th.,t "the Fund should maintain a
'notional' reserve against reserve tranche positions ard loan claims held on the Fund, In
present circumstances, a reserve of about one quarter could be conceived...."The same
thought was recently expressed in EBS/97/46, 3/18/97.
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As explAined to you on Tueday, t re is a icttial mw- in thef i srparsp~ h on
page 10. Speciicaly, the S12 billion adjustmt how in the row Adustment factor" in
Table 2, constittes the working balances which are qui to be equal to 10 percent of
quotas of members included in tih operational budge The satec In that pWaph
beginning "The second compon ...." is wrog. because the 10 pacst requimen z applies
to the working blames. In addtion as indi aed abo, a reusehas to be bld against the
possibility tht countries may draw on their ruwvn traches, This amounts to 521 billion, as
previously explained, and should be shown In the secon last row of the column headed
"Approach 1" in Table 2. That would leave $10 billion for lending operations (before the
Russia loan).

An alternative way of explaining the difficult in Table 2 is to not that the amount
shown in the last row, in the "Approach I" column of the current version of the table, should
2a be descibed as "resources avail"le for operatons". Rather the are two potential uses
of the $31 billion; (i) as reseves required to be held against potential reswe tranche drawings
(S21 billion) and (ii) fbr operations (SO bio0n).

As you state, the dat in Table 2 do not include our rean loan to Russiia As a nwazlt
of cbta loan, the F lnd's reserve tranche abilities have ris to S76 billion, usable assets now
amount to $27 billion, and, after taking into account the 30 percent resere to meet possible
reserve tuwhe encashmenis (almost S23 btlUion), the Fund's net uncommitm usable assets
are of the order ofS billion. Historcally, these aret eareey low figures in the contea of
the Fund.

Let me brley mention two other points. Fmrt, the second complete paragraph on
page 2 describes the Fund's accoutng standards. As you note, the Fund's accounting
st&adards do not differ materially from either US genery accepted accounting principles or
intnational d ntug stadard The Fund's agents are audited in acordance with
enerally accepted auditing standards by an External Audit Committee, which is appointed by

the Executive Board and reports to the Board of Governors of the Fund ThIe Fund's financial
statements ae published on a quartery basis and have been found by the Fund's External
Auditors to be complete and fisly transparent I believe these facts, which ware known to
you, should.have been reflected in your testimony.

Second, you note that the Fund's usable assets am not dislosed in the quarterly and
a&nwal fiacial statements. As was explained to your colleagues, the determination of the
Fund's usable assets is a matter of the funi's operational policies conducted in accordance

ith the Fund's Articles of Agreemant and decisions of the Fcutive Board. Acordingly
calculations showing e amount ofusab a s am prentd sepaately, but reularty
(quartedy) to the Executive Board of the W. The financial statetnes are, u they should be,.
a true end fair view ofthe Fund's overall financial position and of the fimncTl results and
transactions during a particular period. In my meeting lM month with the External Audit
Committee, I was assured that the accounts were of the highest possible quality and clarity,
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1 aml sory to have to bij dume points to your attention, but unfortunately, the
testimony does not dojustice to the Fund's position. I would be happy to discuss these
mattasAVYoW hyou.

Yours sinceWty,

Actintg Managing Director
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DEPARTMENT OF THE TREASURY
WASHINGTON

ASSISTANTs UgccrARY

July 23, 19Q98

Harold 1. Johnson, fr.
Associate Director
International Relations and Trade Issues
National Security and International Affairs Division
Geneal Accounting Office
441 G. St., N.W.
Washington, DC 20548

Dear Mr. Johnson:

I am writing in regards to the statement "International Monetary Fund, Observations on Its
Financial Condition" prepared for your testimony today before the Joint Economic Committee.
First, I would like to thank you and your staff for consulting with the Treasury Department duringthe preparation of the statement and for your efforts to make best use of all information providedto your staff by the-Treasury Department, the Office of the U.S. Executive Director to the IMF,
and by IMF staff and management.

In particular we appreciated the opportunity to comment on and discuss with GAO staff anadvance copy of the written statement. During that discussion we identified a number of points inthe text and the accompanying tables and graphs which were either misleading or incorrect. Weappreciate that GAO made a number of technical and editorial changes based on our suggestions.However, on a number of other points, some critical to an accurate portrayal of the RAMF'sfinancial condition, either no amendment was made or the change did not correct the problem.

I have asked Treasury staff to convey separately to you a detailed listing of all of our remainingconcerns. At this point, I would like to highlight the most critical concern -- having to do with
the calculation of av"able IMF resources.

Table 2 on page 9 C'Approaches to Estimating IMF Reserves and Available Resources") and thesurrounding text state that there are two "alternative approaches" for determining IMF reservesthat are av"lable for IMF operations (including, in particular, the extension of new credit tomembers in need). The bottom line of-Table 2 asserts that these two approaches produce twovery different amounts: $34 billion under "Approach VW and $8-S13 billion under "Approach 2."
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This difference arises, as we pointed out on several occasions to GAO staff, because in
"Approach i" no downward adjustment is made to account for reserves that must be retained
(and are therefore not effectively available) in the event that one or more countries need to draw
on their reserve asset positions. Rather than subtracting some amount for this very plausible
contingency (witness the U.S. decision to do so in 1978), the table refers the reader to footnote b
where it is indicated that, although "a high-level IM official" confirmed that quota resources
currently valued at approximately $21 billion are indeed reserved for this contingency, no
adjustment is made under Approach I in the table because "this reserve is not included in IMF's
operational budget or liquidity reviews..."

We do not understand this reasoning. By failing to make this critical adjustment in "Approach "
while doing so in "Approach 2" it is not surpri3ing that GAO's table produces two different
bottom-line results. In addition, the text indicates that "both approaches have been cited by IMF
and Treasury officials in public discussion and have thus lead (sic) to some confusion about how
much currency holdings are really available." The reality is that, while there may be differences in
presentation or articulation in explaining how one arrives at these numbers, both the IMF and
Treasury agree on the core issue: that only a fraction of the available and uncommitted resources
currently held by the IMF is truly, effectively available, and that this amount is insufficient. Since
preparation of your testimony, further IMF decisions and transactions have reduced the total
available and uncommitted resources from S43 billion to $38 billion, and the amount that could be
committed to new programs without beginning to erode the soundness of creditor countries'
reserve positions from an estimated range of $8-13 billion to a range of $3-8 billion. IMF
management supports this judgment.

We understood, and in candor were led to believe by GAO staff, that, subject to verification by
either the Managing Director or the First Deputy Managing Director, Table 2 and the relevant
passages in the text would be amended to show that there is no substantive difference between the
conclusions generated by "Approach " and "Approach 2" about the bottom line figure. It is our
understanding that the First Deputy Managing Director provided such verification in a telephone
conversation with you. Despite this, the table continues to show two approaches that effectively
compare two different things, and relevant passages in the text have not been amended. (For
example, under the heading "Availability of IMF's Currency Holdings" there is no mention, even
in a footnote, of the need to retain reserves in the event one or more countries need to draw on
reserve assets.)

As a result, what is in many respects a lucid and clearly written GAO statement may
unintentionally contribute to misunderstanding about the IvfF's financial condition with
potentially serious consequences for that institution and its member countries, not least the United
States.
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As you note in the introduction to your written stwement, the GAO's work on these and related
matters has not been completed. I hope you will take the initiative to clarify these points in your
oral testimony ths morning, and I would urge you to consider issuing a corrigendum to the
statement to take account ofthe concerns noted above.

Sincerely,

Timothy F. Geithner
Assistant Secretary
(International Affairs)
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DEPARTMENT OF THE TREASURY
WASHINGTON, D.C.

July 23, 1998
SECRETARY OF THE

r 
TREASIURY

The Honorable JeffBingaman
Joint Economic Committee
United States Senate
Washington,D,C. 20510

Dear Jeff:

I am writing to respond to a number of erroneous assertions that have recently been made about
the remaining available resources of the IMF, I thought it would be helpful and important to
correct these misconceptions. Concerning remaining IMF resources, there should be no doubt
that, after taking account of the need to provide for certain contingencies as described below, the
IMF has the capacity to undertake prudently new lending commitments of only $3 to 8 billion
without beginning to erode the soundness of creditor countries' reserve positions.

We reach this conclusion in the following manner. After taking into account data provided by the
IMF as of July 22, which reflects Monday's decision on an augmented program for Russia and
other recent transactions, the IMF has remaining uncommitted quota resources of about $38
billion. However, for the same reasons that a bank needs to hold liquid assets to meet
withdrawals, a substantial portion (which we have estimated at $30 to 35 billion) of this $38
billion is not readily available for further lending commitments Specifically, the IMF must allow
for two types of contingencies:

first, some of this $38 billion could become unavailable in the event one or more of the
countries furnishing the component currencies encounter external financing problems; and

second, these or other creditor countries could face more severe problems impelling them
to withdraw some or all of their reserve positions in the IMF, as the United States did in
1978

Thus, taking account of the need to provide for these contingencies, we believe that the IMF has
the capacity to prudently undertake new lending commitments of only $3 to 8 billion without
beginning to erode the soundness of creditor countries' reserve positions. IMF management
supports this judgment, The Federal Reserve staff has also been consulted and also supports this
judgement. Indeed, the IMF membership has historically supported substantial quota increases at
times when the IM'F had substantially greater available resources in relative terms. That is why
the IMF and the Group ofTen member countries decided to finance the bulk of the new
commitments to Russia through the General Arrangements to Bonrow (GAB),

In addition to the available quota resources noted above, the IMF could draw on the remaining
resources available under the GAB, which amount to slightly more than $14 billion after taking
into account the $8.4 billion mobilized for the Russia program, However, these remaining
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resources in the GAB can only be called on in response to serious threats to the international
monetary system, such as that posed by PLssia's situation. That is, the GAB could not be used to
finance even a large program for a country whose problems did not pose such a threat. I am
enclosing a table detailing these points.

Turning to other issues, there have been some suggestions that the [MF should sell a portion of its
gold holdings, which would raise around $30 billion if it could be all sold at present market value,
However, these gold holdings serve as the ultimate backing for the IMF's balance sheet and its
creditors, and for this reason cannot be sold without approval of IM9 members representing 85
percent of the voting power, Accordingly, the gold does not constitute a liquid available resource
that could substitute for a quota increase.

The possibility of borrowing from the private markets has also been raised, It is extremely
unlikely that, as a substitute for the urgently required quota increase, a sufficiently large amount
could be raised quickly Also, the [MF -- ultimately dependent on the quota resources provided
by its creditor members, such as the United States -- would remain liable to repay market
borrowings, In addition, a switch to a reliance of the IMF on market borrowing rather than quota
resources would result in member governments and legislatures losing some of their control over
the funding and operation of the IM. Finally, the IMF has ever borrowed from the private
markets, and there is no authorization at present from the Executive Board to permit such
borrowing, For these reasons, we do not believe that borrowing from the market represents a
viable alternative to proceeding with a quota increase.

In summary, as I have indicated on many occasions, the IF's liquid resources have now fallen to
an imprudently low level, Failure to provide the IMF with the quota resources and funding for
the New Arrangements to Borrow that we have requested would leave it without the capacity to
respond to new crises or an intensification of the existing crisis Our view -- and I know that it is
also Chairman Greenspan's view -- is that this would constitute an unacceptable risk to U.S.
interests.

Sincerely,

Robert E Rubin

.nclosure



8

IMF Resources (As of July 22, 1998)
(S bilions')

1. Total quota subscriptions by members and reserves 199

2. Less: resources used to finance M9 outstanding credits to member countries (74)

3. Less: undrawn subscriptions of countries not now financially strong enough to lend
and other illiquid resources 2  (M

4, r a: Remaining liquid quota resources 55

5. Less: Undisbursed commitments of quota resources for approved IMF programs (J7

6. Egual : Uncommitted liquid quota resources (available for future operations
and contingencies) 38

0 A portion of these resources must be held in reserve against the possibility that (a)
some of them become illiquid because a member that had been financially strong
encounters financing problems itself; and/or (b) such problems impel these or
other members to withdraw their reserve claims on the IMF (total reserve claims
are roughly the counterpart of IMF credit shown on line 3). These contingencies
are reflected in the iMF's calculation of its liquidity ratio3. In absolute terms, and
consistent with the historic reluctance of IMF members to see the ratio decline
below the historic low of 30 percent, this portion is estimated to be: 30 to 35

0 These uncommitted liquid resources can also be used to provide new
commitments of IMF credits. The scope for additional commitments, net of
repayments of existing credits and consistent with the contingencies described
above, is estimated to be 3 to 8

This estimate includes the recent agreements to provide additional financing to Indonesia and
Russia. Given its liquidity constraints, the iMF has activated the General Arrangements to
Borrow to finance $8.4 billion of the amount committed to Russia - see next page.

IMF accounts are denominated in Special Drawing Rights, Amounts shown are dollar
equivalents, calculated at the S/SDR rate prevailing on July 22, 1998 ($1.33305).

2 includes gold with book value of $5 billion, which can be sold only with 85 percent weighted

majority, and other assets totaling less than SI bilion

SIMF's adjusted liqud assets divided by its liquid liabilities. Adjusted liquid assets are line 6 less
10 percent of quotas of countries presently financially strong enough to help finance IMF credits -- this adjustment
factor reflects contingency (a). Liquid liabilities are the reserve claims of'members referenced in contingency (b),
As of July 22, the liquidity ratio was 36.2 percent. Over the years the ratio has averaged 70 percent.



89

General Arrangements to Borrow

1. Total credit arrangements with participants (11 countries) 22.7

2. Less: Activation to finance part of program for Russia (8.4)

of which: drawn (1.9)
undrawn (6.5)

3. Eala: Uncommutted credit arrangements available for IM operations 14.3

Memorandum: Associated Borrowing Arrangement with Saudi Arabia 2.0

July 23, 1998


