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INTERNATIONAL MONETARY FUND

Reform of Quota and Voice in the International Monetary Fund—Draft Report of the
Executive Board to the Board of Governors

Prepared by the Quotas and Voice Working Group' and the Finance and Legal Departments

March 21, 2008

1. Attached for the consideration of the Executive Board is a draft Report entitled
“Reform of Quota and Voice in the International Monetary Fund: Report of the Executive
Board to the Board of Governors” (the “Report”). The draft Report sets forth a proposed
package of reforms, drawing on the most recent discussion in the Executive Board.

2. The Report recommends that the Board of Governors adopt the resolution that is
appended to the Report (the “Resolution”). The Resolution, if adopted by the Board of
Governors, would approve both: (a) the proposed second-round increases in quotas and

(b) the proposed amendment of the Articles of Agreement regarding basic votes and the
appointment of a second Alternate Executive Director.” In the Report, the Executive Board
requests the Board of Governors to vote without a meeting in accordance with Section 13 of
the By-Laws. The adoption of the Resolution requires positive responses from Governors
having an eighty-five percent majority of the total voting power. The Resolution must be
voted on as a whole.

3. Accordingly, the following decision, which may be adopted by a majority of votes
cast, is proposed for adoption by the Executive Board:

PROPOSED DECISION

1. The Executive Board: (a) adopts the report entitled “Reform of Quota and Voice in

the International Monetary Fund: Report of the Executive Board to the Board of Governors”

! Messrs. Burton (Chair), Ahmed, Anjaria, Edwards, Hagan, Kuhn, and Kincaid.

2 Once the proposed amendment is approved by the Board of Governors, it will not enter into force until it has
been accepted by three-fifths of the members, having eighty-five percent of the total voting power



that is set forth in the Annex to SM/08/83 (3/21/08) (the “Report”) and (b) recommends the
adoption by the Board of Governors of the resolution set forth in the Appendix to the Report

(the “Resolution”).

2. The Executive Board notes that the Secretary has been authorized and directed by the
Chairman of the Board of Governors of the Fund to bring before the Board of Governors on
his behalf by rapid means of communication the proposal of the Executive Board introducing
modifications in the Articles of Agreement as set forth in the Report. The Executive Board
authorizes and directs the Secretary to send to each member of the Fund the proposal of the
Executive Board set forth in the Report, with a request for a vote by each Governor on the

Resolution.

3. The Board of Governors is requested, pursuant to Section 13 of the By-Laws, to vote
without meeting on the Resolution. To be valid, votes must be received at the seat of the
Fund before 6:00 p.m., Washington time, on April 28, 2008. Votes received after that time

will not be counted.

4. All votes cast pursuant to this decision shall be held in the custody of the Secretary

until counted, and all proceedings with respect thereto shall be confidential until the

Executive Board determines the result of the vote.

5 The effective date of the Resolution shall be the last day allowed for voting.



6. The Secretary is authorized to take such action as he shall deem necessary or

appropriate in order to carry out the purposes of this decision.
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Reform of Quota and Voice in the International Monetary Fund: Report of the
Executive Board to the Board of Governors

March | ], 2008

INTRODUCTION

1. The Resolution on Quota and Voice Reform adopted by the Board of Governors on
the occasion of the Fund’s Annual Meeting in Singapore in September 2006 (Resolution
61-5, September 18, 2006) (the “Singapore Resolution”) requested that the Executive Board
complete within two years a reform program to enhance the credibility and effectiveness of
the Fund, building on the first step taken in the Singapore Resolution. This report sets out a
proposal for a second-round package of reforms consistent with the framework agreed in the
Singapore Resolution and, to that end, recommends that the Board of Governors approve the
resolution that is appended to this Report (the “Resolution”). The key objectives of the
proposed reforms agreed in the Report of the Executive Board to the Board of Governors in
September 2006 are: (1) to make significant progress in realigning quota shares with
members’ relative weight and role in global economy and to make quota and voting shares
more responsive to changes in global economic realities in the future, and (ii) equally
important, to enhance the participation and voice of low-income countries, for which the
Fund plays an important advisory and financing role.

2. This report is organized as follows: Part I discusses the proposed reform package.
Part II provides a Commentary on the proposed amendment of the Articles of Agreement set
forth in Attachment II of the Resolution that would: (a) have the effect of increasing the
number of basic votes of members and establish a mechanism to ensure that the ratio of the
sum of the basic votes of all members to the sum of the members’ total voting power remains
constant and (b) enable each Executive Director elected by a large number of members to
appoint a second Alternate Executive Director. Part I1I describes the procedure for adopting
amendments of the Fund’s Articles of Agreement. The Resolution is set forth in the
Appendix.



I. OVERVIEW OF THE PROPOSED REFORM PACKAGE

3. The proposed reform package reflects extensive discussions by the Executive Board
since the Singapore Resolution.® It also reflects the further guidance provided by the
International Monetary and Financial Committee (IMFC) at its April and October 2007
meetings, including in response to the October 2007 progress report of the Executive Board
to the Board of Governors.* The proposal seeks to balance the differing views and priorities
of members, and agreement has required difficult compromises on the part of all members.’
At the same time, this agreement reflects the commitment of the membership to the Fund’s
future by enhancing its effectiveness, credibility, and legitimacy.

A. New Quota Formula

4. In considering the new quota formula, the Board has been guided by the request from
the Board of Governors that the new formula provide a simpler and more transparent means
of capturing members’ relative positions in the global economy. In addition, the Executive
Board has taken into account the need for the new formula to be consistent with the multiple
roles of quotas; to be feasible to implement statistically; and to produce results that are
broadly acceptable to the membership. While many members have reservations about aspects
of the new formula, it represents a major improvement over the existing five formulas,® and
the Executive Board considers that it provides a reasonable basis for guiding the second
round of ad hoc quota increases.

* Quotas—Further Thoughts on a New Quota Formula (SM/06/378, November 22, 2006); A New Quota
Formula—Additional Considerations (SM/07/108, March 14, 2007); Quota and Voice Reform—Stocktaking
and Further Considerations (SM/07/252, July 11, 2007); The Chairman’s Summing Up, Quota and Voice
Reform—Stocktaking and Further Consideration (BUFF/07/116, August 16, 2007); Quota and Voice Reform—
Elements of a Possible Approach (SM/07/326, September 14, 2007); The Chairman’s Summing Up, Quota and
Voice Reform—Elements of a Possible Approach (BUFF/07/136, October 9, 2007); Quota and Voice Reform—
Key Elements of a Potential Package of Reforms (SM/08/62, February 26, 2008); The Chairman’s Summing
Up, Quota and Voice Reform—Key Elements of a Potential Package of Reforms (BUFF/08/34, March 18,
2008).

* Communiqué of the International Monetary and Financial Committee of the Board of Governors of the
International Monetary Fund (PR/07/71, April 14, 2007 and PR/07/236, October 20, 2007). See also Report of
the Executive Board to the Board of Governors—Quota and Voice Reform—~Progress Since the 2006 Annual
Meetings (SM/07/339, Rev. 2, October 16, 2007).

> The differences of views on various aspects of the package are summarized in BUFF/08/34.

% For background on the existing quota formulas, see SM/06/378, Appendix I.



5. The new quota formula contains the following elements (see Box 1 for algebraic
formula and variable definitions):

° four variables expressed in shares—GDP, openness, variability, and reserves—with
weights of 50 percent, 30 percent, 15 percent, and 5 percent, respectively;

o the GDP variable is a blend of GDP at market exchange rates and GDP at PPP rates,
with weights of 60 percent on market rate GDP and 40 percent on PPP GDP. This
approach captures the central role of quotas in the Fund’s financial operations, for
which GDP at market exchange rates is the most relevant, as well as the Fund’s
non-financial activities, where PPP GDP can be viewed as a relevant way to capture
the relative volume of goods and services produced by economies; and

o a compression factor of 0.95 applied to a linear combination of the four variables.
This reduces the dispersion of calculated quotas, moderating to some extent the role
of size in the formula.

Box 1. The New Quota Formula

The proposed new quota formula includes four quota variables (GDP, openness,
variability and reserves), expressed in shares of global totals, with the variables
assigned weights totaling to 1.0. The formula also includes a compression factor that
reduces dispersion in calculated quota shares.

The proposed new formula is:
CQS = (0.5%Y + 0.3*0 + 0.15*V + 0.05*R ) ¥
Where CQS = calculated quota share;

Y = a blend of GDP converted at market rates and PPP exchange rates averaged
over a three year period. The weights of market-based and PPP GDP are 0.60
and 0.40, respectively;

O = the annual average of the sum of current payments and current receipts
(goods, services, income, and transfers) for a five year period;

V = variability of current receipts and net capital flows (measured as a standard
deviation from the centered three-year trend over a thirteen year period);

R = twelve month average over a year of official reserves (foreign exchange,
SDR holdings, reserve position in the Fund, and monetary gold); and

k = a compression factor of 0.95. The compression factor is applied to the
uncompressed calculated quota shares which are then rescaled to sum to 100.




6. Some of the variables in the new quota formula have been updated and modernized
relative to the measures used in the existing formulas. Nonetheless, the Executive Board
considers that further refinements should be explored, including the scope for measuring
openness on a value added rather than a gross basis, the appropriate treatment of
intra-currency union flows, the appropriate way of capturing financial openness, and how to
modify the measure of variability to better capture members’ potential need for Fund
resources. Some of these changes will require improvements in data availability, and there is
also a need to revisit whether the current practice of making adjustments to the quota
database remains appropriate. The Executive Board has decided to consider these issues
based upon additional staff analysis before the formula is used again to guide a further
realignment of quota shares.

7. Different views are held within the Executive Board on the appropriate future roles
for PPP GDP and the compression factor in the formula. Recognizing that the inclusion of
these elements has been one of the most difficult aspects of the current deliberations, the
Executive Board has decided to include these elements in the formula for a period of 20
years. At the end of that period, the scope for retaining these elements would be reviewed in
light of progress toward convergence between market rate and PPP GDP in emerging market
and developing countries, and the overall objective of ensuring adequate voice and
participation for all members.

B. Second-Round Ad hoc Quota Increases

8. In its October 2007 Communiqué, the IMFC reaftirmed that the reform should
enhance representation for dynamic economies, many of which are emerging market
economies, whose weight and role in the global economy have increased. The IMFC also
indicated that an outcome of the second round should be a further increase in the voting share
of emerging market and developing economies as a whole.

0. In line with this guidance, the Executive Board recommends that the Board of
Governors propose a second round of ad hoc quota increases totaling approximately
9.55 percent (based on an overall increase in the two rounds combined of 11.5 percent)
allocated on the following basis:’

o All members that are underrepresented under the new quota formula are eligible for
increases, based primarily on achieving a uniform proportional reduction in the gap
between members’ calculated quota shares and their pre-Singapore actual quota

’ The Executive Board proposes that the quotas determined on the basis described in this paragraph be rounded
to the nearest multiple of SDR 0.1 million. The allocation has been calculated taking into account the proposed
Eleventh Review quotas for those members that have not yet consented or paid for their proposed increase in
quotas under the Eleventh Review (Resolution 53-2 of the Board of Governors).



shares (degree of “out-of-lineness”). This is consistent with the methodology used in
the first round and treats the two rounds together as a single reform.

o To further reinforce the objectives of the reform, the proposed quota increases reflect
three additional elements. These have been decided upon as one-time elements of the
current reform:

»  Several under-represented advanced countries have agreed to forego part of the
quota increases for which they are eligible in the second round, in order to
contribute to the broader goals of the reform. Specifically, the United States has
indicated that it is willing to forego an increase beyond what is necessary to
preserve its post-Singapore voting share, and other eligible G7 members
(Germany, Italy, and Japan) have also agreed to forego increases beyond those
consistent with achieving the same proportionate reduction in out-of-lineness as
the United States. In addition, Ireland and Luxembourg, which are substantially
under-represented, have agreed to forego part of the increases they would
otherwise be eligible for (i.e., those beyond a nominal quota increase of
50 percent);

»  To give additional recognition to dynamism by bringing forward expected
future growth for those countries that are most out-of-line in terms of PPP
GDP, the Executive Board recommends that under-represented emerging
market and developing economies whose shares in global PPP GDP are also
substantially larger than their actual pre-Singapore quota shares (by more than
75 percent) should receive a minimum nominal quota increase of 40 percent
from their pre-Singapore level; and

»  Recognizing that the four members that received quota increases in the first
round (China, Korea, Mexico, and Turkey) remain substantially under-
represented, the Executive Board recommends that these four members should
receive a minimum nominal second-round increase of 15 percent.

10. Taking into account the above, the Resolution proposes that the quotas of members of
the Fund listed in Attachment I of the Resolution be increased to the amounts shown against
their names in Attachment I.

C. Basic Votes

11. The Executive Board recommends to the Board of Governors that, as part of the
overall package, basic votes be tripled. This would represent the first increase in basic votes
since the Fund’s inception, and would ensure a significant increase in voting share for low-
income country members as a group. It would thereby make a major contribution to
achieving one of the two key goals of the reform. The Executive Board further recommends
that, as specified in the Singapore Resolution, a mechanism be established that will maintain



the share of basic votes to total voting power in the future. As is discussed further in Section
II below, implementing these reform measures requires an amendment to the Fund’s Articles
of Agreement and, to that end, the Resolution proposes that the Board of Governors approve
the text of the amendment that is set out in Attachment I of the Resolution.® Under the
proposed amendment, the number of basic votes would increase as soon as the amendment
enters into force, and would reach a tripling when all of the second-round quota increase
become effective.’

D. Outcomes

12. The proposed reform package will result in a significant realignment of quota and
voting shares. For individual members, the proposed quota increases range from 11.7 to
106.1 percent in the two rounds combined, with the largest gains going mainly to dynamic
emerging market countries. In total, the proposal envisages ad hoc quota increases for

54 countries, and will lead to an aggregate shift in quota shares for these members of

4.9 percentage points. The reform package will also result in increases in voting share for a
much larger number of countries (135 or more than two-thirds of the membership), reflecting
the impact of basic votes. The aggregate shift in voting share to these countries will amount
to 5.4 percentage points, with substantial increases for members with relatively small
economies. The reform will also lead to a net increase in the voting share of emerging market
and developing economies as a whole of 2.7 percentage points (1.1 percentage points in
terms of quota shares).

E. Future Realignments of Quota Shares

13.  While the proposed reform package would achieve a significant realignment of quota
and voting shares, actual quota shares for many members remain considerably out-of-line
with their calculated quota shares. Moreover, calculated quota shares will continue to evolve
in line with changes in the global economy. It is therefore important that quota shares
continue to be adjusted at regular intervals to make further progress in closing the gap
between actual and calculated quota shares and to reflect developments in the world
economy. This is particularly important for members that will receive only limited increases

¥ See also Proposed Amendment of the Articles of Agreement Regarding Basic Votes—Preliminary
Considerations (SM/06/412, December 22, 2006) and The Chairman's Summing Up (BUFF/07/10, January 25,
2007).

? As discussed below, the outcome will be a tripling of basic votes if there are no further changes in quotas or
membership between the date of the Report and the date on which the last of the second-round quota increases
becomes effective, and provided that the quota increases proposed for Somalia and Sudan under the Eleventh
General Review will have become effective by the latter of the above dates. This is consistent with the approach
taken throughout this reform of using Eleventh Review proposed quotas for those members who have not yet
consented to and paid for their quota increases under the Eleventh Review.
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or whose quota shares will decline in the current round, but that may be expected to grow
rapidly in coming years. The Executive Board has decided that such further realignments of
quota shares should be considered in the context of future general quota reviews, beginning
with the Fourteenth General Review.

F. Additional Alternate Executive Directors

14. The Executive Board recommends that the proposed amendment of the Articles also
authorize the Board of Governors to adopt rules enabling Executive Directors elected by a
large number of members to appoint two Alternate Executive Directors.'® The Resolution
further provides that, upon the effectiveness of the proposed amendment, an Executive
Director elected by at least 19 members would be entitled to appoint two Alternate Executive
Directors. This proposal would further enhance the capacity of the two Executive Directors’
offices representing African constituencies to represent the countries in their constituencies at
a higher level, recognizing their special challenges, including the heavy workload that flows
from the important advisory and financial role that the Fund is playing in many of the
members of these constituencies. The Executive Board is committed to ensure that any
budgetary effects of this change can be accommodated within its overall more restrictive
budgetary envelope. See Section II below.

G. Proposed Resolution of the Board of Governors

15. In light of the foregoing, it is proposed that the Board of Governors adopt the
Resolution entitled “Reform of Quota and Voice in the International Monetary Fund” set out
in the Appendix to the Report. Because the Resolution proposes increases in the quotas of
members, the adoption of the Resolution requires positive responses from Governors having
an 85 percent majority of the total voting power. As discussed in greater detail in Section I1I
below, after the proposed amendment of the Articles of Agreement set forth in the Resolution
is approved by the Board of Governors, it will enter into force when it is accepted by three-
fifths of the members, having eighty-five percent of the total voting power.

1 See also Amending the Articles of Agreement to Increase the Number of Alternate Executive Directors in
Certain Cases—Preliminary Considerations (SM/07/338, October 1, 2007) and The Acting Chair's Summing
Up (BUFF/07/147, November 5, 2007). In May 2007, the Executive Board approved an increase in the staffing
resources for the two African Executive Directors’ offices, which represent the largest constituencies, through
the allocation of an additional advisor position. See OED Administrative Expenditures; and Quota and Voice
Reform.: Strengthening Resources for Executive Directors Elected by a Large Number of Members
(EB/CAM/07/2, March 22, 2007).
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II. COMMENTARY ON PROPOSED AMENDMENT
A. Basic Votes

16. Under Article XII, Section 5 (a) “[e]ach member shall have two hundred fifty votes
plus one additional vote for each part of its quota equivalent to one hundred thousand special
drawing rights.” The two hundred fifty votes allocated to each member are generally referred
to as “basic votes.” Under the amended Article XII, Section 5(a), the basic votes of each
member shall be the number of votes that results from the equal distribution among all
members of 5.502 percent of the aggregate sum of the total voting power of all of the
members, provided that there shall be no fractional basic votes. The key features of the
amendment may be summarized as follows:

(a) First, because of the principle that each member is to be allocated an equal
number of basic votes, the aggregate number of basic votes that corresponds to the
percentage of total voting power specified in the amendment will be divided by the number
of Fund members to arrive at the number of basic votes to be allocated to each member,
subject to (c) below. The application of this rule means that the number of basic votes
allocated to each member will be affected not only by changes in members’ quotas, but also
by changes in the number of Fund members, as is discussed further below. Accordingly, if
and when all of the increases in quotas of members proposed in Attachment I to the
Resolution become effective, the percentage specified in the amendment will result in each
member having 750 basic votes (i.e., triple the existing level), assuming there have been no
changes in the number of members or further changes in quotas since the date of this
Report."" As provided in the Resolution, the increases in quotas proposed under the
Resolution will not become effective until the entry into force of the proposed amendment.

(b) Second, adjustments to the aggregate number of basic votes—and, by extension,
to the number of basic votes of each member—will take place automatically. No action by
any organ of the Fund will be required to give effect to a change in basic votes once a
relevant change (i.e., a change in quotas and/or number of Fund members, as discussed
below) becomes effective. Conversely, no organ of the Fund will have the authority to
interfere with a change in basic votes once a relevant change has become effective.

(c) Finally, the general rule described in (a) above will be qualified by the fact that
the amendment excludes the possibility of fractional basic votes. Dividing aggregate basic
votes by the number of Fund members will, in most cases, result in fractional basic votes. In
these circumstances, the number of basic votes to be allocated to each member will be

' As noted earlier, the result of a tripling of basic votes also assumes that the quota increases proposed for
Somalia and Sudan under the Eleventh General Review will have become effective by the time the last of the
quota increases proposed in this Report has become effective.
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rounded upward or downward to a whole number, using the basic rounding convention
pursuant to which fractional amounts of 0.5 and above are rounded up to the next whole
number while fractional amounts of less than 0.5 are rounded down to the next whole
number. As a result, the aggregate number of basic votes actually allocated to all members
after such rounding is likely to exceed or fall short of the specified percentage by a small
margin.

17. As is indicated above, while the amendment will ensure that the ratio of total basic
votes to total voting power remains constant, both the aggregate number of basic votes and
the number allocated to each member will be affected by changes in the quotas of members
and changes in the number of Fund members. Specifically:

(a) With respect to changes in the quotas of members, any increases will trigger an
increase in both the aggregate number of basic votes and the number of basic votes of each
member, thereby achieving the key objective of the amendment; namely, that of ensuring that
the ratio of total basic votes to total voting power is not eroded by quota increases. For the
same reason, however, any decrease in a member’s quota in absolute terms (which would
require the consent of the member in question) would result in a decrease in both the
aggregate number of basic votes and the number of basic votes of each member.

(b) Regarding changes in the number of members, since the number of basic votes of
each member is calculated by dividing the aggregate number of basic votes by the number of
Fund members, the admission or withdrawal of a member will affect both (a) the aggregate
number of basic votes and (b) the number of members among which this aggregate number
must be divided so as to determine the number of basic votes per member.'? The nature of the
effect will depend on whether the quota of the member that is being admitted or is
withdrawing is higher or lower than the average quota of all Fund members.

2 The outcome will be different, however, where membership changes arise from the succession or merger of
members. First, in the event of a dissolution of a member and the succession to membership of all successor
states, aggregate quotas would not change because, in the case of succession, the Fund simply allocates the
quota of the dissolved member among its successors. Since aggregate quotas (and hence the aggregate number
of quota-based votes) would not change, the aggregate number of basic votes would also not change. However,
the number of members to whom basic votes must be allocated would increase, thereby decreasing the number
of basic votes of each member. The converse will apply in the event of a merger of two members: in such
circumstances, aggregate quotas—and therefore the aggregate number of basic votes—would not change (the
quotas of the merging members are simply combined), but the number of members to whom basic votes must
be allocated would decline, thereby increasing the basic votes available to each of the remaining members.
These effects of succession and merger are a consequence of the principle of equality of states noted earlier:
since the aggregate number of basic votes remains constant, an increase in the number of members will result in
fewer basic votes per member, and a decrease in the number of members will result in more basic votes per
member.



13

18.  Finally, the proposed amendment will modify Schedule L of the Fund’s Articles,
which addresses Suspension of Voting Rights. This Schedule provides that, when a
member’s voting rights are suspended pursuant to Article XX VI, Section 2(c), the number of
votes allotted to the member ““shall not be included in the calculation of the total voting
power” (except for purposes of the acceptance of a proposed amendment pertaining
exclusively to the SDR Department). Given this automatic reduction in the total voting power
that arises when a member’s voting rights are suspended, the operation of this provision
under the amended Article XII, Section 5(a)(i) would result in a decrease in both the
aggregate number of basic votes and the number of basic votes allocated to each member."?
To avoid this impact on other members, the proposed amendment adds an additional proviso
to paragraph 2 of Schedule L to the effect that the votes allotted to members with suspended
voting rights are not to be excluded from the total voting power for purposes of calculating
the basic votes of members under the Articles. Consequently, the number of basic votes
allocated to members will not be affected by the suspension of voting rights of a particular
member.

B. Alternate Executive Directors

19.  Under Article XII, Section 3(e), each Executive Director shall appoint an Alternate
with full power to act for him when he is not present. As amended, Article XII, Section 3(e)
will authorize the Board of Governors to adopt rules enabling an Executive Director elected
by more than a specified number of members to appoint two Alternates. Such rules, if
adopted, may only be modified in the context of the regular election of Executive Directors.
The rules adopted by the Board of Governors under Article XII, Section 3(e) will require an
Executive Director appointing two Alternates to designate: (i) the Alternate who shall act for
the Executive Director when he is not present and both Alternates are present (ii) the
Alternate who shall exercise the powers of the Executive Director pursuant to Article XII,
Section 3(f). With respect to the designation to be made under (i) above, it is noted that,
under the interpretation that has been given to the term “present” in the existing text of
Article XII, Section 3(e), an Alternate may act for an Executive Director at an Executive
Board meeting at which the Executive Director is not present, even if the Executive Director
is at Fund Headquarters. Consistent with that interpretation, the designation that is required
under Article XII, Section 3(e)(i) will only be relevant for Executive Board meetings at
which both Alternates are present and the Executive Director is not present at such a meeting.
By notification to the Fund, an Executive Director may change at any time the designations
that are required to be made under the amended Article XII, Section 3(e).

> A member with suspended voting rights continues to be a member of the Fund and continues to be allotted
votes (including basic votes) although, as stated in Section 2(c) of Schedule L, the “number of votes allotted to
the member shall not be cast in any organ in the Fund.”
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20. Part D of the Resolution sets forth the initial rules that will apply when the proposed
amendment enters into force. In addition to the features identified above, these rules provide
that, following the first regular election of Executive Directors after entry into force of the
proposed amendment, an Executive Director elected by at least 19 members shall be entitled
to appoint two Alternate Executive Directors. The Board of Governors may, by a majority of
the votes cast, change the minimum number of members required to elect an Executive
Director in order to trigger the entitlement.

21. The entitlement to appoint two Alternates will be based exclusively on the number of
members that “elect” an Executive Director. The relevant election would be the most recent
election, which could be either a regular election under Article XII, Section 3(d) or an
interim election under either Article XII, Section 3(f)' (arising from the vacancy of an office
of an elected Executive Director) or under Schedule L, Section 3(c¢)(i) (in the event of a
vacancy arising from the suspension of a member’s voting rights)." If, between such
elections, the number of members in an Executive Director’s constituency changes and no
interim election is required (e.g., because of a member’s decision to withdraw from the
Fund), such changes would not affect the entitlement to appoint two Alternates for purposes
of the amendment.

22.  Under the amendment, an Executive Director elected by the requisite number of
members would be entitled—but would not be required—to appoint a second Alternate. It is
expected, however, that Executive Directors would avail themselves of this benefit.

III. PROCEDURE

23. Consistent with the Singapore Resolution, the Resolution that is appended to this
Report provides that the second-round increases in quotas being proposed may not become
effective until the proposed amendment of the Articles enters into force.

24, The procedure for amending the Articles of Agreement is set forth in Article XXVIII.
Under this Article, a proposed amendment is to be communicated to the Chairman of the
Board of Governors for consideration by the Board of Governors. If the proposed amendment
is approved by the Board of Governors, the Fund is to ask all members whether they accept
it. When three-fifth of the members, having eighty-five percent of the total voting power,

" For purposes of all interim elections, an Executive Director elected by a majority of votes cast by the
members in his constituency is considered to have been elected by all of the members of that constituency.

"> The member whose voting rights have been suspended is not entitled to elect or participate in the election of
Executive Directors and cannot be included in the number of members that elect an Executive Director. If the
suspension of a member’s voting rights is terminated, the member shall be deemed to have participated in the
election of the Executive Director entitled to cast the number of votes allotted to the member if the conditions
set forth in Article XII, Section 3(h)(v) have been met. The application of this provision may result in the
entitlement to appoint two Alternates being triggered between elections.
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have accepted the proposed amendment, the Fund is to certify that fact by a formal
communication to all members. Under Article XXVIII(c), an amendment enters into force for
every member, regardless of whether or not it has accepted the amendment, three months
after the date of this communication unless a shorter period is specified. In the case of the
amendment now being proposed, the Executive Board recommends that it should enter into
force on the date of the formal communication.'®

25. Special considerations apply to members whose voting rights have been suspended
under Article XXVI, Section 2(b)."”

26. The Appendix to this Report contains the text of the Resolution, to which is attached
the text of the proposed amendment discussed above. The Chairman of the Board of
Governors has requested that on his behalf the Secretary of the Fund should bring the
Resolution and proposed amendment before the Board of Governors for its approval. It is
pursuant to this request that the Secretary is transmitting this Report to the Board of
Governors.

27. In the judgment of the Executive Board, the action requested of the Board of
Governors should not be postponed until the next regular meeting of the Board of Governors
and does not warrant the calling of a special meeting of the Board of Governors. For this
reason, the Executive Board, pursuant to Section 13 of the By-Laws, requests Governors to
vote without meeting. To be valid, votes must be received at the seat of the Fund before 6:00
p.m., Washington time, April 28, 2008. Considering that the Resolution is also proposing
adjustments in the quotas of members that have requested such adjustment and whose names

'® The Executive Board is also expected to adopt a Report to the Board of Governors entitled “Report of the
Executive Board to the Board of Governors on the Proposed Amendment of the Article of Agreement of the
International Monetary Fund to Expand the Investment Authority of the International Monetary Fund.” The
amendment proposed under that report is separate from the amendment proposed under this Report, although it
is possible that members will consider them at the same time. In the event that either or both of these proposed
amendments enter into force prior to the entry into force of the proposed Fourth Amendment (providing for a
Special One -Time Allocation of Special Drawing Rights), the term “Fourth Amendment” used in Schedule M
of that proposed amendment shall be corrected to accurately reflect the order in which that proposed
amendment has actually entered into force.

17 Such members cannot participate in the adoption of a proposed amendment of the Articles, or be counted in
the total number of members for that purpose (except in the case of certain limited amendments that require
unanimous acceptance by all members, or in the case of amendments pertaining exclusively to the SDR
Department) (Schedule L, paragraph 1(a)). The number of votes allotted to the member shall not be included in
the calculation of the total voting power (except for purposes of the acceptance of a proposed amendment
pertaining exclusively to the Special Drawing Rights Department) (Schedule L, paragraph 2). Such members
also may not appoint a Governor or Alternate Governor that could vote on the Resolution of the Board of
Governors approving an amendment (Schedule L, paragraphs 1(b) and 3(a)).
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are listed in Attachment I of the Resolution, the adoption of the Resolution requires positive
responses from Governors having an eighty-five percent majority of the total voting power.
The Resolution must be voted on as a whole.
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APPENDIX

Resolution No. | 1
Reform of Quota and Voice in the International Monetary Fund

WHEREAS in response to the request of the Board of Governors set forth in Resolution
61-5, the Executive Board has submitted to the Board of Governors a report entitled “Reform
of Quota and Voice in the International Monetary Fund: Report of the Executive Board to the
Board of Governors”, hereinafter the “Report”; and

WHEREAS the Executive Board has recommended increases in the quotas of a number of
Fund members, all of whom have requested that their quotas be increased; and

WHEREAS in response to the request of the Board of Governors set forth in Resolution
61-5, the Executive Board has proposed an amendment to the Articles of Agreement that (a)
would have the effect of increasing the number of basic votes of members and establish a
mechanism to ensure that the ratio of the sum of the basic votes of all members to the sum of
the total voting power of all members remains constant and (b) would enable each Executive
Director elected by a large number of members to appoint a second Alternate Executive
Director; and

WHEREAS the Chairman of the Board of Governors has requested the Secretary of the Fund
to bring the proposal of the Executive Board before the Board of Governors; and

WHEREAS the Report of the Executive Board setting forth its proposal has been submitted
to the Board of Governors by the Secretary of the Fund; and

WHEREAS the Executive Board has requested the Board of Governors to vote on the
following Resolution without meeting, pursuant to Section 13 of the By-Laws of the Fund:
and

NOW THEREFORE, the Board of Governors, noting the recommendation and the said
Report of the Executive Board, hereby RESOLVES that:

A. Increase in Quotas of Members

1. The International Monetary Fund proposes that, subject to the provisions of this
Resolution, the quotas of members of the Fund listed in Attachment I to this Resolution shall
be increased to the amounts shown against their names in Attachment I.
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2. A member’s increase in quota shall not become effective unless the member in
question has consented in writing to the increase and has paid to the Fund the full amount of
such increase. Each member shall pay 25 percent of its increase either in special drawing
rights or in the currencies of other members specified, with their concurrence, by the Fund, or
in any combination of special drawing rights and such currencies. The balance of the increase
shall be paid by each member in its own currency.

3 Each member shall consent to the proposed increase of its quota no later than 30 days
after the date of this Resolution; provided that the Executive Board may extend this period as
it may determine.

4 Each member shall pay to the Fund the increase in its quota within 30 days of the
later of (a) the date on which it notifies the Fund of its consent or (b) the date on which the
requirement for the effectiveness of the increase in quota under paragraph 5 below has been
met: provided that the Executive Board may extend the payment period as it may determine.

5. No increase in quota shall become effective before the entry into force of the
proposed amendment of the Articles of Agreement approved by this Resolution.

B. Future Quota Reviews

To ensure that members’ quota shares continue to reflect their relative positions in the world
economy, the Executive Board is requested to consider the need for further realignments of
members’ quota shares in the context of future general quota reviews, beginning with the
Fourteenth General Review of Quotas.

C. Amendment of the Articles of Agreement

1. The proposed amendment of the Articles of Agreement of the International Monetary
Fund set forth in Attachment II to this Resolution (the Proposed Amendment to Enhance
Voice and Participation in the International Monetary Fund) is approved.

2. The Secretary is directed to ask all members of the Fund, by circular letter or
telegram, or other rapid means of communication, whether they accept, in accordance with
the provisions of Article XXVIII of the Articles, the Proposed Amendment to Enhance Voice
and Participation in the International Monetary Fund.

3. The communication to be sent to all members in accordance with the previous
paragraph shall specify that the Proposed Amendment to Enhance Voice and Participation in
the International Monetary Fund shall enter into force for all members as of the date on
which the Fund certifies, by formal communication addressed to all members, that three-
fifths of the members, having eighty-five percent of the total voting power have accepted the
Proposed Amendment to Enhance Voice and Participation in the International Monetary
Fund.
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D. Members Entitled to Appoint Two Alternate Executive Directors

1. Following the first regular election of Executive Directors after entry into force of the
Proposed Amendment to Enhance Voice and Participation in the International Monetary
Fund, an Executive Director elected by at least 19 members shall be entitled to appoint two
Alternate Executive Directors.

2. As a condition for appointing two Alternate Executive Directors, an Executive
Director is required to designate by notification to the Secretary of the Fund: (i) the Alternate
who shall act for the Executive Director when he is not present and both Alternates are
present and (i) the Alternate who shall exercise the powers of the Executive Director
pursuant to Article XII, Section 3(f). By notification to the Secretary of the Fund, an
Executive Director may change these designations at any time.



ATTACHMENT I

Proposed Quota
(In millions of SDRs)

Proposed Quota
(In millions of SDRs)

Albania
Austria
Bahrain
Bhutan
Botswana

Brazil

Cape Verde
Chad

China
Costa Rica

Cyprus

Czech Republic
Denmark
Ecuador
Equatorial Guinea

Eritrea
Estonia
Germany
Greece
India

Ireland
Israel

Italy

Japan
Kazakhstan

Korea

Latvia
Lebanon
Lithuania
Luxembourg

60.0
2,113.9
176.4
8.5
87.8

4,250.5
11.2
66.6

9,625.9

187.1

158.2
1,002.2
1,891.4

347.8

52.3

18.3
93.9
14,565.5
1,101.8
5,821.5

1,257.6
1,061.1
7,882.3
15,628.5
427.8

3,366.4
1421
266.4
183.9
418.7

Malaysia
Maldives
Mexico
Norway
Oman

Palau, Republic of
Philippines

Poland

Portugal

Qatar

San Marino
Seychelles
Singapore
Slovak Republic
Slovenia

Spain

Syrian Arab Republic

Thailand
Timor-Leste
Turkey

Turkmenistan

United Arab Emirates

United States
Vietnam

1,773.9
10.0
3,625.7
1,883.7
237.0

3.5
1,019.3
1,688.4
1,029.7

302.6

22.4
10.9
1,408.0
427.5
275.0

4,023.4
346.8
1,440.5
10.8
1,455.8

98.6
752.5
42,122.4
460.7
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ATTACHMENT 11

Proposed Amendment
of the Articles of Agreement
of the International Monetary Fund to Enhance Voice and Participation in the International
Monetary Fund

The Governments on whose behalf the present Agreement is signed agree as follows:

1. The text of Article XII, Section 3 (e) shall be amended to read as follows:

“(e)  Each Executive Director shall appoint an Alternate with full power to act for him when he is
not present, provided that the Board of Governors may adopt rules enabling an Executive Director
elected by more than a specified number of members may appoint two Alternates. Such rules, if
adopted, may only be modified in the context of the regular election of Executive Directors and shall
require an Executive Director appointing two Alternates to designate: (i) the Alternate who shall act
for the Executive Director when he is not present and both Alternates are present and (ii) the
Alternate who shall exercise the powers of the Executive Director under (f) below. When the
Executive Directors appointing them are present, Alternates may participate in meetings but may not
vote.”

2. The text of Article XII, Section 5 (a) shall be amended to read as follows:

“(a)  The total votes of each member shall be equal to the sum of its basic votes and its quota-
based votes.

(1) The basic votes of each member shall be the number of votes that results from
the equal distribution among all the members of 5.502 percent of the aggregate sum
of the total voting power of all the members, provided that there shall be no fractional
basic votes.

(i) The quota-based votes of each member shall be the number of votes that results
from the allocation of one vote for each part of its quota equivalent to one hundred
thousand special drawing rights.”

3. The text of paragraph 2 of Schedule L shall be amended to read as follows:

“2 The number of votes allotted to the member shall not be cast in any organ of the Fund. They
shall not be included in the calculation of the total voting power, except for purposes of: (a) the
acceptance of a proposed amendment pertaining exclusively to the Special Drawing Rights
Department and (b) the calculation of basic votes pursuant to Article XII, Section 5(a)(i).”





