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In response to requests by Executive Directors at the Executive 
Board meeting on access limits for 1987 (EBM/86/150-51, g/9/86) and 
during the course of Executive Board consideration of recent requests for 
compensatory financing (CF) drawings, it was agreed that the Board would 
undertake a comprehensive review of the compensatory financing facility 
(CFF) during the course of 1987. Subsequently, it was also agreed that, 
as background for this comprehensive review, the staff would first 
prepare a paper outlining the major policy issues that needed to be 
addressed in the light of experience with the CFF in recent years. l/ 
This paper serves that function, 

- 

The paper is orpanized as follows. Section I provides a brief 
survey of the origins of the CFF and its evolution in response both to 
changes in the external environment and to experience gained in its 
application. Sections IT and III discuss the major issues associated 
with the implementation of the CFF. Section II deals with questions 
related to conditionality, access and phasing, while Section III covers a 
number of issues associated with the calculation of compensable export 
shortfalls. These include the questions: Ci) whether export projections 
made in calculating export shortfalls have been subject to a systematic 
bias: (ii) whether application of the requirement regarding the "temporary" 
nature of an export shortfall should be re-examined; (iii) whether the 
requirement that an export shortfall be largely attributable to circum- 
stances "beyond the cant t-01” of the member needs to be modified; 
(iv) whether the commodity coverage of compensable shortfalls remains 
appropriate; and (v) whether provision for repurchase of drawings in cases 
of overcompensation needs to be introduced. Section IV provides a summary 
and highlights a number of issues on which guidance for further work is 
sought. Four annexes provide supporting material on particular issues, 
namely: experience with the "beyond the control" requirement, the data 
coverage of the CFF, ex post calculations of shortfalls and drawings, and 

1/ Statement by the Managing Director on the Work Program 1Jntil the 
April 1987 Meetings of the Interim and Development Committees (Buff 86/204, 
October 27, 1986, EBM/86/178-79, 11/10/86). 
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the “temporary” character of shortfalls. An appendix summarising the 
issues raised by Executive Directors at Board meetings on CF requests is 
also included for reference purposes. 

Many of the issues discussed in this background paper are complex 
and will clearly require further analysis, and particularly further 
empirical investigation. The requisite staff work is under way; it will 
be modified in light of the guidance provided by the discussion of this 
background paper; and it is expected to appear in the subsequent more 
comprehensive paper. 

I. Origins and Evolution 

The creation of the compensatory financing facility (CFF) in 1963 
resulted from consideration by the Fund of proposals designed to assist 
members, especially primary product exporting countries, that face 
payments difficulties arising from a temporary shortfall in export 
earnings. I/ Although the Fund had always regarded payments problems 
arising from shortfalls in export receipts as legitimate grounds for use 
of its resources under regular tranche policies, the establishment of the 
CFF reflected a perceived need for a special facility to deal with these 
problems. The CFF was designed to provide access to Fund resources to 
members that met criteria established specifically for its use, and the 
presumption has been that this use could be either separate from or in 
conjunction with the use of resources in the credit tranches. 

To qualify for use of the CFF, a member had to be experiencing a 
temporary shortfall in its export earnings and, in addition to having a 
balance of payments need, had to meet two criteria. The first was that 
the shortfall be largely attributable to circumstances beyond the control 
of the member; the second was that the member would cooperate with the 
Fund in an effort to find, where required, appropriate solutions for its 
balance of payments difficulties. The shortfall in exports has always 
been measured as the deviation of exports in the shortfall year from a 
medium-term trend, defined as an average of export earnings over five 
years centered on the shortfall year. 

It is important to emphasize that the intention of the facility was, 
and remains, to alleviate the temporary effects of export shortfalls on 
the balance of payments and thereby to stabilize the capacity to import. 
As noted in the second review of the CFF (1966), the CFF “is designed to 
help countries to bring their export availabilities--export receipts plus 
compensatory drawings less repayments of such drawings--closer to the 
presumed trend level rather than to provide them with a financial buffer 

I-/ Studies by the Fund had shown that fluctuations in export earnings 
by primary producing countries were some 45-55 percent greater than for 
industrial countries during the period 1945-60. 
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against declines in exports from their previous standards.” l/ To the 
extent that countries were experiencing balance of payments problems more 
severe than those resulting from an export shortfall, the 1963 decision 
recognized the need for accompanying policy adjustments. Indeed, the 
1963 decision stressed that the Fund had always considered that fluctua- 
tions in export receipts had to be viewed within the context of the 
balance of payments as a whole. In assessing a shortfall, declines in 
exports would need to be accompanied by a careful examination of their 
possible causes in order to determine whether some of them were open to 
remedial action by the country itself. The 1963 decision stated that “In 
many cases . . . it will also be necessary to introduce measures of a 
policy character in order to attain a satisfactory and lasting solution 
to a country’s balance of payments problems.” The requirement that 
members wishing to purchase under the CFF had to give an undertaking to 
introduce changes in policies, when judged appropriate by the Fund, meant 
that use of resources under the CFF was never intended to be unconditional 
in all circumstances. However, if the only source of the payments 
difficulty could be shown to be a shortfall that was self-correcting, it 
was accepted that a change in policies would neither be needed nor 
required for a CF drawing. 

The major changes introduced as a result of reviews of the CFF by 
the Executive Board in 1966, 1975, and 1979 generally resulted in a 
liberalisation of the facility. Access was progressively increased from 
25 percent of quota in 1963 to 50 percent in 1966, 75 percent in 1975, 
and 100 percent in 1979 (see Table I). Although access was subsequently 
reduced to 83 percent of quota in 1984, following the eighth general 
review of quotas, the increase in quotas meant for most members an 
effective increase in absolute access. A limit on annual CF drawings-- 
25 percent of quota under the 1966 decision and 50 percent of quota under 
the 1975 decision--was abolished in 1979. 

Other amendments to the CF decision included the early drawing 
provision introduced in 1975, under which members could request drawings 
using up to six months of estimated export data for the shortfall year, 
and the 1979 provision allowing receipts from tourism and workers’ remit- 
tances to be used in determining the export earnings shortfall. The 

1/ “Compensatory Financing of Export Fluctuations: Developments in the 
Fund’s Facility: A Second Report by the International Monetary Fund on 
Compensatory Financing of the Fluctuations in Exports of Primary Producing 
Countries , ” September 1966 (Washington, D.C.). Reprinted in The 
International Monetary Fund 1945-1965, Twenty Years of International 
Monetary Cooperation, Vol. III: Documents, pp. 469-496 (Washington, D-C.>. 
This report also considered the possibility of requiring members to effect 
repurchases not on a fixed schedule but in years when exports were above 
their estimated trend value. This approach was not accepted on the 
grounds that members might encounter difficulties in repurchasing out of 
export excesses for a number of reasons, and because a proportion of 
repurchases would probably remain outstanding for periods longer than is 
compatible with the temporary character of Fund assistance. 
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Table 1. Evolution of Access Limits for Drawings Under 
the Special Facilities and for Use of Ordinary Resources 

(In percent of quota) 

Special Facilities 
ing f acilitv Buffer Compensatory f inane (, 

Cumulative Tranche stock Use of Ordinary 
Exports plus conditionality financing Resources 1/ 

Exports cereal imports Annual limits facility Cumulative Annual 

February 1963 25 25 -- -- -- 100 25 

September 1966 50 50 25 25 -- 100 25 

June 1969 50 50 25 25 50 2/ 100 25 - 

December 1975 75 

August 1979 100 

May 1981 100 

January 1984 83 

75 50 50 50 2/ 165 25 - 
(Sept. 1974) 

100 -- 50 50 305 n/a 
(Feb. 1979) 

125 3/ -- 50 50 600 150 - 
(July 1980) 

105 4-f -- 50 45 408-500 5/ 102-125 5f - - 

January 1985 83 105 -- 50 45 408-450 95-115 

January 1986 83 105 -- 50 45 400-440 go-110 

l/ Pertains to the maxima, which occur under extended arrangements; pertains to stand-by 
arrangements prior to September 1974. The original Articles (Article V, Section 3) provided for 
an annual access limit, which was often waived, of 25 percent of quota. Quota limits for shorter 
periods of time were also in effect. The cumulative limit of 165 percent of quota was raised to 
176.25 from January 1976 through March 1978, after which it was reinstated at 165; however, the 
annual limit of 25 percent of quota was then dropped, effective April 1978. The cumulative limit 
of 305 percent of quota was amended to 465 from September 1979 to July 1980 when it was dropped 
and an annual limit of 200 percent of quota was reinstated. 

2/ A joint limit of 75 percent of quota on CFF and BSFF purchases was in effect from June 1969 
until December 1975. 

3/ Refers to joint quota limit for CF purchases in relation to cereal imports and to - 
merchandise exports ; a separate limit of 100 percent applies in respect of each component. 

4/ Separate limit for cereal imports is 83 percent of quota. 
!?/ Depending on magnitude of the member’s balance of payments needs. - 
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cereal decision, providing for the possibility of compensating temporary 
increases in payments for cereal imports as well as shortfalls in export 
earnings, was establ.ished in 1981. l/ - 

As may be seen from Chart 1, there was little recourse to the CFF in 
its early years, but use became more widespread in the late 196(‘s and 
early 1970s. Since the mid-1970s there have been periods of considerable 
use, reflecting in the main the cyclical pattern of economic activity in 
the major industrial countries. Drawings amounted to SDR 2.3 billion in 
1976 in the aftermath of the 1975 recession and averaged SDR 2.7 billion 
a year in 1982-83 in the wake of the recession in the two preceding years. 
In the recovery phase of economic activity, drawings have been s’gnifi- 
cantly lower, averaging SDR 0.7 billion annually in the 1977-81 period and 
about SDR 0.8 billion in 1984-86. Outstanding drawings rose sharply after 
the 1975 recession to SDR 2.9 billion in 1978 and remained at about this 
level in the following three years. There was a sharp rise in 1982 to 
SDR 5.4 billion and a further rise to a peak of SDR 7.5 billion at 
end-1983. Following the decline in annual drawings in 1984-86 and the 
repurchases of earlier drawings, outstanding use had fallen to 
SDR 5.4 billion by end-1986. 

Relative to total drawings from the Fund, drawings under the CFF 
reached a peak of 38 percent in 1976, and averaged about 29 percent in 
1982-83 before declining to about 25 percent in 1985-86. In relation to 
total Fund credit outstanding, 21 use of the CFF reached a peak in 1983 
and 1984 when the outstanding amount was equivalent to about 23 percent of 
total Fund credit (Charts 2 and 3). 

II. Issues in the Implementation of the CFF: 
Conditionality, Phasing, and Access 

Viewed broadly, the major operational. concerns that have arisen since 
the facility came into force, and the resulting modifications that have 
occurred, have reflected the need to reconcile-the terms of the CFF with 
changes in the global environment. In the 1960s and 1970s the main 
concern was to liberalize access to the facility to enable it to play an 
adequate role in alleviating the payments difficulties faced by members as 
a result of export variability. More recent ly , the principal issue has 
been to ensure that use of the CFF is accompanied, where necessary, by 
policy adjustments needed to restore a sustainable external position. 

The deterioration in the external situation since the early 1980s has 
had important impl.ications for the operation of the CFF. Primary commodity 
prices have shown a persistent tendency to weaken; structural payments 
disequi li bria have become larger; effective adjustment has become a para- 
mount requirement for heavily indebted countries: and there has been an 

1/ Since the cereal decision is scheduled for review in May 1987, it is 
not discussed in this paper. 

2/ Excluding the reserve tranche and borrowing from the trust fund. - 
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increase in external payments arrears, including arrears to the Fund. In 
these circumstances, questions have been posed about the continued 
appropriateness of certain key features of the CFF. 

The underlying philosophy of the CFF involves distinguishing that 
part of a balance of payments problem which may be attributed to export 
instability and treating it separately as regards the required mixture of 
adjustment and financing. This separation poses few difficulties if 
export shortfalls occur separately from structural balance of payments 
problems. However, when export instability is combined with structural 
payments difficulties, as has been common in recent years, a more complex 
situation arises. The export shortfall qualifies a member for CFF 
assistance, but such assistance, by itself, is insufficient to restore a 
viable payments position. Indeed, without action to improve the 
underlying payments position, assistance under the CFF may simply provide 
temporary relief at the cost of increasing the member’s burden of medium- 
term debt and complicating balance of payments management in the future. 

The objective, therefore, must be to ensure that the financing of 
export shortfalls takes place against a background in which effective 
measures are being undertaken to strengthen the member’s underlying 
external position. This has always been the intention of the “test of 
cooperation” that is applied to all drawings under the CFF. However, 
questions can be raised about whether this test has worked in a manner 
that balances equitably the member’s right to access under the facility, 
on the one hand, with the Fund’s need to assure the revolving character 
of its resources, on the other. Drawings under the CFF are often large 
relative to annual entitlements under stand-by and extended arrangements, 
and the total entitlement becomes fully drawable upon approval of a CF 
request . This means that the Fund’s standard safeguard of phased 
drawings, subject to the satisfactory fulfillment of performance criteria, 
does not apply. Since the assessment of whether a member meets the test 
of cooperation has to be made at the time a drawing is approved, judgment 
has been exercised concerning whether a member will continue to be in a 
position to cooperate with the Fund, in the sense of meeting policy 
commitments in the period after the drawing has been made. Clearly, 
mistakes in the exercise of such judgment can lead to members either 
making drawings that they subsequently find difficult to repurchase or 
being denied access to resources that should legitimately be made 
available under the terms of the CFF. 

These questions raise the issue of whether the manner in which 
conditionality is applied in connection with CF requests needs to be 
modif ied, and whether the relation between drawings under the CFF and 
the extension of Fund credit under other facilities needs to be 
reconsidered. The balance between availabilities under the CFF and 
regular tranche policies is affected both by the level of access under 
each facility and by the phasing of drawings. There are, of course, a 
number of alternative-- or complementary--approaches by which the Fund may 
attempt to meet members’ needs for assistance resulting from export 
instability. The approach followed in the stand-by arrangement with 
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Mexico will be briefly discussed at the end of this section. In general, 
however, the focus of this paper has been deliberately restricted to the 
operation of particular aspects of existing arrangements. 

1. Conditionality 

The conditionality attached to CF drawings has been amended on 
several occasions. In the relative1.y more stable economic environment of 
the 1960s and early 197Os, temporary fluctuations in export receipts were 
not associated with such deep-rooted or structural balance of payments 
problems as has been the case in the late 197Os, and particularly in the 
1980s. As a result nf the structural problems of more recent years, there 
has been an increasing need to ensure that requests for CF drawings are 
accompanied by policy actions designed to correct more fundamental causes 
of the balance of payments problems. The original CFF decision provided 
that where the Fund determined policy changes were required, the member 
would agree to “cooperate” with the Fund in an effort to find, where 
required, a solution for its balance of payments difficulties. When the 
1966 decision increased the maximum CF access from 25 percent of quota to 
50 percent of quota, conditionality was strengthened by requiring that 
members requesting drawings above 25 percent of quota demonstrate they 
had been cooperating with the Fund in an effort to find solutions for 
their balance of payments difficulties. The threshold separating the 
upper from the lower CF tranches was increased to 50 percent of quota 
under the 1975 decision, which raised maximum access under the facility 
to 75 percent of quota. The 50 percent threshold remained in effect 
after access was raised to 100 percent of quota in 1979 and also after 
access was subsequently reduced to 83 percent in 1984. 

An important development related to conditionality was the issuance 
of specific guidelines on cooperation in 1983. The guidelines specify 
that for drawings in the lower CF tranche (up to 50 percent of quota), 
the test of cooperation is met if the member agrees to discuss with the 
Fund in good faith the appropriateness of its policies and the question 
of whether changes in policies are necessary to deal with its balance of 
payments difficulties. Where the Fund considers that the member’s 
existing policies are deficient, the Fund will expect the member to “take 
action that gives, prior to the submission of the request for the purchase, 
a reasonable assurance that policies corrective of the member’s balance 
of payments problem will be adopted.” l/ For drawings in the upper CF 
t ranche , a stricter test of cooperation is applied: “The existence of a 
satisfactory balance of payments position (apart from the effects of the 
shortfall) or the existence of and broadly satisfactory performance under 
an arrangement with the Fund, or the adoption of such an arrangement at 
the time the request for a CF drawing is made, will be considered to 
provide evidence of cooperation.” 2/ - 

l/ EBS/83/171, g/12/83 and Supplements 1 and 2, 9/12/83 and 9!19/83. 
(Reprinted in Selected Decisions of the International Monetary Fund and 
Selected Documents, 12th Issue (Washington, D.C.), April 30, 1986, page 87). 

21 Lot. cit. page 88. - - - 
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The application of the criteria just described clearly involves a 
considerable degree of judgment. In practice, this judgment has been 
exercised rather cautiously in recent years, given the serious underlying 
payments difficulties faced by many members. As is evident from Table 2 
there have been few CF drawings in the upper tranche in recent years that 
have not been accompanied by a stand-by arrangement, either approved 
simultaneously with the CF request or already in place. Since September 
1983, when the formal guidelines were issued, there has been only one 
upper CF tranche drawing out of 27 that was not accompanied by a stand-by 
or extended arrangement. There have been only six drawings confined to 
the lower CF tranche during this period, one of which was accompanied by 
a stand-by or extended arrangement. 

During the same period, there were a considerable number of instances 
where members experienced an export shortfall and had a balance of 
payments need, but did not make a formal request to draw under the CFF. 
In a statistical exercise undertaken in mid-1986 (based on data submitted 
for the WE0 exercise) 106 cases of shortfall were calculated for CY 1986 
on the basis of the most recent data then available. In some 30 of these 
cases the staff examined inquiries about possible use of the facility in 
the course of the year. By cant rast , only eight CF drawings were approved 
in 1986, of which five were in the upper tranche. 

In a number of cases where members had a compensable shortfall, but 
did not draw under the CFF, the reason was that the member could not meet 
the relevant test of cooperation. In other cases, where the test of 
cooperation was met (e.g., through the existence of a stand-by 
arrangement 1, discussions between the Fund staff and the authorities of a 
member highlighted concerns as to whether the implicit total access to 
Fund resources would be consistent with the member’s capacity to service a 
large increment in outstanding debt. Frequently, it was concXuded that 
it would not be wise to make a sizable drawing under the CFF at the time 
a stand-by was agreed. Another reason for not using the CFF was the 
desirability to hold resource availability “in reserve,” for possible use 
if unexpected developments during the life of a program created an 
additional financing need. 

These changes in the effective conditionality attached to the CFF, 
and in the circumstances in which its use has been considered appropriate, 
have reflected the emergence of widespread balance of payments and debt 
servicing difficulties since the early 198Os, which have changed the nature 
and severety of balance of payments problems faced by many members, 
including those considering use of the CFF. In part at least, these more 
difficult circumstances were recognised and addressed in the guidelines 
on cooperation adopted in 1983. As just noted, these provide that the 
test of cooperation can be met by the existence of a stand-by or extended 
arrangement and thus create a “linkage” between conditionality under the 
CFF and that under other facilities. Beyond this, however, members and 
the Fund have also had to exercise judgment concerning whether drawings, 
although meeting the criteria established under the facility, were 
appropriate and timely in view of (i) the existing size of medium-term 
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Table 2. Drawings Under the Compensatory Financing Facility 

in Upper and Lower CF Tranches, 1979-86 1/ - 

Stand-by 2-1 
or Extended Total 

Number Existing Stand-by 2/ Arrangement 
or Extended - 

Stand-by or 
of CF Concurrently Extended 

Drawings Arrangement Discussed Arrangements 

1979 12 
1980 13 
1981 18 
1982 10 
1983 16 
1984 8 
1985 10 
1986 5 

Total 

1979 
1980 
1981 
1982 
1983 
1984 
1985 
1986 

92 - 

11 
2 

11 
18 

8 
-- 

3 
3 

Total 56 - 

32 

(Upper CF tranche) 

2 6 
5 10 
9 16 
7 10 

12 16 
2 8 
7 9 
4 5 

48 80 - - 

(Lower CF tranche) 

3 
6 J/ 

-- 

2 2 
-- -- 
-- 1 

2 8 31 
1 I- 

-- -- 

-- 1 

7 6 - - 

1 

13 - 

1/ Cannot be reconciled with Table 4 which refers to CF drawings - 
accompanied by upper tranche stand-by arrangements only and by reference 
to the year the stand-by was approved, whfch is not necessarily the year 
in which the CF drawing occurred. 

2/ Including drawings in the first credit tranche and trust fund loans. 
z/ Includes three arrangements that were inoperative at the time of 

the CF drawing. 
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debt service obligations of the member, and (ii) the uncertainty of 
future export earnings and the desirability of retaining CF access in 
case these earnings are lower than expected. 

An issue to be addressed is whether the existing guidelines on coop- 
eration have functioned effectively and whether they remain appropriate 
in current circumstances. This encompasses several different types of 
questions: Has the effective degree of conditionality been appropriate? 
Is the increased linkage of conditionality applied in the context of the 
CFF with conditionality under stand-bys and extended arrangements an 
appropriate means of safeguarding the use of the Fund’s resources? Does 
the effective implementation of conditionality under the CFF require the 
setting and monitoring of performance criteria? (This last issue links up 
with the question of phasing, which is discussed below). Lastly, in 
assessing requests far use of the facility, should the Fund, and if so in 
what circumstances, take explicit account of factors other than the 
existence of a stand-by arrangement (e.g., the size and profile of debt 
service obligations; the degree of uncertainty related to future export 
receipts >. 

2. Access 

As was noted in section 1, current access limits under the CFF are 
83 percent of quota, of which 50 percent of quota is subject to “lower 
t ranche” conditionality and the remaining 33 percent to “higher tranche” 
conditionality. By way of comparison, the use of the Fund’s ordinary 
resources under stand-by programs or extended Fund facility programs are 
subject to an annual limit of 90-110 percent, and to a cumulative limit 
of 400-440 percent. As may be seen from Table 1 (page 4), there have 
been times in the past where access limits under the CFF have been higher 
relative to access limits for ordinary resources than at present. There 
have also been times when they have been lower. The present ratio of the 
access limit under the CFF to the cumulative lower access limit for 
ordinary resources is 0.21 (i.e., 83: 400). l-/ This ratio was as high as 
0.50 from 1966-1975, and as low as 0.18 from 1981-1984. When yearly 
access limits under ordinary resources were introduced in 1981, the ratio 
of maximum access under the CFF to maximum yearly use of ordinary 
resources was 0.81. That ratio has since risen to 0.83. 

Of more relevance than a simple comparison of maximum access levels 
is the question how far the respective access limits are adequate to meet 
the needs for drawings under the different facilities. Thjs, too, has to 
remain largely a matter of judgment. The “need” for finance under an 
adjustment program cannot be precisely calculated, but depends on the mix 
of adjustment and financing that is considered optimal in the circumstances. 

l/ This and subsequent calculations use the lower access limit as the 
higher access I.imit has not been appl.ied. 
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Table 3. Compensatory Financing Facility: 
Average Rate of Compensation l/ - 

(In percent) 

1979 1980 1981 1982 1983 1984 1985 1986 

Weighted average 2/ 54.1 75.4 49.7 63.2 75.7 40.5 76.2 59.9 - 

Simple average 65.1 71.8 76.5 79.0 73.7 60.2 78.7 74.9 

l/ The ratio of drawings under the CFF to the export shortfall 
calculated ex ante (i.e., using projected export data for the two 
post-shortfall years). 

2/ Weighted by the size of the drawing under the CFF. - 

Table 3 details the average rate of compensation under the CFF 
(defined as the ratio of drawings to the shortfalls calculated ex ante 
from 1979-1986). The table shows that the weighted average rate of 
compensation--that is, the sum of drawings as a percent of the sum of 
shortfalls--has varied between about 40 percent and about 75 percent, 
with no clear trend over time. Using a simple average, compensation has 
varied between 60 percent and 79 percent. (The lower rate of compensation 
on a weighted average basis reflects the relatively small number of large 
drawings involving substantial undercompensation). 

A relevant question in determining access under the facility is the 
appropriateness of the scale of use of the facility relative to the actual 
and prospective circumstances facing the member. As discussed above, 
considerations that may be particularly relevant in this regard are the 
member’s debt servicing capacity and the uncertainty of its export 
receipts in the future. 

The issues that arise with respect to access under the facility are 
therefore threefold: (i) whether existing access limits remain appropriate 
relative to members ’ needs and the size of access under other facilities: 
(ii) whether access limits under all facilities need to be considered 
jointly, rather than separately; and <iii) whether access to the CFF needs 
to take more explicit account of the specific circumstances facing 
individual members. 

3. Phasing 

An important distinction between use of the CFF and use of resources 
in the upper credit tranches is that purchases under the CFF (like those 
in the first credit tranche) are not phased. A member may draw the entire 
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amount for which it qualifies under the CFF as soon as the Board approves 
a request. Drawings under stand-by and extended arrangements, on the 
other hand, are invariably phased, and subject to the member meeting 
performance criteria. 

In part, this difference can be traced to the different functions 
for which stand-by and extended arrangements, on the one hand, and com- 
pensatory financing drawings, on the other, were initially intended. 
Stand-by and extended arrangements are intended to cover financing needs 
during the period in which adjustment measures take effect, and before a 
country has returned to external viability. Compensatory financing 
drawings are intended to compensate for past shortfalls in export 
receipts that may have been initially financed by running down reserves, 
or postponing import purchases. It is for this reason that drawings 
under stand-by and extended arrangements are distributed over the period 
for which financial assistance has been deemed necessary; while drawings 
under the CFF take place as soon as possible after the shortfall period. 
Of course, it must be recognized that in a situation where export 
variability is superimposed on structural balance of payments weakness, 
a distinction between the two sources of external difficulty may be dif- 
ficult to make and less relevant to the practical problem of providing 
financial assistance to underpin the member’s efforts to adjust. The 
growing problem of overdue obligations to the Fund has served to 
highlight the issue of whether the immediate availability of a relatively 
large amount of resources undermines the incentive to members to follow 
through on an adjustment program. 

Distributing access to resources over time would be one way of 
tackling this problem, and was indeed a feature of the facility in the 
past. An annual limit of 25 percent of quota on the amount by which 
outstanding CF drawings were permitted to increase was introduced with 
the 1966 decision at the same time as maximum access was raised from 
25 percent of quota to 50 percent. At the time of this amendment, it was 
expected that the annual limit would “impose a delaying effect in utiliz- 
ing the compensatory facility to the full extent” and provide an 
opportunity for “testing the extent to which a member had implemented its 
undertakings under earlier compensatory drawings to ‘cooperate with the 
Fund in an effort to find, where required, appropriate solutions for its 
balance of payments difficulties. ‘I’ l/ This feature was abandoned in 
1979, when access limits under the CFF were raised to 100 percent in line 
with the general liberalization of the facility that was deemed appropriate 
at that time. 

1/ “Compensatory Financing of Export Fluctuations: Developments in the 
Fund’s Facility: A Second Report by the International Monetary Fund on 
Compensatory Financing of the Fluctuations in Exports of Primary Producing 
Countries , ” September 1966 (Washington, D.C. >. Reprinted in The 
International Monetary Fund 1945-1965, Twenty Years of International 
Monetary Cooperation, Vol. III: Documents, pp. 469-496 (Washington, D.C. ). 
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An alternative mechanism for limiting the amount of resources 
immediately avail-able under the CFF would be to introduce phased drawings, 
subject to verification of the implementation of agreed corrective 
policies in those cases in which such policies are required. This phasing 
could either be linked directly with drawings under a stand-by or extended 
arrangement, and subject to the same conditions, or else could be on a 
separate timetable. The phasing of drawings under the CFF could be 
considered to run counter to one of the central features of the facility 
as originally conceived, namel.y, that compensation should take place as 
closely as possible in time to the shortfall to which it relates. Phasing 
would therefore achieve the advantage of increasing the incentive to 
pursue adjustment, but at the potential cost of reducing the effectiveness 
of the facility in stabilizing aggregate foreign exchange receipts i.e., 
exports plus CFF drawings less CFF repurchases. This potential cost 
could be minimized if each phased drawing were made subject to the 
continued existence of an export shortfall equal to or larger than the 
drawing. 

In assessing the balance of advantages and costs, it may be useful to 
have some impression of the potential importance of the factors involved. 
Drawings under the CFF are not subiect to the safeguards provided jointly 
by phased access and performance criteria. The question may therefore be 
raised of whether the presence of CF drawings at the inception or in the 
course of Fund-supported adjustment programs may have weakened members’ 
adjustment efforts to the extent of making the uninterrupted completion 
of programs less likely. Table 4 provides some evidence on the basis of 
experience since 1979, when the CFF underwent its last major reform. In 
38 out of the 80 stand-by arrangements 1/ (48 percent) approved between 
1979 and 1985 without corresponding use-of the CFF, the available 
resources were fully purchased. The average of actual drawings to total 
available stand-by resources for this group amounted to about 74 percent 
for the period as a whole. For the 54 upper tranche stand-by arrangements 
that were accompanied by CF drawings, available resources were fully 
purchased in 28 cases (or 52 percent >, with the average of total drawings 
to available resources standing at 70 percent. It is perhaps noteworthy 
that in the period 1980-83 stand-by arrangements with CF drawings were 
more fully utilized than stand-bys without CF drawings, with the reverse 
being the case in 1984-85. 21 This evidence suggests that members using 
the CFF have, on average, - not allowed their adjustment efforts to weaken 
relative to the efforts of those members that did not have recourse to 
the CFF. It should be borne in mind, however, that some members were dis- 
couraged in light of the nature of their balance of payments difficulties 
or previous record of adjustment from requesting a CFF drawing along with 
a stand-by arrangement. This may tend to impart a bias to the results 
just noted. 

l/ Stand-by arrangements in the upper credit tranches that have either 
expired or been canceled and excluding arrangements where no drawings 
took place. 

2/ Several stand-by arrangements approved in 1985 do not expire until. 
1987 which may change the final outcome somewhat. 



Table 4. Purchases Under Stand-by Arrangements, 1979-85 l/ - 

Year 

Accompanied by a Compensatory Financing 
Not Accompanied by Purchase or With a CF Purchase Approved 

Compensatory Financing Purchase During Course of Stand-by 
Average of total Average of total 

Number of Ful.1 amount of actual purchases Number of Full amount of actual purchases 
stand-by stand-by purchased to amount available stand-by stand-by purchased to amount avaIlable 
arrange- Percent of under stand-bys arrange- Percent of under stand-bys 

ments Number total (In percent > ments Number total (In percent) 

1979 8 2 25.0 79.1 4 -- -- 56.2 

1980 10 2 20.0 61.7 7 21 3 42.9 65.7 - 

1981 10 5 50.0 69.4 7 5 71.4 87.1 

1982 9 6 66.7 77.1 11 6 54.5 84.3 I 

1983 16 9 56.3 73.4 14 21 8 57.1 81.7 

1984 16 7 43.7 70.1 5 3 60.0 52.0 

1985 11 7 63.6 85.3 6 3 50.0 64.3 

Total 80 38 47.5 73.8 54 28 51.9 70.2 

Source : International Financial Statistics, Transactions of the Fund, February 1986 and subsequent issues; and IMP 
Research Department. 

l/ Refers to stand-by arrangements in the upper credit tranches that have either expired or been canceled and 
excludes arrangements where no purchases were made. Refers also to the year in which the stand-by arrangement was 
approved, which is not necessarily the year of the CF drawing. 

2-1 Includes one country with two CF purchases during the period of the stand-by arrangement. 
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Turning to the question of whether phasing would have a significant 
cost in reducing the stabilizing property of the CFF, it would be 
relevant to give attention to the variability over time of net foreign 
exchange receipts, defined as exports pl.us CF receipts minus CF 
repurchases. Comparisons could then be made as to how the variance of 
this series would be affected by shifts in the timing of drawings and/or 
repurchases. The staff intends to undertake this analysis in the context 
of the forthcoming comprehensive review of the CF facility, and will 
welcome guidance concerning aspects of the calculation on which Directors 
have views. 

4. Other issues 

Any assessment of conditionality, access, and phasing depends to 
some extent on the particular scope and design of the mechanism by which 
members are compensated for fluctuations in export earnings. The 
existing facility relies on ex post compensation of the shortfall that 
has occurred during a past 12-month period. An alternative would be to 
seek a mechanism providing coverage in respect of prospective declines in 
export earnings, rel.ative to projected levels. Such a mechanism cou1.d be 
used in conjunction with a program of economic adjustment, which might or 
might not be supported by the use of Fund resources under other facilities. 
This approach would have the benefit of safeguarding an adjustment program 
from adverse contingencies that could be envisaged, but not accurately 
projected. Some relevant considerations in this context have already been 
discussed in connection with the oil price contingency included in the 
stand-by arrangement with Mexico. l/ - 

The oil price contingency concept could be broadened to encompass 
export receipts (prices and quantities) in general and could of course 
vary in other respects from the particular provisions of the Mexican 
program. In the context of an agreed adjustment program, such a contin- 
gency mechanism would permit compensation for a decline in export earnings 
to take place within established procedures for monitoring policies and 
performance. A number of issues would have to be considered if the 
contingency approach were to be used more generally. These include the 
relation between the CFF and other sources of funds at the time a program, 
including its external financing, is framed; the relation between the CFF 
and other sources of funds (including other Fund resources) when a contin- 
gency is activated (especially the problem of double compensation); the 
range of exports to be covered by the contingency; the question of the 
responsibility for the contingency; and the issue of symmetry in the 
effect of deviations of the contingency measure from a predetermined 
central point or range. A more general issue is whether and how, if such 
a contingency approach were generalized, past shortfalls of members not 
covered by stand-bys would be compensated. 

l/ The Mexican contingency mechanism and related issues for Fund policy - 
are examined in “Program Design and Performance Criteria--Automatic 
Adjustments in Response to Developments in Commodity Prices and Economic 
Growth,” EBS/86/211, Supplement 2 (11/11/86). 
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III. Issues in the Implementation of the CFF: Entitlement to Draw 

Beyond the broad issues connected with conditionality, phasing and 
access, several questions have arisen in connection with how entitlements 
to draw under the CFF are calculated. These questions surround such 
matters as how well future export receipts have been estimated, how the 
trend in exports should be taken into account, how the requirement that a 
shortfall be “beyond the control” of the member is applied, what is the 
commodity coverage of compensable shortfalls, and whether there should be 
early repurchase of overcompensated amounts under the facility. 

1. Determination of the shortfalls and drawings under the CFF 

Under present practice, a shortfall is calculated according to a 
formula which attempts to assess the extent to which exports in the 
shortfall year are below a medium-term trend. The two aspects of this 
calculation that have attracted the most attention are: (i) whether the 
projections for future years (which are necessary to estimate the under- 
lying trend) are systematically biased; and (ii) whether a shortfall 
associated with a decline in future exports should fall within the purview 
of the CFF. 

a. Accuracy of projections 

It goes without saying that economic projections are subject to a 
margin of error. The relevant issue is whether the projections are 
sufficiently accurate to improve on some simple rule, such as the extra- 
polation of a past trend; and whether the residual errors are systematic 
or random. 

For the 165 CF cases analysed in Annex III, shortfalls were over- 
estimated in 93 cases, and underestimated in 72 cases. For the cases of 
overestimation, estimated shortfalls exceeded actual shortfalls by 
SDR 6.1 billion, while for underestimated cases actual shortfalls exceeded 
ex ante estimates by SDR 7.1 billion, resulting in a net underestimation 
of shortfalls of SDR 1 billion (Table 5). These large discrepancies 
between projected and actual shortfalls do not, however, result in a 
corresponding degree of over- or undercompensation, largely because of the 
impact of quota limits on entitlements to draw. Table 5 shows that the 
overestimated shortfalls (totaling SDR 6.1 billion) led to overcompen- 
sation of SDR 3.3 billion, whereas underestimated shortfalls (totaling 
SDR 7.1 billion), although larger, gave rise to undercompensation amount- 
ing to SDR 0.4 billion. The existence of quota limits places an upper 
bound on the extent to which overestimation of a shortfall can lead to 
compensation in excess of a member’s entitlement, as calculated ex post. 
For this reason, 47 drawings were unaffected by misestimation of 
shortfalls, while 85 were overcompensated and 33 undercompensated. 
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Table 5. CF Shortfalls and Related Drawings: Ex Ante and Ex Post 

Over- IJnder- Exact 
Total. estimation estimation Estimation 

Shortfalls 165 

(Number of cases) 

93 72 

(In billions of SDRs) 

-- 

Ex ante 18.8 9.6 9.2 -- 
Ex post 19.8 3.5 16.3 -- 
Bx ante minus ex post -1.0 6.1 -7.1 -- 

(Number of cases) 

Drawings 11 165 85 33 47 

IIn hillinns of SDRs) 

Actual 10.4 5.5 1.5 3.3 
Simulated 21 7.4 2.2 1.9 3.3 
Actual minis simulated 3.0 3.3 -0.4 -- 

l! Because of quota limits, there is no direct relationship between 
drawings under each classification and shortfalls in the same 
classification. 

2/ Simulated drawings are based on shortfalls calculated ex post, 
that is with actual export data. 

Staff analysis indicates that the incidence nf overcompensation was 
particularly high in respect of drawings made during the 1981-82 recession, 
but has since subsided considerably. The Fund staff, in common with most 
other private and official forecasters, miscalculated the duration of the 
recession. This had the effect of compensating countries prematurely in 
relation to the profile of their shortfalls. Forty of 85 cases of over- 
estimated drawings occurred in respect of shortfalls in 1981-82 and 
accounted for 64 percent of the total amount of overestimation. In the 
bulk of these cases, an accurate forecast of the path of export receipts 
would have led to a CF entitlement at a later date. 

A more detailed study of past forecasting errors and their implica- 
tions will be presented in the paper providing background material for 
the comprehensive review of the CFF. 
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b. The relevance of the underlying trend 

The other aspect of the formula that has attracted attention is its 
exclusive attention to deviations from trend, and its lack of concern with 
the direction of the trend. The basic reason for this is the analytical 
distinction that can be made between problems that arise from fluctuations 
in export receipts and problems that arise from structural weakness. 
Roth are important from the Fund’s standpoint, but the policy response 
they call for may not be identical. 

In practice, of course, the same development may contain elements of 
both structural weakness and temporary fluctuation. If the price of an 
export commodity drops sharply and remains low, it is clear the country 
has a structural problem to which it needs to adjust through appropriate 
policy measures. At the same time, in the year in which the orice decline 
occurs, export receipts will be below trend, since the trend is the 
average of earlier years, when prices were higher, and future years when 
the price is expected to be the same as at present. A justification 
for the use of the CFF in such a case could be that the adjustment to 
the lower level of receipts will take time to become effective, and 
compensation is appropriate in the interim. 

Looked at from another standpoint, however, it could be arglled that 
the application of the formula should not work against the incentive to 
adjust to what is expected to be a permanent change in the environment 
facing a member. In this perception, the expected future path of export 
receipts is a key element in whether or not the conditions for use of the 
CFF are met. Since a recovery in the rate of projected export growth is 
a prerequisite for a shortfall. to occur, it follows that where projected 
exports show a decline a shortfall would materialize only if the projected 
decline is preceded by an even larger decline in the shortfall year itself. 
Therefore, whether a country experiencing a permanent drop in its export 
receipts would qualify for CF assistance in addition to financing 
associated witb adjustment essentially depends on the timing of a CF 
request in relation to the profile of its exports. 11 - 

An examination of the historical record reveals that there have been 
only a few cases of compensation of shortfalls associated with lower 
average exports in the post-shortfall period than in the shortfall year. 
Typically, this would occur as a resu1.t of a signifi.cant downturn in 
exports which is not expected to be reversed within a short period of 
time ; such situations include a collapse of the international prices of a 
major commodity or a drop in export supply due, for example, to a natural 
disaster. In Tab1.e 6, which provides a summary of 123 CF cases classified 
by whether growth rates were negative or positive in the shortfall year, 
there were 91 CF drawings involving negative growth in the shortfall 
year ; of this total, the number of cases with negative export projections 
were only five. About one quarter of the cases (32) involved positive 
export growth in the shortfall year. 

L/ For example, starting from the period when the drop initially takes 
place there would be a shortfall, but it will progressively decline as the 
period is moved forward. 
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Table 6. Summary of CF Drawings and Related Growth Rates 

Number 

Sum of Sum of 
Shortfalls Drawings 

(In millions of SDRs) 

All cases 123 14,193 9,120 

1. Cases with negative growth 
in shortfall year 91 - 9,287 5,922 

Of which: Growth in post- 
shortfall year was: 

1.1 Positive (8,696) (5,576) 

1.2 Negative (5) (591) (346) 

2. Cases with positive growth 
in shortfall year 32 - 4,906 3,198 

2. Responsibility for the shortfall 

The requirement that the member requesting a CF purchase should be 
experiencing an export shortfall that is “largely attributable to circum- 
stances beyond the control of the member” was embodied in the 1963 decision 
establishing the CFF and has remained unchanged in all subsequent revisions 
of that decision. The reason for the inclusion of such a provision 
appears to be related to a general desire to focus the facility on helping 
members respond to purely external disturbances; it also addresses the 
specific need to eliminate the possibility of manipulating entitlements, 
e-g-, through accumulating stocks of exportable goods in a shortCall year 
and marketing them subsequently. 

Assessment of all the factors that have affected the performance of 
a particular export commodity is clearly a complex task. It is often 
difficult to assess precisely the extent to which the shortfall for a 
given commodity, or indeed for total export earnings, is due to factors 
outside the control of the member. Accordingly, the procedures that have 
been applied in this respect involve an overall appraisal of the factors 
responsible for the shortfall by the inclusion of the “largely attributable” 
clause. Once established as meeting this test, the compensation relates 
to the total shortfall, not just to that part of the export shortfall 
that is attributable to factors clearly outside the control of the member. 
However , current procedures provide for the possibility that the compensable 
amount of the shortfall may be reduced on account of deliberate actions, 
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such as stock accumulation, that have the effect of creating a shortfall 
or increasing its size. Specific policies have been developed to deal 
with such cases. l/ - 

In analysing the causes of export shortfalls the staff has Followed 
the practice of disaggregating the value of exports into their major 
components and then providing a further breakdown of their price and 
volume elements. The factors that have led to the changes in prices and 
volumes are then examined. In general, changes in export earnings due to 
international price movements are considered beyond the control of an 
individual country, unless the country is a dominant exporter of a 
particular commodity. The assessment is less straightforward, however, 
for changes in earnings stemming from variations in export volumes. 
Volume changes can be attributed to a number of factors, some within the 
control of the member--such as inadequate exchange rate or producer 
pricing policies, while others are clearly outside the member’s control, 
such as the effects of climatic variations or external demand cnnditions. 

Even in cases where export volumes can be shown to have been affected 
by inappropriate policies, it does not necessarily follow that the short- 
fall itself results from these policies; this depends on whether they had 
a transitory or lasting effect on exports. To the extent that inappropriate 
policies have existed over a long period of time, their effect on exports 
would be reflected in a lower trend value, but not necessarily in a 
deviation from the trend. In other words, they would not give rise to a 
shortfall unless the effects of policy on exports intensified in the short- 
fall year in relation to the other four years of the trend period. Thus, 
in assessing the contribution of inappropriate policies, their effect has 
to be judged not only with respect to the shortfall year, but also with 
respect to the two years preceding the shortfall year and the two years 
following it. 

A deviation of volume from a policy-induced trend in exports may not 
necessarily be related to policy, as it may be caused by natural factors 
outside the control of the member. The staff bases its export projections 
on the assumption that the thrust of policy will not change from that 
existing at the time of the CF request, in order to avoid biasing the 
calculation of the shortfall either way. In forming its judgment, the 
staff attempts to distinguish between the effect of policy on the trend 
in exports and the effect on exports in the shortfall year, and takes 
into account any additional developments which are beyond the control of 
the member. Annex I sets out the factors that have contributed to export 
shortfalls for members requesting CF drawings since the last major Board 
review of the “beyond the control” clause. The analysis reveals that 
about 80 percent of the export shortfalls related to drawings made since 
1976 have been considered to be due to exogenous factors clearly outside 
the control of the members concerned. 

l/ Stock accumulations are dealt with by reducing the compensable amount 
of-the shortfall by an appropriate amount, determined by taking into account 
the effect of the stockpiling on exports in the shortfall year and the 
later sale on projected exports. 
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One issue that has arisen in respect of the “beyond the control” 
requirement is whether it is desirable to limit compensation to that 
portion of the shortfall that is determined to be beyond the member’s 
control. l/ While there would seem to be some logic in this approach, it 
has to be-recognised that there are very considerable difficulties in 
making distinctions at the margin between shortfalls that are within or 
outside the control of members. Nevertheless, if Executive Directors 
wished, the staff could undertake a more thorough analysis of this issue 
in the context of the forthcoming review. 

3. Commodity coverage of compensable shortfalls 

Successive CF decisions since 1963 have not specified the type of 
export statistics to be used in the shortfall calculation. Accordingly, 
the procedures now applied have evolved from Executive Board consideration 
of individual CF requests and of staff proposals on the application of 
the decision. Since 1963, standard practice has been to calculate short- 
falls using the concept of total domestic merchandise exports, net of 
re-exports, measured wherever feasible on a customs basis. The Executive 
Board has also endorsed procedures to adjust the shortfall calcul.ated on 
this basis for stock accumulation and to avoid double compensation arising 
from CF drawings relating to overlapping shortfall years; as these adjust- 
ments did not give rise to any particular difficulties of implementation 
they will not be reviewed further here. Since August 1979, shortfall 
calculations may also include, at the member’s option, receipts from 
certain services--travel receipts and workers ’ remittances. 2/ - 

The issues that arise in considering the coverage of compensable 
shortfalls include the following: (i> should an attempt be made to 
adjust export data for variations in the cost of the import component of 
exports? (ii) should a more general adjustment to entitlements under the 
facility be made to take into account variations in total import costs 
(whether or not imports enter directly into exports)? and (iii) can a 
case be made for extending the coverage of the facilities to other 
contingencies, (e.g., interest rate fluctuations)? 

a. Adjustment for the import component of exports 

The rationale for making this adjustment is that the CFF is designed 
to protect a country’s import capacity from the effects of temporary 
fluctuations in export receipts. To the extent that a decline in export 
receipts is matched by a decline in payments for imported inputs, it 

1/ It is perhaps worth noting that on the basis of experience through - 
1951, at the last Executive Board review of the “beyond the control” issue, 
Directors endorsed the practice of providing compensation for the whole 
shortfall once it could be shown to have been due to factors largely 
beyond the control. of the member. 

2/ In May 1981, coverage of the CFF was widened to include excesses in 
the cost of cereal imports. As noted earlier the cereal decision is 
scheduled for review in May 1987, it is therefore not discussed in this 
paper. 
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would seem reasonable to adjust the calculated shortfall accordingly. 
This procedure is followed in the case of re-exports, which are defined 
as exports of goods which have previously been imported and whose 
physical characteristics have not been modified whi1.e they have been 
within the country’s boundaries. The situation becomes less clear when 
the import component of gross export value is less than 100 percent. In 
principle, it would seem clearly desirable to net out the val.ue of the 
imported component. But for practical. reasons, such an adjustment would 
have to be performed judgmentally. This is because there are often no 
accurate data concerning the import component of final value, and because 
the imports incorporated in exports will have entered the country during 
a different period than that in which the exports take place. An 
alternative approach, having the same general intent, would be to extend 
the present exclusion of re-exports to cover all export commodities where 
the average import content is judged to be above a certain percentage. 

In practice, the extent of the prohlem that has just been discussed 
should not be exaggerated. An analysis of all CF drawings from 1976 to 
1983 showed that products with high import content have contributed to the 
shortfalls in some cases and reduced shortfalls in other cases. Annex II 
summarizes the findings reported in SM/83/262 and updates the analysis 
through the request by Bolivia (EBS/86/264, 11/26/86). It shows that out 
of 230 CF cases since 1976, in only about 10 cases (less than 5 percent) 
has a country been either overcompensated or undercompensated to a signi- 
ficant extent by current practice. Moreover, the incidence of countries 
being undercompensated is about twice that of countries being 
overcompensated. Only one country, Panama, has consistently benefited 
from current practice; another, Sri Lanka, was undercompensated in two 
successive drawings. Other countries have both benefited and been 
penal ized over time. 

SM/83/262 examined in detail two possible methods for excluding the 
value of the import content of exports of refined petroleum, polished 
diamonds, and in-bond industries from gross export data: (il netting out 
the value of direct imports of the principal raw material input, and 
(ii) calculating value-added directly. The paper showed that the net 
export approach suffered from difficulties in identifying the time at 
which the raw-material import took place; in a3 locating the value of a 
raw-material import to more than one end-product; in identifying indirect 
import content; I-/ and in establishing rules regarding the percentage of 
import content or the share of relevant products in total exports that 
would trigger the adjustment. With respect to the value-added approach, 
the paper concluded that most countries wou1.d not be able to provide 
adequate statisticai information to make such an adjustment feasible. 

l/ Indirect import content refers to the import content of domestically 
prduced goods used as inputs in the manufacture of the final good which 
is exported. 
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b. Adjustment for fl.uctuations in import costs 

Q 

A more far-reaching adjustment would be to net off against export 
shortfalls variations in import costs, irrespective of whether or not the 
imports were a component of exports. In support of this proposal, it has 
been suggested that, where a generalized decline in import prices has 
taken place, the need for financing arising out of export shortfalls is 
reduced, and therefore, that a downward adjustment of the amount of 
compensation should be made. 

Although this is a logically separate issue from adjusting for the 
import content of exports, it is subject to some of the same practical 
difficulties. These include the choice of period over which the movement 
in import prices should be measured, and the method of adjusting the 
amount of compensation once the change in import prices is determined. 
In addition, a decision would have to be made on the symmetry of ad,just- 
ment , that is, whether compensation would also be raised in the case of 
an increase in import prices. I/ One straightforward solution would be 
to calculate the shortfall in the merchandise trade balance, but this 
would also take import volume movements into account and fundamentally 
broaden the nature and purpose of the compensatory financing facility 
beyond the financing of export shortfalls. 

C. Compensation for other contingencies 

An issue that arose in the early 1980s was whether it would be 
desirable to extend the CFF to cover unexpected increases in payments 
resulting from movements in international interest rates. Such a change 
would put interest payments (and, conceivably, other types of payments) 
on the same footing as cereal payments. 2/ A more far-reaching proposal 
would be to provide coverage for contingencies outside the external pay- 
ments sector, e.g., declines in domestic investment or growth. 3/ The 
justification for such an extension would be to help safeguard the growth 
process against unexpected adverse developments. It would have to be 
recognized, however, that such an extension of the facility’s coverage 
would go beyond the original rationale of smoothing fluctuations in 
foreign exchange receipts, and would thus raise additional issues. 

1/ One general approach would be to conduct shortfall calculations in - 
real terms hy deflating exports by an import price index. In the 197Os, 
the staff experimented with shortfall calculations based on real export 
values but the Executive Board decided to retain the calculation of the 
shortfall in nominal terms. Over time use of real rather than nominal 
values results in broadly similar levels of compensation, but calculations 
in real terms provide for compensation that is more synchronized to the 
needs of countries--larger compensation when inflation is high and smaller 
compensation when inflation is lower than calculations in nominal terms. 

2/ For a discussion of this issue, see “A Fund Facility to Help Members 
Meet Increases in Interest Costs--Main Issues” (SM/86/43, 2/26/86) and 
EBM/86/57. 

3/ For a discussion of the growth contingency in the context of the 
Mexican program, see EES/86/211, Supplement 2 (11/11/86). 
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4. Adjustment for overcompensation 

An issue that has sometimes arisen is whether members should be 
asked to make early repurchases in circumstances where they are overcom- 
pensated for export shortf al!. s. 

At present an expectation to make an early repurchase applies to 
members availing themselves of the early drawing provision--which allows 
a determination of the shortfall to he made using up to six months of 
estimated data--if actual data subsequently reveal that the member has 
been overcompensated. I/ Actual data have to be provided to the Fund as 
soon as they become available and on the same basis as the data on which 
the original shortfall calculation was hased. Once it is determined that 
overcompensation has occurred, a member is expected to make a prompt 
repurchase in the amount of the overcompensation. 2/ - 

In addition to overcompensation that may result from the use of 
partially estimated data, however, overcompensation may arise in two 
situations stemming from erroneous export projections, and current proce- 
dures do not provide for a reversal of this overcompensation. First, a 
shortfall might prove to have been overcompensated because projections 
for post-shortfall years turn out to be too optimistic. This source of 
overcompensation was discussed above; the extent of overcompensati.on 
could be verified when actual data for the post-shortfall period become 
available , roughly 2 l/2 years after the drawing. Secondly, current 
practice allows a member to make drawings in successive periods if 
exports fall short of projections and actual data subsequently indicate 
another shortfall. Thus, within the constraint of access limits, it is 
possible for a member to be compensated for a shortfall that does not 
turn out to be a shortfall once actual export data are available, and 
to be compensated again on the basis of the new and corrected figures for 
the earlier shortfall year. Since 1976, there have been 27 cases of 
consecutive drawings resulting at least in part from inaccurate export 
projections. 

Tt is for consideration whether overcompensation of the first type 
should be subject to an early repurchase provision once the extent of 
overcompensation is known, and for overcompensation of the second type 
whether there should he an adjustment to the subsequent drawing equivalent 
to the amount of the overcompensation. 

TV. Summary and Issues for Consideration 

The following is a summary of the discussion in the body of the paper 
together with a number of points intended to serve as a focus for discus- 
sion by Executive Directors of the issues that they would like to see more 
fully developed in the forthcoming ma.ior review of the compensatory 
financing facility. 

I/ An overestimation of the shortfall does not require early repurchase - 
if actual data show a shortfall that is still in excess of the drawing. 

2/ Within 30 days of being notified by the Fund. - 
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1. Summary 

The creation of the CFF in 1963 resulted from a view that it was 
desirable to have a special facility to deal with balance of payments 
problems encountered by many primary producing countries as a result of 
instability in their export receipts. While the Fund had always regarded 
fluctuations in export receipts as legitimate grounds for use of its 
resources, the creation of a special facility with the objective of a 
speedy response to difficulties stemming from export instability 
formalized this recognition. A member could be assured that its request 
for assistance under the CFF would be met, provided that it had a balance 
of payments need, could demonstrate that the export shortfall was of a 
short-term nature and due to factors largely beyond its control, and 
satisfied the Fund that it would cooperate to find solutions acceptable 
to the Fund for its balance of payments difficulties. This last proviso 
followed from the recognition that export instability would in some cases 
need to be tackled by fundamental policy adjustments, even though a 
particular shortfall could be clearly shown to have been largely beyond 
the control of the member. It was thus always intended that use of the 
facility would, in appropriate cases, be conditional upon the Fund being 
satisfied that the member would implement policies to address payment 
difficulties resulting from factors other than temporary shortfalls. Of 
course, where the shortfall could be shown to be of a self-correcting 
nature and the only source of the payments difficulty, the presumption 
has always been that policy adjustment would be neither needed nor 
required. 

In the early years of the facility’s operation it was little used; 
even where export shortfalls did occur, members’ reserve positions were 
often sufficient to accommodate the shortfall, and access to the facility 
could not be justified on grounds of balance of payments need. With the 
changes in the international environment for many developing countries 
that began in the early 1970s and were intensified later in the decade, 
it was evident that the facility was in need of reform if its objectives 
were to be achieved. Access under the facility was not sufficient to 
deal adequately with the scale of export shortfalls that began to emerge 
around the middle of the 1970s. In response, there were major reforms of 
the CFF in 1975 and 1979: access was raised to 75 percent and then to 
100 percent of quota (though subsequently reduced to 83 percent of quota), 
and there were other amendments designed to encourage more timely and 
adequate support in response to export shortfalls. 

However, it became increasingly evident that many export shortfalls 
were occurring in circumstances of fundamental balance of payments d.is- 
equilibria that required the implementation of corrective policies. 
Concomitant with the increased access to the facility, therefore, there 
were moves to strengthen the conditionality governing its use. For 
drawings that took outstanding use above a certain limit (above 25 percent 
in 1966 and above 50 percent after 1975), the Fund had to be satisfied 
that the member had been cooperating with the Fund in an effort to find, -__ 
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where required, appropriate solutions for its balance of payments 
difficulties. The emergence of more intractable balance of payments 
difficulties also raised questions about how to interpret the requirement 
that the shortfall be “largely beyond the control” of the member. 

As a result of concerns frequently expressed in considerations of 
CF requests, reviews of two major aspects of the operation of the CFF 
were conducted by the Executive Board in 1982 and 1983. The review of 
cooperation in September 1983 resulted in a formalization of the con- 
ditions that govern drawings in both the lower (up to 50 percent of 
quota) and upper CF tranches. Although not a prerequisite, drawings in 
the upper tranche have increasingly been associated with operative 
stand-by or extended arrangements with the Fund. Despite the tightening 
of conditionality, however, increasing concerns have recently emerged to 
the effect that the adjustment need faced by many members using the 
facility is so severe that access to the CFF under current guidelines 
may, even in the presence of a stand-by arrangement, jeopardize the 
revolving character of Fund resources. There have also been concerns 
that the immediate availability of resources under the CFF may have 
discouraged, or at least weakened, the adjustment effort. Against this 
background, there have been suggestions that CF drawings should again be 
subject to an annual limit or should be phased in a manner similar to 
resources under a stand-by arrangement. 

2. Issues for consideration 

Although a number of aspects of the operation of the CFF are closely 
inter-related, it is helpful to list the various issues separately. 
Needless to say, this listing is not intended to preclude joint considera- 
tion of particular issues, or to prevent Executive Directors from raising 
questions that have not been dealt with by the staff. The following list 
groups topics under two broad headings: those dealing with access, con- 
ditionality, and phasing; and those dealing with the question of how 
entitlements to draw (or expectations to repurchase) under the facility 
are calculated. 

a. Conditionality, access, and phasing 

(1) Conditionality 

The degree of conditionality attached to the use of resources 
under the CFF has been adapted over the past several years to reflect the 
difficult circumstances faced by many member countries. Issues that arise 
are, first, the appropriateness of the current degree of conditionality, 
and second, the continued implementation of conditionality through linkage 
with Fund programs. An aspect of this latter question is whether linking 
CFF access to the existence of a Fund supported adjustment program is by 
itself a sufficient safeguard to ensure that use of the Fund’s resources 
is temporary. Circumstances could arise, for example, in which a member’s 
existing debt service burden made it inappropriate to increase drawings 
from the Fund beyond a certain point. 
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(2) Access 

Several questions arise in this connection. The first is whether 
current level of access to the CFF can be regarded as appropriate, both 
in relation to the size of export shortfalls and in relation to access 
under other facilities. The second is whether it is appropriate to think 
in terms of combined access limits, taking drawings under both ordinary 
and special facilities together. A third issue is whether the access of 
individual members should be differentiated on the basis of relevant 
criteria, such as debt servicing capacity. Lastly, the issue of contingent 
financing can be considered either within the CFF or under stand-by 
arrangements for members facing uncertain export prospects. 

(3) Phasing 

Here the issue is whether the advantages of phasing (in reinforc- 
ing adjustment incentives) outweigh the disadvantages of increasing the 
temporal separation of the shortfall and the compensation attributable to 
it. A subsidiary issue is how phasing could be introduced and whether it 
should be linked to the drawing schedule under a stand-by or extended 
arrangement. The question also arises of whether there may be merit in 
reintroducing annual limits on access under the CFF. 

b. Issues related to determining members’ shortfalls and drawings 

(1) Use of projections 

Since any method of calculating the shortfall from a trend 
involves implicit or explicit projections, the issue is whether or not 
Directors view the staff’s judgmental projections as being superior to a 
more mechanical or extrapolative method. 

(2) Consideration of trend 

The present method of calculating the shortfall assesses devia- 
tions from trend, without reference to the direction of trend. Executive 
Directors may wish to give their views as to whether the direction of a 
trend should be taken into account in determining shortfalls, and the 
ways in which this might be done. 

(3) Responsibility for the shortfall 

Under existing practice, a shortfall is compensable so long as 
it is determined to be “largely beyond the control of the member.” The 
major issue that has arisen in considering this provision is the impact 
of the member’s policies on the export shortfall and whether procedures 
relating to the “beyond the control” requirement should be examined in 
greater detail in the forthcoming review. 
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(4) Coverage of the facility 

At present, the facility is available to meet shortfalls in 
total exports, net of re-exports. Service and remittance flows may be 
included at the member's option. The excess of costs of cereal imports 
over its trend value is also compensable. The issue of coverage concerns: 
(i) whether a more systematic attempt should be made to take into account 
fluctuations in import costs when determining members' eligibility to 
draw; and (ii) whether other contingencies (such as those included in the 
current Mexican program) should also be incorporated into the facility. 

(5) Early repurchase for overcompensation 

Do Directors believe that it is desirable or feasible to make 
increased provision for early repurchase in circumstances where it appears 
that a member has been overcompensated? 
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Responsibility for the Shortfall 

ANNEX T 

To qualify for a drawing under the compensatory financing facility, 
the Fund must be satisfied that the shortfall incurred by the member 
making the request is “largely attributable to circumstances beyond the 
control of the member.” The factors relevant to a determination of 
whether a shortfall meets this criterion have featured prominently in 
Executive Board reviews of the CFF, as well as in considerations by the 
Board of request for drawings in individual cases. The last major review 
of the issues raised by the beyond the control requirement took place in 
April 1982 (EBM/82/41 and EBM/82/42). A staff paper entitled “Compensatory 
Financing Facility--The Meaning of “Sh.ortfall Attributable to Circumstances 
Beyond the Control of the Member” (EBS/82/42, 3/12/82), was prepared as 
background for that discussion. The Board’s examination covered a broad 
range of factors, including inappropriate policies, political. disturbances, 
shortfalls for leading exporting countries of individual commodities, and 
stock accumulation. A considerable part of the discussion was devoted to 
the treatment in CF cases involving stock accumulation. 

The staff paper noted that determining whether OK not an export 
shortfall could be deemed to have arisen because of factors largely beyond 
the control of the member clearly involved an element of judgment. This 
judgment must take into account all the information relevant to each 
individual case. In practice, shortfalls can he attributed to many factors: 
a disaggregation of the value of shortfalls for particular exports into 
their price and volume components assists the staff in distinguishing the 
effects of variations in international prices, which for most countries 
are clearly beyond their control, from the effects of volume variati.ons, 
which may or may not be beyond their control. Provided that the Fund is 
satisfied that most of the total shortfall in exports is attributable to 
circumstances beyond the control of the authorities, the requirement is 
deemed to have been met. It is important to emphasize that compensation 
is not limited to that part of the shortfall which is judged to be clearly 
beyond the authorities’ control, but to the entire shortfall. 

The staff paper also proposed a modification to the practice of 
dealing with shortfalls involving stock accumulation. Where stockpiling 
results in a volume shortfall, the compensable amount of the shortfall is 
reduced by an appropriate amount determined by taking into account the 
effect of the stockpiling on exports in the shortfall year and of the 
later sale on projected exports. It was recommended that an adjustment 
on account of an increase in stocks in the shortfall. year should not be 
made if the increase restores stocks to normal levels. 

By and large, Executive Directors endorsed the recommendations of 
the staff paper that judgments relating to the “beyond the control” 
requirement should be determined on a case-by-case basis, but it was also 
understood that in individual cases Executive Directors could discuss all 
matters that they considered pertinent. 
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A survey of 59 Board discussions of CF requests since November 1982 
shows that questions relating to “beyond the control” were raised by at 
least one Executive Director in over one-half of the discussions (see 
Appendix). However, of the principal issues relating to “beyond the 
control” discussed at the time of the 1982 Board review, only those 
relating to “inappropriate policies” have featured prominently. Nearly 
one-half of these questions relating to “beyond the control” concerned 
exchange rate policy, and most of the remainder concerned the sectoral 
policies being pursued with regard to one or more of the major export 
items; few questions concerned problems associated with stock accumulation. 

Table 7 summarizes a recent analysis of the causes of the export 
shortfalls associated with CF drawings over the period 1976-86. The 
analysis attributes a main reason for the export shortfall or excess to 
each export item and includes a weighting of the reasons in accordance 
with the size of the shortfall in value terms. l/ The results show that 
over 80 percent of the total value of shortfalls during the period 1976-86 
was attributed to causes that were clearly beyond the control of the 
country concerned: to prices received for exports, weak external demand 
affecting volumes of exports, weather, and other unpredictable causes 
affecting volumes of exports. Unit value changes were particularly 
dominant in explaining shortfalls for drawings made in 1976 in the wake 
of the 1975 recession. Unit value changes were also the main reason in 
1984-86, a period of declining commodity prices. 

The value of commodity shortfalls for which the main cause was 
attributed to overvalued currencies was negligible. 2/ Overvalued exchange 
rates in some instances may have been a contributory factor in a number 
of the other causes that were determined to have influenced the shortfall, 
such as increased domestic demand, inadequate producer prices, high 
production costs and substitution of export commodities, shortages of 
inputs, and internal transport problems. These factors, taken together, 
accounted for 7 percent of the total value of shortfalls, for which 
reasons were identified; they were most important in the period 1977-80. 

Table 8 summarizes the movements in real effective exchange rates 3-1 
for countries making CF drawings in 1981-86. Given the time lags in the 
effects of exchange rate changes, it seems likely that a major appreciation 

l/ The sum of the values of shortfalls and excesses for individual - 
export items does not add to the value of the overall shortfall or excess 
when the geometric formula is used to calculate the shortfall or excess. 
For this reason, the values of shortfalls and excesses for individual 
export items have been prorated so that their sum equals the total 
shortfall in each CF request. 

21 The fact that overvaluation was not found to contribute to an export - 
shortfall does not mean, of course, that overvaluation was unimportant in 
determining the underlying level of export receipts. 

21 A country’s real effective exchange rates is defined as the exchange 
rate between the currency of that country and the currencies of major 
trading partners, with weights in accordance with trade shares, adjusted 
by movements in relative prices. 



- 31 - ANNEX I 

Table 7. Analysis of Causes of Export Earnings Shortfalls 
Associated with CF Drawings, 1976-86 

Year of Drawing 
1976 1977-80 1981-83 1984-86 Total 

A. CF drawings 
Number 48 
Total value 

(In billions of SDRs) L/ 2.31 

B. Shortfall values associated 
with CF drawings 

Total 2.96 
1. Sum of component excesses -1.10 
2. Sum of component shortfalls 4.06 

Of which: Causes identified (2.99) 

C. Allocation of value of 
component shortfall by main 
identifiable cause 

Total 
1. Main cause beyond 

control of country 
a. Unit value changes 
b. Weak external demand 

affecting volumes 
c. Weather affecting 

volumes 
d. Other fortuitous factors 

affecting volumes 2-1 
2. Unusual performance in pre- 

shortfall or post-shortfall 
years 

3. Political causes affecting 
volumes 

4. Miscellaneous domestic factors 
affecting volumes 2/ 

100 

(ii, 
(22) 

(3) 

(1) 

7 

4 

3 

67 81 29 225 

2.37 6.71 2.31 13.70 

(In billions of SDRs) 

4.09 7.93 3.88 18.87 - ___ 
-3.22 -6.46 -3.81 -14.59 

7.31 14.39 7.69 33.46 
(5.63) (12.28) (5.86) (26.77) 

(Percentages) 

100 100 

(ii) (E) (E, 
(16) (24) (22) 

(13) (13) (6) 

(3) (4) (3) 

13 

4 

12 

100 

6 

3 

3 

100 

(E) 

(22) 

(10) 

(3) 

l/ Includes value of drawing attributable to excesses in cereal import costs. 
?I Plant disease, exhaustion of natural rescurces, production cycles, external 

transportation difficulties, industrial accidents, etc. 
3/ Increased domestic demand, inadequate producer prices, substitution of export - 

commodities, shortage of inputs, internal transport difficulties, high production 
costs, and overvalued currency. 
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Table 8. Analysis of Movements in Real Effective Exchange Rates (REER) 
for Countries Making CF Drawings, 1981-86 

(Number of drawings) 

Year of Drawing 
1981 1982 1983 1984 1985 1986 Total 

Total drawings 

Classification of drawings by 
changes in REER of country 
making drawing: 

1. Changes in REER in 
immediate preshortfall year 
(REERt-1-REERt-2, where t 

is the shortfall year! 
Appreciation 10% or more 
Changes less than 10% 
Depreciation 10% or more 
No information 

2. Changes in REER in 
shortfall year (REERt-REERt-1) 

Appreciation 10% or more 
Changes less than 10% 
Depreciation 10% or more 
No information 

3. Cumulative changes in REER in 
immediate preshortfall year 
and shortfall year 
(REERt-REERt-2) 

Appreciation 10% or more 
Changes less than 10% 
Depreciation 10% or more 
No information 

29 

1 5 5 1 
25 21 17 7 

0 2 1 0 
3 0 1 0 

5 4 6 0 2 
19 24 14 6 10 

2 0 3 2 0 
3 0 1 0 1 

7 15 10 0 
16 10 9 5 

3 3 4 3 
3 0 1 0 

28 - 24 8 13 8 - - - - 110 

13 
84 

8 
5 

18 
76 

8 
8 

34 
47 
21 

8 
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0 

0 

in the immediate preshortfall year or the early part of the shortfall 
year would have the greatest impact on the size of the shortfall. In the 
years 1981-86 there were 34 countries out of a total of 110 making CF 
drawings which experienced a cumulative increase of 10 percent or more in 
their real effective exchange rates in the shortfall year and the immediate 
preshortfall year. There were 21 countries where the real effective 
exchange rate declined over the same period. There was, however, a marked 
distinction between the countries making drawings in the first half of 
this period and those making drawings in the last half. The number of 
appreciations greatly exceeded the number of depreciations in 1981-83, 
whereas depreciations greatly outnumbered the few appreciations in 1984-86. 
This pattern corresponds to the overall pattern for developing countries 
in these years. l/ - 

It should also be added that the above assessment from a broad 
survey does not imply that even where some of the factors--which are 
related to exchange rate policy--were clearly within the control of the 
authorities, that the member would not have qualified for compensation. 
As noted above, a multiplicity of factors, in particular the effects of 
variation in external demand on prices and volumes, is taken into account 
in assessing the causes of the shortfall and where most of the shortfall 
can be shown to meet the "beyond the control" requirement, this test is 
satisfied. 

The questions raised at Board discussions of individual CF requests 
in recent years, as to the degree to which sectoral policies within the 
control of a country may have caused the shortfall, have covered a wide 
range of export items: cloves, copper, cotton, groundnuts, manufactures, 
petroleum, sugar, and timber. The situation with regard to petroleum 
exports, however, has attracted the most attention. In this regard there 
has been considerable discussion of the implications of a country's 
membership in an organization such as the Organization of Petroleum 
Exporting Countries (OPEC) for the determination of whether a shortfall 
in petroleum exports is beyond the control of that country. The Managing 
Director summed up a Board discussion in 1983 on CF requests by oil 
exporting countries (EBM/83/80, 612183) as follows: 

. . OPEC membership creates neither a negative nor a positive 
piesumption relating to a member's eligibility. What is 
important for the purpose of applying the criterion of whether 
or not an export shortfall is beyond the member's control is an 
examination of the specific conditions and behavior of each 
country requesting a drawing, covering such matters as output, 
stockpiling, and price policies. Against that background, and 
because of the importance given to the principle of uniformity 
of treatment, I think it fair to say that almost all Directors 
explicitly endorsed the case-by-case approach in which each 
request is examined on its own merits . . . on the basis of 
the Articles of Agreement and the policy decisions adopted by 
the Board." 

l/ IMF Annual Report (1986). - 
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The Data Coverage 

. 

. 

This annex discusses those aspects of current practice with respect 
to the definition and coverage of exports which have been endorsed 
consistently by the Executive Board and which, therefore, are not discussed 
in the body of the paper. These aspects are the use of customs data, where 
feasible, and the optional inclusion of receipts from services. The 
annex also provides a summary of the analysis in SM/83/262, 12127183 on 
the incidence of cases of high import content of exports from 1976-83 and 
updates the analysis for 1984-86. 

1. Customs data 

Customs data is the preferred statistical source for merchandise 
exports because the timing of export shipments is known exactly, thereby 
permitting the accurate calculation of the shortfall for a given 12-month 
period. In addition, customs data generally list both the value and 
volume of a transaction, which allows the contribution of volume and unit 
value movements to the shortfall in value to be identified. In cases 
where customs data are unavailable, alternative data sources may be used, 
provided that the staff is satisf’led that the shortfall can be calculated 
with reasonable accuracy. For example, export value may be estimated 
from payments data with the banking system, volume may be inferred from 
letters of credit issued by commercial banks, and both value and volume 
data may be available from commodity marketj.ng agencies. i/ 

2. Services 

The inclusi.on of services reflects the importance of tourism and 
workers ’ remittances in the foreign exchange earnings of a number of 
countries and their observed fluctuation due to factors beyond the member’s 
control. Although receipts from travel and workers’ remittances are, in 
principle , measurable with a reasonable degree of accuracy, there is wide 
variation in the quality of the data among Fund members. Therefore, it 
is impossible to require that services be included in all cases. Equality 
of treatment among members is ensured by allowing members to opt to include 
services in the calculation of the overall shortfall, and for either travel 
receipts or workers ’ remittances to be excluded if the staff determines 
that data for either category are not reasonably accurate. In order to 
prevent members gaining higher access to the CFF over time by opting in 
and out oE services in successive drawings, once a member opts either to 
include or exclude services in its first drawing after the end of 1979, 
it remains bound to this option for a period of five years. 21 - 

l/ Recent cases where customs data were not available on a timely basis 
were in connection with the drawing by Somalia (EBS/85/8, l/8/85) and 
Bolivia (EBS/86/264, 11/26/86). 

2/ If a member opts to include services, but data on only one category 
is-of sufficient quality to be included in the first drawing and the 
quality of the data on the second category improves subsequently, then both 
categories must be inlcuded in the shortfall calculation for a second 
drawing within the 5-year option period. 
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Since the introduction of this option in 1979, ten members have 
based their requests for CF drawings on exports inclusive of either 
tourist earnings or workers’ remittances, or both. This aspect of the 
CFF has not given rise to any particular problems of implementation. 

3. The import content of exports--extent of the problem 

In SM/83/262, CF drawings from 1976 to 1983 were examined for 
instances where the shortfall calculations included products that were 
likely to contain a relatively large import component. Four products 
were identified--refined petroleum, polished diamonds, in-bond industries, 
and petrochemicals. Shortfalls or excesses occurred for one or more of 
these products 19 times and 25 times, respectively, in 40 out of the 
195 CF drawings examined (Table 9). But in only six of the drawings was 
the ratio of product shortfall to the overall shortfall substantially 
greater than 10 percent, and in three of these six drawings, the inclusion 
of products with high import content did not increase the size of the 
drawing because shortfalls in other products were sufficiently large to 
accommodate the drawings. In the remaining drawings, one by Israel and 
two by Panama, shortfalls in products with high import content--polished 
diamonds and refined petroleum--contributed to the drawings. However, 
only Panama benefited consistently from current practice, in the sense 
that the shortfall in petroleum products contributed to its two drawings. 
In another drawing by Israel, an excess for polished diamonds had the 
effect of reducing the drawing. The paper concluded that only in very 
few cases had current practice led to consequences that might be considered 
by some as not being fully compatible with the spirit of the CFF. 

An examination of the 30 CF requests that have been approved since 
SM/83/262 was issued indicates that eight cases included products with a 
high import content (Table 10). In addition to the four products mentioned 
above, electronics products and garments were identified in the Board 
discussion of the most recent Philippines CF request as being likely to 
contain a high import component. Of these six products, electronics 
products have exerted the greatest influence on the calculation of overall 
shortfalls. Shortfalls and excesses occurred for petroleum products in 
five cases and for garments in three cases, with shortfalls marginally 
exceeding excesses in each product. One shortfall and one excess occurred 
for petroleum products ; their net impact was to reduce the aggregate 
shortfalls for the eight cases by SDR 73 million or about 5 percent. 
There were no instances of shortfalls or excesses for polished diamonds 
or in-bond industries in the past three years. 

Of the eight drawings, in only two cases was the ratio of the product 
shortfall to the overall shortfall substantially greater than 10 percent. 
For Kenya’s 1985 drawing, the shortfall in refined petroleum was 18 percent 
of the overall shortfall, and for the 1986 drawing by the Philippines, 
shortfalls in refined petroleum, electronics, and garments had a combined 
share of 58 percent in the overall shortfall. In two other cases (Thailand 
and Morocco) the combined product shortfalls were less than 5 percent of 
the overall shortfall, while in the remaining four cases (Korea, Portugal, 
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Table 9. CF Drawings and Shortfalls: 
Cases Involving Selected Products With Import Content, 1976-83 l/ 

Shortfalls 
Selected Products Subtotal 

Petroleum Polished 
Share of Grc,uP k 

Petro- Sum of Total Overall 
Country EBS No. Drawings Total 21 products diamonds In-bond chemical (3)-(6). 

(1) (2) (3) (4) 
earnings J/ shortfall 

(5) (6) (7) (8) (9) 

--------------------------(I n millions @f SDRs)----------------------- -----(In percent)---- 

1976 

I. Egypt 
2. Kenya 
3. Israel 
4. Hexico 
5. Sri Lanka 
6. Panama 
7. Barbados 

1977 

8. Portugal 
9. Romania 

IO. Barbados 

1978 -- 

11. Spain 
I?. Turkey 
13. Norocco 
14. Israel 
15. Senegal 

1979 

16. R@ma”ia 
Ii. Kenya 
18. Ethiopia 

1980 

19. Romania 
20. Korea 
21. India 

1981 

22. St. Lucia 
23. Ethiopia 
24. Sri Lanka 
25. Tanzania 
26. Romania 
27. Seneeal 
20. Cote d’lvoire 

1982 

29. Morocco 
30. K.C”ya 
31. Madagascar 
32. Pakistan 

33. Urupua~r 
34. Sri Lanka 
35. Barbados 
36. Brazil 

1983 -- 

37. Brnzi 1 
38. Panama 
39. Belize 
40. Portugal 

Total 

Shortfalls 

Excess :-) 

761257 94.0 121.0 
76/305 24.0 28.4 
761333 65.0 82.4 
76f423 lR5.0 284.0 
761469 15.8 15.8 
761503 18.0 19.6 
761523 3.5 3.5 

9.0 
-6.2 

I!. 3 
15.6 

-- 

-- 
-- 

67.6 
-- 
- 
-- 
-- 

771264 29.3 178.6 
771313 47.5 80.0 
771358 3.0 4.3 

-32.3 
- 

16.0 
- 
- 

78139 98.8 99.0 12.0 
781175 74.5 223.7 12.5 
78/271 5h.O 93.4 -_ 

781475 72.4 72.4 -- 

78/565 21.0 100.5 3.5 

-- 
-- 

-25.0 
- 

791172 41.3 170.0 49.2 -- 

79!453 69.0 99.8 -5.8 -- 

791630 la.0 35.6 3.b -- 

a0199 121.3 159.6 -256.8 __ 

Roll40 1fio.n 210.0 -24.0 -- 

aoj171 266.0 266.0 _- _- 

al/53 2.7 4.0 -_ 

81196 IR.0 36.5 -1.9 

al/i07 25.3 25.3 -29.7 
all112 15.9 15.9 -2.8 
811121 169.5 42R. b -1A3.b 
aIf185 42.0 50.R -7.7 

811187 114.0 358.7 31.8 

-- 

- 
-- 
-- 
-- 

R2i5a 23b.L 236.4 I.1 
82,fa4 60.4 65.R -33.7 

82/109 2i.a 30.9 -0.4 
a::] 19 180.2 180.2 -17.3 
a21124 55.3 55.3 -- 

a?!141 39.2 39.2 -6.0 
82,‘171 12.6 12.6 - 

a:/215 498.8 920.0 -113.0 

-- 
-- 
-- 
-- 

-- 
-- 
- 

a3!3a 4bb.3 9b5.0 

83/lO3 58.9 58.9 
8?!lO7 3.6 6.n 
831197 25a.o 359.n 

-134.0 
60.6 

- 

- 
- 

3 762.3 A 6.196.7 -57h.O 

-1?9.2 

-855.2 

38.6 

63.6 

-25.0 

__ - 
-- 

- 
78.6 -- 

-- -- 
__ _- 

-0.8 -- 

-- -- 16.0 1.6 
-- 28.5 -3.8 11.7 

-0.3 -- -0.3 25.1 

- - 12.0 -- 12.5 
_- -2.9 -2.9 
__ -- -25.0 
- -- 3.5 

__ -8.1 41.1 13.5 24.2 
-- _- -5.8 21.4 -5.e 
-- - 3.6 3.6 In. I 

_- -21.R 

-- 3.0 

0.2 -- 
- -_ 
- -- 

__ 24.4 
-_ 

-_ -- 

-_ 

- 
- 

__ 
-0.3 

-- 

-3.8 

-- 
__ 

0.7 
-- 
-- 

-- - 
-- 

2.5 -_ 

-62.0 

79.7 -22.0 

al.1 56.b 

-1.6 -78.6 

9.0 IO.2 7.4 
-6.2 17.2 -21.a 
47.6 31.2 57.R 
78.6 25.3 27.6 

0.3 9.7 1.9 
15.6 ?9.6 5b.h 
-0.8 20.8 -22.9 

9.n 
-6.8 
-7.0 

3.7 12.1 
-_ 5.6 

5.7 -1. I 
36.5 -36.5 

6.7 3.5 

-278.6 22.4 -176.b 
-2q.n 3.6 -11.6 

3.0 2.6 I.1 

0.2 a.2 5.0 
-1.9 7.1 -5.2 

-29.7 17.1 -117.6 
-2.8 5.0 -17.6 

-159.2 26.5 -13.3 
-7.7 IA.7 -15.? 
31.8 9.7 a.9 

-2.7 lY.4 -1. I 
-13.7 30.2 -51.2 

-0.6 3.3 -1.3 
-17.3 12.2 -9.b 

0.7 1. I I.3 
-b.n 17.1 -15.3 
-0.3 5.5 -2.4 

-113.0 2.5 -12.1 

-134.D 
60.6 

2.5 
-62.0 

-579.n 

381.0 

-9bn.D 

2.8 -13.9 
36.6 fmR.9 

9.4 61 .: 
3.7 -Il.7 

7.9 - -5.R 

I : Cl: cases for which export products with relatlvelp large import contents were identified in CF papers. 

?i Overall shortfalls. 

2,: The share of earnings from the products listed In columns (3)-(6) i n total exports in the shortfall year. 



. 

- 37 - ANNEX II 

Table 10. CF Drawings and Shortfalls: 
Cases Involving Selected Products with Import Content, 1984-86 l/ - 

Shortfalls in 
Selected Products 

Net Pet ro- Pet ro- Croup Share of Croup in 
Short- leum chemi- Elec- Gar- Total Total Overall 

EBS No. Drawings fall products cals tronics ments sum earnings shortfall 
(1) (2) (3) (4) (5) (6) (3)-(b) 

--------------------(In millions of SDRS)----------------- ----(In percent)---- 

Korea 84/100 279.7 577.1 21 
Portugal 841184 54.6 202.7 - 
Mauritius 85128 7.5 7.5 
Thailand 851129 185.0 185.0 
Morocco 851159 85.5 119.1 21 
Kenya 85/250 37.9 37.9 7-l 
Ethiopia 86/15 35.3 51.7 - 
Philippines 861223 224.1 293.0 

-85.0 -- 
12.0 -- 

-- -- 
-- 23.0 
-- -- 

-85.@ 5.3 -15.3 
-18.0 9.8 -8.9 

-1.6 38.5 -21.3 
7.0 15.4 3.8 
5.7 4.0 4.8 
6.7 15.5 17.7 

-0.7 8.9 -1.4 
170.9 35.8 58.3 

-- 
-30.0 

-- 
-- 

5.7 
6.7 

-0.7 
19.8 

-- 
-- 

-1.6 
-16.0 

-- 
-- 

-- -- -- 
-- 130.7 20.4 

Total 909.6 1,454-o 1.5 2.8 

Shortfalls 32.2 

-73. 153.7 -- 

12.0 153.7 20.4 

R5.0 

190.3 

Excesses (-) -30.7 -85.0 -- -17.6 -105.3 

Memorandum items : 

Selected pre-1984 
drawings 31 

Kenya 
Kenya 
Phil ippines 41 
Phi lippines - 

791453 69.0 99.8 -5.8 
82184 60.4 65.8 21 -33.7 
80133 93.3 93.3 - -- 

83/29 188.6 259.0 -- 

-- -- 
-- -48.0 
-- -69.1 

7.0 
-12.9 

-5.8 21.4 5.8 
-33.7 30.2 -51.2 
-41.0 19.0 -37.8 
-82.0 30. I -31.7 

l/ Cases for which export products with relatively large import contents were identified in SM/83/262 or 
by-Executive Directors in discussion of CF requests. 

2/ Net shortfall includes an excess in the cost of cereals imports. 
T/ Cases not analyzed in SM/83/262. 
G/ Shortfalls and excesses for the 12-months ending in August 1979 are estimated on the hasis of calendar 

year data. 
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. 

. 

Mauritius, and Ethiopia >, combined product excesses were recorded. Since 
the amounts drawn by Kenya and the Philippines were equal to the calculated 
shortfall and were not subject to quota limit, the shortfalls in products 
with high import content contributed to the drawings. However, neither 
country benefited consistently from current practice. In the drawings 
made by Kenya in 1979 and 1982 and those made by the Philippines in 1980 
and 1983 there were combined excesses rather than shortfalls in their 
export products with high import content. l/ - 

- 
l/ See the memorandum items in the lower part of Table 10. - 
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Ex Post Calculations of Shortfalls and Drawings 

Shortfalls under the CFF have been calculated as the difference 
between exports in the shortfall year and a 5-year aver-ape of exports 
centered on the shortfall year. l/ Since this method involves projections 
of export earnings, there is an element of uncertainty about the true 
size and timing of the shortfall. This section compares the calculation 
of the shortfall at the time of the request for the drawing (ex ante) 
with the true (ex post) shortfall as revealed by subsequent actual data. 

There are two aspects involved in analyzinp the accuracy of estimated 
shortfalls and drawings. The first is a determination of the difference 
between ex ante and ex post shortfalls, and between actual and simulated 
drawings--the latter based on the true (ex post) shortfall; the second 
relates to whether the timing of the drawing was appropriate in relation 
to the profile of the shortfalls experienced by the requesting countries. 
To the extent that the drawing is constrained by the quota limit and the 
ex post shortfall is larger than the ex ante shortfall (i.e., where the 
shortfall was underestimated), the error does not necessarily translate 
into an increase in the simulated drawing (i.e., drawing that would have 
taken place with perfect foresight). Where the ex post shortfall is 
smaller than the ex ante shortfall (i.e., the shortfall was underestimated), 
access limits do not act as a constraint; this results in a larger propor- 
tion of overestimated shortfalls translating into overestimated drawings 
than is true for underestimated shortfalls. Secondly, for cases involving 
overestimation of shortfalls, an exercise has been made to determine 
whether a shortfall relating to a subsequent period would have encompassed 
the actual drawing made. For this purpose, the shortfall year is moved 
forward and shortfalls are computed and drawings simulated. 

Of the 225 CF cases which have been processed since 1976, actual data 
that enable the calculation of the shortfalls ex post are available for 
165 (Table 11). 2/ For these 165 cases an overestimation of shortfalls - 
occurred in 93 cases, while there were 72 cases of underestimation. In 
total, ex post calculations revealed shortfalls of SDR 19.8 billion 
compared with ex ante shortfalls of SDR 18.8 billion, amounting to an 
underestimation of about 5 percent. For the 93 cases, the overestimation 
of shortfalls amounted to SDR 6.1 billion which was slightly more than 
offset by an underestimation of shortfalls amounting to SDR 7.1 billion 
in 72 cases. 

An examination of drawings simulated on the basis of ex post short- 
falls indicates that the net effect of ex ante calculation of the short- 
falls was to overestimate drawings by SDR 3.0 billion, equal to 29 percent 

l/ The member may avail itself of the early drawing procedure by which 
data for up to six months of the shortfall year may be estimated. 

2/ Since the CFF has no provision for countries reporting ex post earn- 
ings on the same basis as in the original request, the ex post calculations 
are based on monthly or quarterly data available in the IFS. This impl.ies 
that ex post calculations using IFS data should be viewed as estimates, 
although a comparison of results using IFS and customs data for the few 
members where multiple drawings allowed for ex post calculations with 
customs data, shows close correspondence. 
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of total actual drawings. For 33 cases of underestimated drawings under- 
compensation amounted to only SDR 0.4 billion due to the effect of quota 
limits. By contrast, the drawings associated with 85 overestimated cases 
resulted in an overcompensation of SDR 3.3 billion. 

Table 11. CF Shortfalls and Related Drawings: Ex Ante and Ex Post 

Over- Under- Exact 
Total estimation estimation Estimation 

Shortfalls 165 93 72 

Ex ante 
Ex post 
Ex ante minus ex post 

Drawings l-/ 165 85 33 

18.8 9.6 9.2 -- 

19.8 3.5 16.3 -- 

-1.0 6.1 -7.1 -- 

(Number of cases) 

(In billions of SDRs) 

(Number of cases) 
47 

(In billions of SDRs) 

Actual 10.4 5.5 1.5 
Simulated L/ 7.4 2.2 1.9 
Actual minus simulated 3.0 3.3 -0.4 

3.3 
3.3 

-- 

l/ Because of quota limits, there is no direct relationship between 
drawings under each classification and shortfalls in the same 
classification. 

2/ Simulated drawings are based on shortfalls calculated ex post, 
that is with actual export data. 

A breakdown of the cases of overestimation by year indicates that 
the largest differences between actual and simulated drawings occurred 
during the world recession of 1981-82 (Table 12). In percentage terms 
net overestimations were largest for those cases with shortfall years 
ending in 1981, amounting to 73 percent of total drawings, while over- 
estimations in absolute terms, equal to SDR 1.3 billion, were largest for 
drawings made with respect to shortfalls in 1982. By contrast, there 
were no net overestimations in 1984. For the 1981-82 recessionary period, 
the underlying cause contributing to the overestimations was the projected 
recovery in earnings which did not materialize until 1984. 



Table 12. Shortfalls and Drawinps by Year 

Year in Ex Ante Minus 
Which Ex Post Ex Post Ex Post as Percent 

Shortfall No. of Ex Ante Simulated Minus Ex Ante of Ex Ante Rate of 
Year Ends Cases Shortfall Drawin,gs Shortfall drawings Drawings Shortfall Drawing Compensa t j on 

1975 18 2,553 678 

1976 26 2,256 1,247 

1977 7 437 231 

1978 21 1) 344 694 

1979 19 1,050 718 

1980 14 1,108 741 

1951 18 2,334 1,148 

1982 31 5,052 3,604 

1983 10 2,478 1) 264 

1984 1 218 55 

Total 165 18,832 10,380 

------------------(In millions of SDRs)----------------- ----------(In percent)----------- 

2,736 

2,483 

690 

2,398 

1) 992 

767 

466 

4,719 

3,218 

343 

19,811 

617 

978 

329 

651 

662 

345 

304 

2,351 

1) OS0 

55 

7,383 

-61 -7 

-269 -10 

98 -58 

-43 -78 

-56 -90 

-396 31 

-844 80 

-1,253 

-174 

7 

-30 

-- -57 

-2,997 -5 - 

9 

22 

-43 

6 

8 

53 

73 

35 

14 

-- 

29 - 

27 

55 

53 

52 

68 

67 

49 

71 

51 

25 

55 - 
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Because of the Jength of the recession and the incorrect assessment 
of the timing of the turning poinr, it now appears that the majority of 
cases in this period were processed 7 to 8 months prematurely (Table 13). 
In 1981 and 1982 subsequent shortfalls emerged for 16 countries within 
24 months of the initial drawing; overestimation of the drawings in these 
cases amounted to SDR 950 million. Had the shortfall year been delayed, 
then shortfalls with respect to later periods would have exceeded actual 
drawings for a large number of overestimated drawings. An analysis of 
50 out of the 69 cases where data are available, indicates that delaying 
the shortfall year would have resulted in ex post shortfalls which covered 
the amount drawn in 30 cases. Instances of subsequent shortfalls l/ 
would have lowered the net overestimation of drawings by SDR 1.1 billion 
to SDR 1.9 billion, equivalent to 18 percent of actual drawings. 

Errors in forecasting the unit value of exports in the two post- 
shortfall years have been an important factor in the overestimation of 
shortfalls. An analysis of the 29 countries for which the data permit an 
assessment of both unit value and volume projections indicates that the 
shortfall attributable to unit values was overestimated in 24 cases by a 
total amount of SDP, 2.0 billion (Table 14). By contrast, shortfal1.s 
attributable to export volume were underestimated by about SDR 0.2 billion. 
Projecting the unit value of particul.ar commodities is fraught with 
difficulty as is well known. It was particularly severe in the recession 
years of 1981 and 1982 when structural declines in the use of certain 
commodities were not foreseen giving rise to projection which turned out 
to be overoptimistic. The absence of overestimated drawings in 1984 is 
to some extent a reflection of the improved record of forecasting unit 
values than was the case in earlier years. 

1/ Excludes suhsequent shortfalls where the member did in fact make a 
second drawing, after the overestimated drawing. 
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0 
Table 13. CF Cases With Overestimation of Drawing: Incidence of Subsequent Shortfal Is I/ - 

1975 1976 21 1978 1979 1980 1981 1982 1983 19R4 - 

(In number of cases) 

2 3 1’ - z 17 - 

2 2 7 9 
2 I I 5 

-- l 6 4 

-- 1 4 4 

-- -- 2 -- 

-- I 5 R 

(In milldons of SDRs) 

18.2 205.6 799.7 1,n54.5 - - 

Number of Cases 31 3 - - 

Subsequent shortfall 
within 24 months 3 

Lower t ranche 2 
L!pper t ranche 1 

Coincident Fund 
program 1 

h’o coincident 
Fund program -- 

No subsequent shortfall -- 

7 - 3 - 

I 
-- 

l 

1 

-- 

2 

‘00.2 

2 
-- 

2 

4 
3 
1 

-- 
-- 
-- 

-- 

-- 
-- 

-- 

l I 

3 

Overestimation amount 75.1 

76.1 

270.5 88.7 

513.0 

105.5 

407.5 
407.5 

-- 

541.5 

7 - 

68 

99.2 

99.2 
99.2 

-- 

ICI.0 

6 

87 

Subsequent shortfall 
within 24 months 

Lower t ranche 
Llpper t ranche 

Coincident Fund 
program 

No coincident 
Fund program 

?!a subsequent shortfall 

185.0 88.1 18.2 46.1 451.7 

18.2 25.3 189.0 

-- 20.8 262.7 
-- 20.X 215.6 

-- -- 46.1 
-- 160.5 348.0 

(In number of months) 

14 24 8 - - 

(In percent of quota) 

50 2R 87 - - - 

-- 

-- 
-- 

-- 

-- - 

-- 

32.n 
44.1 

66.5 -- 

19.0 
8X.1 

19.0 15.8 44.1 

-- 72.3 
85.5 0. 6 

Number of months to 
subsequent shortfall 4/ - 11 

50 

9 - 

OutstandinK amount after 
drawing 4/ - 50 69 - - 

defined as the first occurrence nf a net shortfall greater than or equal to l/ Suhsequent shortfall - 
the ex ante drawing, which occurs within two years after the end of the shortfall year. (Rased on 
actual IFS data, and quarterly WE0 estimates.) 

21 PJo cases occurred in 1977. 
71 For 50 out of 69 cases with overestimation of the drawings, for which data to compute subsequent 

sh;rtfalls were available. 
$1 Weighted by overestimation amount. Number of months refers tn cases which experienced a 

subsequent shortfall. Outstanding refers to all cases. 
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Table 14. Overestimation of Drawing Amount: Price and Volume Components 1 I - 

End of Ex Ante Ex Post Ex Ante Minus Ex Post Shortfall Overestimation 
Short - Shortfall Shortfall Total value of Drawing 21 
fall Total Unit Total Llnit Total due to unit Implicit Total Unit 

Country 

(1) 
Year value value value value value value J/ volume value value Volume 
(2) (3) (4) (5) (6) (7)-(3)-(5) (8) g=(7)-(8) (10) (11) !I21 

(lo)*(R! (10)*(9) 
(7) (I! 

1981 
133 
143 
144 
145 
154 
140 
142 

152 
134 
141 

1982 
174 
147 
173 
156 
167 
159 
157 
179 
177 

170 
172 
148 
165 
176 
185 
158 
162 

1983 
200 
191 

Costa Rica II 
Guatemala 
Haiti 
Honduras I 
Liberia II 
Malaysia II 
Papau New 

Guinea II 
Peru III 
Thailand III 
Zambia IV 

Bolivia II 
Bangladesh II 
Chile II 
El Salvador II 
Hungary 
Jamaica VI 
Pakistan III 
Philippines IV 
Sierra 

Leone III 
Zambia V 
Burma I 
Fiji II 
Guyana IV 
Argentina II 
Panama II 
Uruguay II 
Liberia III 

3181 3.9 -4.5 2.2 -4.4 1.8 -0.1 1.9 13.5 
6/81 8.4 3.3 -5.8 -1.1 14.2 4.3 9.8 76.5 
9181 13.4 10.0 8.2 7.1 5.2 2.8 2.4 6.6 
6/81 3.9 1.9 -3.7 1.1 7.6 0.8 6.8 23.3 

12/81 4.4 4.1 -4.2 -0.5 8.7 4.6 4. I 7.0 
6181 6.3 -2.2 -0.5 -12.8 6.9 10.8 -4.0 189.8 

6181 9.9 3.0 -0.3 -4.8 10.2 a. 1 2.1 45.0 
12181 11.9 2.5 3.5 -7.9 8.5 10.7 -2.3 129.3 

3181 6.4 -3.3 -0.4 -12.4 6.8 9.1 -2.3 186.0 
6181 30.2 12.8 5.6 -2. I 24.6 15.8 8.8 11.5 

12182 5.0 1.7 -2.6 -1.2 7.6 2.9 4.7 17.9 
3/82 6.8 14.0 6.0 10.0 0.8 3.7 -2.9 4.5 
9182 8.6 10.8 1.5 -5.0 7.1 15.1 4.0 244.4 
3182 29.3 6.9 8.1 4.5 21.2 2.8 18.4 15.2 
6182 1.0 -1.2 -1.2 -5.1 2.2 3.0 -1.7 72.0 
3/82 1.8 -3.8 -8.2 -5.9 10.1 2.0 8.1 19.4 
6182 8.1 -1.1 5.0 -6.2 3.0 5.2 -2.2 67.9 
9182 5.7 5.4 1.7 -0.6 4.0 6.0 -2.0 lD9.8 

6182 19.1 2.8 10.5 10.0 8.6 
6/82 10.6 10.3 -2.6 -5.7 13.1 
9182 7.0 5.3 -5.3 19.9 12.3 
3182 8.2 4.3 -2.6 -12.8 10.8 
6/82 5.4 -2.5 -6.5 -15.9 11.9 
9182 9.6 4.0 3.7 4.5 5.9 

12182 17.2 0.1 -4.5 4.0 21.7 

9/82 5.0 3.9 2.4 -1.7 2.6 
6182 7.5 4.6 -0.9 -1.0 8.4 

Jamaica III 12182 10.0 9.5 -0.2 -7.9 10.2 16.7 -6.5 72.6 

Burma II 3182 14.7 7.3 3.9 -3.7 10.8 11.1 -0.3 28.4 

Subtotal 688.5 

-7.9 15.5 9.3 
15.9 -2.8 34.0 
14.2 26.5 25.6 
16.7 -5.9 13.5 
14.2 -2.3 5.9 
-0.5 6.4 2h2.9 

-3.9 25.h 5R.9 

5.4 -2. 9 22.8 
5.7 2.7 27.7 

Subtotal 1,011.7 

Subtotal 

Total 

---(In millions of SDRs ).--- 

101.0 

I 801 7 I -- 

-0.8 14.3 
23.2 53.3 

3.6 3.0 
2.5 20.A 
3.7 3.3 

297.1 -107.3 

35.7 9.3 
162.8 -33.5 
248.9 -62.9 

7.4 4. I 

784.1 -95.6 

6.8 11.1 
20.8 -16.3 

519.8 -275.4 
2.0 13.2 

124.4 -52.4 
3.8 15.6 

117.7 -49.8 
164.7 -54.9 

-8.5 17.8 
41.0 -7.0 

-29.6 55.2 
20.9 -7.4 

7.0 -1.1 
-22.3 285.2 
-10.6 69.5 

47.4 -24.6 
18.8 0.9 

1,024.l -12.4 

118.9 -46.3 
29.2 -0.8 

148. I -47.1 

1 956.3 -155.1 L- - 

l/ For 29 countries for which the existence of international price forecasts allows for an analysis of price and - 
volume forecasting errors. 

2/ Defined as ex ante minus ex post drawing. 
?/ Derived by holding volume constant and computing the error in value due to misspecification of unit value. - 
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0 

Duration of Shortfalls and Relate+ Growth Rates 

The following example is intended to demonstrate that a shortfall is 
temporary even when a drop in exports that occurs in the shortfall year 
l.asts for a number of years thereafter. The figures in the Table 15 show 
a long-term trend of 100 with annual exports of 50 in the middle five 
years, and an annual shortfall of 50 during those years. Within this 
period, the export trend as defined in the CF decision 1/ declines through 
year 6, and then increases; the CF shortfall emerges in-year 4, diminishes 
significantly in year 5 and disappears in year 6. The example also 
illustrates that the CF shortfall could be calculated around a declining 
trend (years 4 and 5) as wel.1 as a rising trend (years 7 and 8). Clearly, 
the shortfall would not emerge again after year 6 if exports did not 
recover after year 8. 

Table 15. Illustrative Example--Shortfall 

Year Exports CF Trend CF Shortfall Long-Term Shortfall 

1 100 
2 10n 
3 100 
4 50 
5 50 
6 50 
7 50 
8 50 
9 100 

10 100 
11 100 

-- 

75.8 
66.0 
57.4 
50.0 
57.4 
66.0 
75.8 

-- 
-- 

-- -- 
-- -- 

-24.2 -- 

16.0 50 
7.4 50 
0.0 50 
7.4 50 

16.0 50 
-24.2 -- 

-- -- 
-- -- 

An export shortfall, for the purpose of the CFF, is measured as the 
amount by which a member’s export earnings in the shortfall year are 
below the medium-term trend, defined as the geometric average of export 
earnings over five years centered on the shortfall year. Tn accordance 

l/ Five-year moving average. 

0 



. 

: 

. 

- 46 - ANNEX IV 

with this formula, a shortfall will occur only if the growth rate of 
exports from the preshortfall years to the shortfall year is less than 
the growth rate from the shortfall year to the post-shortfall years. l/ - 

Analysis of 123 CF cases presented to the Board during the period 
1979-86 indicates that members have been compensated for export shortfalls 
involving a variety of growth rate movements in the shortfall year and 
the post-shortfall years. To illustrate these movements, the annualized 
growth rates in exports during the preshortfall and post-shortfall periods 
are summarized in Table 16. The cases have been grouped into two categories, 
those with positive growth and those with negative growth in the shortfall 
year. The latter category has been further subdivided by separating 
cases with positive from those with negative growth in the post-shortfall 
period. 

Table 16 shows that by far the largest number of cases (91 cases or 
74 percent of the total) were characterized by negative export growth in 
the shortfall year. In 86 of the 91 cases in this group, negative growth 
in the shortfall year was followed by a positive projected growth in the 
post-shortfall period. In five cases of negative growth in the shortfall 
year, the projected growth rate was also negative, though definitionally 
by a smaller extent. Typically, these are cases where exports decline from 
a high level in the preshortfall period and a recovery does not materialize 
in the two years following the shortfall year. 

In about one-fourth of the requests for CF drawings approved by the 
Roard since 1979, export growth in the shortfall year has heen positive. 
As shown in Table 16, the growth rates in export earnings for this group 
of cases, being positive in both the shortfall year and the post-shortfall 
period, indicate that export shortfalls were generally measured from a 
rising trend in export earnings. 

I/ The trend value q is defined as the geometric average of exports - 
in years t-2 . . . t+2 

F= 
.2 

(Xt-2*Xt-l*Xt*Xt+l.Xt+2) 

The shortfall SX, = Xt - Xt 

It can be shown that SXt > 0 only when: 

sL<x, 
x- x, 

Where X- is average exports in t-2 and t-1 

X+ is average exports in t+l and t+2. 
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Table 16. CF Cases: Analysis of Shortfalls and Related Growth Rates of Exports, 1979-86 

(In millions of SDRs) 

Category 
Number of 

Cases 

Weighted Growth Rates in: 
Total Total Shortfall Post-shortfall 

Shortfalls Drawings year L/ year L/ 

Total 123 14,193 9,120 -0.5 13.1 

1. Positive growth in 
shortfall year 32 4,906 3,198 6.8 15.7 

2. Negative growth in 
shortfall year 91 9,287 5,922 -4.5 11.7 

a. Positive growth 
in post-shortfall 
period (86) (8,696) (5,576) (-3.9) (12.5) 

b. Negative growth 
in post-shortfall 
period (5) (591) (346) C-14.0) (-1.2) 

l/ Annual growth rate from average export in the two preshortfall years to the shortfall year. 
?/ Annual growth rate from exports in the shortfall year to average exports in the two post- 

shortfall years. 
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Table 17 shows changes in the relative importance of each category 
of cases over time. The most striking change is the decline in the 
relative importance of the category of cases with a negative growth of 
exports in the shortfall year followed by positive growth in the post- 
shortfall period. During the period 1981-83, the period of the most 
recent recession, there were 59 cases in this category representing 
76 tiercent of the total value of drawings made. However, during the 
period 1984-86, there were only 13 such cases representing less than 
one-third of the total drawings made during that period. This outcome is 
in line with‘expectations concerning the pattern of drawings in the 
aftermath of a major recession and drawings during the subsequent period 
of recovery. 



Table 17. Evolution of CF Drawings by Category, 1979-86 

Year 

Negative Export Growth in Shortfall Year 
Positive Export Growth Negative growth Positive growth 

in Shortfall Year in post-shortfall period in post-shortfall period 
Number Total Drawings Total drawings Total drawings Total drawings 

of (In millions Number of (In millions Number of (In millions Number of (In millions 
Drawings of SDRs) drawings of SDRs) drawings of SDRs) drawings of SDRs) 

1979 12 265 3 
1980 15 980 8 
1981 27 1,199 6 
1982 24 2,154 4 
1983 23 2,826 5 
1984 5 464 3 
1985 9 665 3 
1986 8 567 -- 

Total 123 9,120 

1979-80 27 1,245 
1981-83 74 6,179 
1984-86 22 1,696 

1979-80 100 
1981-83 100 
1984-86 100 

70 2 18 
824 -- -- 

638 -- -- 

154 -- -- 

669 -- -- 

375 -- -- 
468 -- -- 

-- 3 328 

32 3,198 5 346 - - 

11 894 2 18 
15 1,461 -- -- 

6 843 3 328 

(Percentage distribution of drawings by category) 

72 1 27 
24 -- 76 
50 19 31 

7 177 
7 156 

21 561 
20 2,000 
18 2,157 

2 89 
6 197 
5 239 

86 - 

14 333 
59 4,718 
13 525 

5,576 
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Case 
Number 

Toblc 18. Iasurs ReIned by Exccutlw Dlreccorn at Board Heetin~s on CF R,=queRCs 

Beyond Coo,pc?ra- Export Ability Temporary CF 
EBS ERM the tion ulth ProJec- to Repur- Nature of CF Appro- BOP 

Number Number Control Fund tions chase Shortfall Formula prince Needs Other lssuen 

1. GUYC3”ll .32/190 021142 X X 

2. Hungary 821205 821156-57 X 

3. Iceland 82/209 82/l 61 X X X X Use of CF by 
industrial 
countriee 

Early re- 
purchase 

4. Zambia a21212 821159 X 

5. 

6. 

7. 

8. 

9. 

Brazil 821215 821165 X 

Burma 82/219 82/163 X 

Chile 021228 8318 X 

Bolivia 021223 8319 

Dominican 
Republic 82/228 

Argentina .33/11 

Sil’TTR 
Leone a3114 

Malawi 83128 

Philippines 83/24 

14. Sudan 

15. Brazil 

16. Zimbobue 

17. Zamhla 

18. Swez 1 land 

19. Belize 

20. Panama 

21. Wrst~rn 

Samoa 

03134 

83/15 

83/17-18 X 10. 

11. 

X 

a3129 X 

83140 

83138-39 

03146 X 

X 

12. 

13. 

22. Niger 

23. Indonesl a 

24. Ghana 

25. Burma 

26. Costa Rica 

X Timlnp of the 
request, unrp- 

corded export 
83138 83/40-41 

83145 83152 X Stock edjust- 
ment 

Oecislon In 

principle 
83145 03163 

83/101 83:a9 

83/107 83186 

R3/103 83191 Import content 
of ex*orts 

83/105 83192 

831120 R3f96 

83/145 83!113 X 

831146 R3/117-1.R x 

83/160 831123 X 

83/163 831132 x 

X 

X 

X 

X CF for manu- 
factured 

,wode exports 

P.PqueFt of 
waiver of 6- 
month estima- 

t1on 

27. Eli g’r 831195 R3!147 

28. Portugal 

29. Ecuador 

83/197 

83/229 

83/14a X 

833161 X 

X 

X X 

X X 30. Zaire R3!260 831174 X 
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0 
Brvnnd Cnnprra- Frport Ablltty Tcmpnrery CF 

E P. s EAH the tion vlth Proiec- to Pepur- Nature of CF Appro- BOP 
Iiumbcr IJumber Control Fund fiona chase Shortfall Formula priete NeedP Other Issurs 

31. Peru 84159 84167 X X X CF purchnnes 
hy copper 
~xportern and 

copper prices 

84186 R4/75 

84llon 84lR9 X X Prnlonprd 
USC nf Fund 
reso”rccs 

34. J.3lMiC3 

35. Eladnzascar 

36. PO~tllp3l 

37. Malawi 

38. Ghana 

841102 84189 

84i120 84/lrln 

841148 R4:IIb 

84/153 841122 

841219 841172 

Frequent user 
of CFF 

x 

X Frequr-ncy nf 
119c nf cerpal 

declslon 

X 39. Argentina 

40. Jnrdan 

41. Fi.il 

b’. Somalia 

43. Hauritlus 

44. Bangladesh 

45. Thai land 

46. Chile 

47. MOFOCC” 

48. Chad 

49. 1IrU~IlRy 

511. Ll”TJli”iCEi” 

PCpUbliC 

51. t:enva 

52. Ethlopla 

53. Zambia 

54. Madap.3sc.31 

55. Ecuador 

84/252 841190 

84:265 8518 

8513 es!11 

85/A 85/11-12 

85/2R R5/32 

85162 85157 

051129 R5/95-Q6 

84/124 RS,‘ll16 

85,‘159 @5,‘139-40 

es/200 R5!141 

e5/:13 t35;152 

PSi248 85i172 

P5/250 R5!174 

ENI5 A6i27 

Rhl25 Rh/31-32 

8h/lO5 86!9!1 

AbIl49 861136 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

5b. 6amhIa Rh!l93 86/157 X Why were TP- 
ryports nnt 

Lncludrd In 
the calculs- 
tion? 

InFOrt CO”- 

tent of 

exports 

57. FhllIppines P.6/223 w/172-73 x X X 

‘IF.. TUlllSla 8h,‘?3R f!h/ I77 x X X X 

5Q. B CI 1 i I’ i a 8h/?6 L 4 Rh;iq: x X 


