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Executive Summary

In response to the COVID-19 pandemic, the International Monetary Fund (IMF) issued $650
billion in Special Drawing Rights (SDRs) to its member states in August 2021.' The IMF issues
SDRs at no cost and without conditions attached, and member countries do not have to pay them
back; as such, they do not create new debt.? In previous reports, we analyzed the widespread
benefits derived from the allocation in providing much-needed balance of payments and fiscal
support. Among other things, countries used SDRs to purchase vaccines and other essential
imports,and to boost domestic spending.?

Global economic conditions, however, have continued to deteriorate, contributing to convergent
food, energy, and health crises. Many countries are still struggling to recover from the economic
fallout of COVID-19 and are now facing additional external shocks. In response to the continued
need for additional assistance, the IMF has proposed to “rechannel” SDRs via conditional lending
programs for low- and middle-income countries through the Poverty Reduction and Growth
Trust (PRGT) and the newly established Resilience and Sustainability Trust (RST). Advanced
economies*and China have pledged approximately $73 billion in SDRs for rechanneling.> No
high-income countries currently plan to donate their SDRs to low- and middle-income countries
directly and unconditionally, even though this could serve as a simpler option than rechanneling,

and would preserve the special qualities of SDRs.

In this paper, we will demonstrate that by turning a reserve asset that adds nothing to a country’s
debt, and that has no conditions attached toit, into a loan with conditions attached, the main
proposals for rechanneling SDRs have altered the nature of this unique instrument in
fundamental ways with a potential net negative impact on countries that receive this form of
assistance. We conclude that a new allocation of SDRs remains the most effective option
available to provide critical assistance to all low-and middle-income countries.

1IMF (2021f).

2 Cashman, Arauz, and Merling (2022).

3 Cashman, Arauz, and Merling (2022).

4 According to the IMF definition of advanced economies; see IMF (2022d).
5 G20 Information Centre (2022).
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Rechanneling through the PRGT and RST, in particular, has several limitations:

o Stringent eligibility requirements allow only 69 countries to borrow from the PRGT. As of
September 2022, the RST excludes approximately 70 percent of low- and middle-income
countries, due to the requirement of having an existing, large IMF program in order to borrow
from the trust.

o Bothtrustsare very likely to require fiscal consolidation and other austerity measures, which
have often been procyclical and linked to increased poverty and inequality in many countries
where they have been implemented.®

o Ofthe $73billion of SDRs that advanced economies and China have pledged for rechanneling,
only $1.87 billion has been approved to be transferred to the RST, and a smalleramount has
been lent.” This is much less than the approximately $209 billion in SDRs that emerging and
developing economies (excluding China) received from the 2021 allocation, none of which
will need to berepaid.

A new allocation of $650 billion would provide a much greater amount of funding than
rechanneling,and would do so without conditionality or access limits, and without adding any
debt to developing countries’ balance sheets, 19 of which are already facing debt stress or crises.?
It would also allow for much faster delivery of assistance. It is worth noting that very little
rechanneling has been accomplished, despite a year having passed since the IMF governors
approved the allocation; the SDRs, however, were distributed just three weeks after governor
approval.? An analysis of SDR usage following the August 2022 issuance demonstrates that
countries could immediately use a new allocation of SDRs for debt relief, to import life-saving
necessities, and to support key public services.'® In many cases, SDRs provide important financial
support without being converted to hard currency: the additional international reserves that
SDRs provide to countries help reduce capital flight' and potentially devastating balance of
payments and fiscal crises. These additional reserves can also lower countries’ borrowing costs.

6 Stubbs, et. al. (2021).

7 Soto (2022) and IMF (2022f).

8 Maki (2022).

9 Cashman, Arauz, and Merling (2022).

10 Cashman, Arauz, and Merling (2022).

11 This is worsening right now; see Wheatley (2022) and Sammut (2022).
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Introduction

In response to the COVID-19 pandemic, the International Monetary Fund (IMF) issued $650
billion in Special Drawing Rights (SDRs) to its member states in August 2021.'2 SDRs are the IMF’s
unit of account and an international reserve asset that can be held, exchanged for hard currency,
and used to pay off IMF debt. The value of SDRs is based on a basket of five currencies: the US
dollar, the euro, the British pound sterling, the renminbi, and the yen.” In previous reports, we
have analyzed the unique characteristics of SDRs and the widespread benefits derived from last
year'sissuance. The 2021 SDR allocation provided much-needed balance of payments and fiscal
support in the context of the COVID-19 pandemic, with a number of countries using their SDRs to
purchase vaccines and other necessary imports, and to boost domestic spending.' Though this
allocation provided much-needed financial relief globally, low- and middle-income countries
areinserious need of additional assistance in order to better respond to the world’s current
crises.

In the past year, economic conditions have continued to deteriorate around the globe. According
to the World Food Programme, 345 million people currently face acute food insecurity — a
number that has more than doubled since 2019.'¢ In its July World Economic Outlook Update, the
IMF projected another downgrade to global growth for 2022, in the context of the increased risk
of global recession, the war in Ukraine, and concurrent health, food, and energy crises.'”” The
spillover effects from the war in Ukraine and Western sanctions against Russia, among other
factors, include increased energy prices and disruption to markets for food.'®

Energy prices, and also food prices, have contributed toan increase in inflation in the United
States, to which the US Federal Reserve has responded with increased interest rates.’ Seventy-
five central banks throughout the world have followed the Fed’s lead by also raising interest
rates, in most cases by multiples of the Fed’s increases.?’ These interest rate hikes are making it
much more difficult for emerging and developing economies to manage debt. They can result in
defaults and currencyj, fiscal, and balance of payments crises, akin to those that followed the

12 IMF (2021f).

13 IMF (2022n).

14 Cashman, Arauz, and Merling (2022).
15 Cashman, Arauz, and Merling (2022).
16 WFP (2022).

17 IMF (20220).

18 Weisbrot (2022).

19 Weisbrot (2022).

20 Smialek and Nelson (2022).
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Volcker “shock” caused by an aggressive increase in the Federal Reserve’s interest rates in the
early 1980s. That shock ultimately resulted in debt crises and a “lost decade” in Latin America
and most of the developing world.” These rising interest rates have compounded the economic
effects of the pandemic and continue to endanger human welfare around the world. Urgent
financial assistance, particularly a new allocation of SDRs, is imperative to help ensure an
equitable and effective global recovery.

In an attempt to counter the economic effects of the pandemic, subsequent external shocks, and
“long-standing structural problems,” the IMF has proposed to “rechannel” SDRs to low- and
middle-income countries through two trusts, given that two-thirds of the 2021 SDR allocation
went to advanced economies, most of which do not need SDRs, and almost none of which will be
able to actively use them.?2 In this brief, we will review existing rechanneling proposals and
compare their potential impact with that of a fresh issuance of SDRs. We will demonstrate that by
turning areserve asset, which costs governments nothing, into debt with conditions attached,
the IMF’s proposals for rechanneling fall drastically short of delivering critical financial support
around the globe. In addition, rechanneling faces legal, logistical, and political hurdles that have
so far severely prevented its deployment. While rechanneling proposals via multilateral
development banks (MDBs) offer better alternatives,? a new allocation remains by far the most
viable and effective option available to assist low- and middle-income countries.

The Unique Qualities of Special Drawing Rights

SDRs have a number of unique qualities that make them a very effective policy instrument. This
is true in the case of a direct allocation, where there are, most importantly, no significant
downside risks. The IMF SDR Department issues SDRs at no cost and without conditions attached,
and member countries do not have to pay them back; as such, they do not create new debt.2* An
allocation can serve as arelatively quick way to spread liquidity around the globe. As areserve
asset, SDRs play a key role in addressing balance of payments constraints, expanding fiscal space,
and heading off current threats and the spread of various additional crises. Anincreaseina
country’s reserves can decrease exchange rate risk, improve borrowing terms, and allow

21 Martin (2022).

22 IMF (2022j), and see IMF (2010), “Articles of Agreement, Article XIX: Operations and Transactions in Special Drawing
Rights, Section 3: Requirement of need,” which says: “(a) In transactions under Section 2(a) of this Article, except as
otherwise provided in (c) below, a participant will be expected to use its special drawing rights onlyif it has a need
because of its balance of payments or its reserve position or developments in its reserves, and not for the sole
purpose of changing the composition of its reserves.”

23 Arauz (2022).

24 Cashman, Arauz, and Merling (2022).
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governments to better respond to external shocks like the current convergent food, climate, and
health crises. An addition of SDRs to a country’s reserves also allows it to free up foreign currency
for spending, instead of having to purchase more.

When the IMF Board of Governors approved an allocation of $650 billion in SDRs in August 2021,
countries received the funds within three weeks.?> An analysis of the use of the issuance found
that many low-and middle-income countries used SDRs to acquire hard currency and procure
vaccines, to support budgets, and to pay off both IMF and non-IMF debt.?¢ This included
significant amounts of IMF debt, ultimately having a vastly greater impact on reducing
developing country debt levels than other initiatives, such as the Debt Service Suspension
Initiative (DSSI) and the Catastrophe Containment and Relief Trust (CCRT).?’ It is worth noting
here that SDRs can be used directly to pay off IMF debt, without conversion to hard currency. The
DSSI postponed debt payments from 48 of the 73 poorest countries that requested it, but the
debt was not canceled,?® while approximately $12.9 billion in debt payments was suspended
under the DSSI for 2020—-2021.2° The CCRT, which provides grants, issued just under $1 billionin
debt relief across 31 countries in 2021.2° In comparison, countries used SDRs from the 2021
allocation to pay off $7.6 billion of IMF debt and potentially avoided incurring $81 billion of new
debt thanks to fiscal use of SDRs.*!

SDR Rechanneling

Approximately two-thirds of an SDR allocation goes to high-income countries and China, as
SDRs are distributed according to the IMF’s quota system.32 High-income countries and China
have almost never used their SDRs in any proactive way, but rather hold them as reserve assets.
Thisisinaccordance with the IMF Articles of Agreement, according towhich countries that want
to convert their SDRs into one of the IMF’s usable currencies must show need (typically a balance
of payments need) in order to do so.* In response to the ongoing COVID-19 pandemicand the

25 Cashman, Arauz, and Merling (2022).

26 Cashman, Arauz, and Merling (2022).

27 Cashman, Arauz, and Merling (2022).

28 World Bank (2022).

29 World Bank (2022).

30 IMF (2022e).

31 Cashman, Arauz, and Merling (2022).

32IMF (2021a).

33 See IMF (2010), “Articles of Agreement, Article XIX: Operations and Transactions in Special Drawing Rights, Section
3: Requirement of need,” which says: “(a) In transactions under Section 2(a) of this Article, except as otherwise
provided in (c) below, a participant will be expected to use its special drawing rights onlyif it has a need because of its
balance of payments orits reserve position or developmentsin its reserves, and not for the sole purpose of changing
the composition of its reserves.”
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continued global need for balance of payments and fiscal stability, the G7 and the IMF, as well as
civil society organizations, proposed that high-income countries reallocate, or “rechannel”
some of their new SDRs to low- and middle-income states. Rechanneling can theoretically take a
number of forms, including direct bilateral donations, onlending to IMF entities or other
prescribed holders (such as regional banks), establishing administered accounts (such as the one
created for Ukraine in the wake of the 2022 Russian invasion), or funding new non-1MF
mechanisms.?*

The IMF’s Rechanneling Plans

Since 2021, the IMF has made the case forrechanneling allocated SDRs from wealthy countries by
lending through the newly established Resilience and Sustainability Trust (RST), and the
previously existent Poverty Reduction and Growth Trust (PRGT). Essentially, these SDRs would
be used to fund trusts that issue loans to low- and middle-income countries. By turning a
costless reserve asset into conditional debt, however, the IMF’s proposals for rechanneling fail to
capitalize on SDRs’ unique qualities, and instead merely use these resources to expand the Fund’s
traditional lending mechanisms. The inadequacy of the IMF’s proposal for rechanneling is also
clear when compared to the benefits of a new allocation and to other rechanneling proposals.
Lending terms for the RST and PRGT, while concessional, are still subject to conditionality —
including IMF-backed structural policy reforms — and require an existing Upper Credit Tranche
program with the IMF. The RST’s stringent access limits currently exclude approximately 70
percent of emerging and developing economies, including some facing very high climate risks.>*

Rechanneling SDRs through the RST and PRGT Is Not
a Viable Alternative to a New Allocation

Aside from focusing on the RST and the PRGT, the Fund is also providing technical assistance to
MDBs interested in exploring rechanneling options.>¢ After the 2021 SDR allocation, the G7 and
G20 proposed rechanneling $100 billion in SDRs,*” while the IMF called for advanced economies
to pledge $45 billion in SDRs for the RST, $16.5 billion for the PRGT in hard currency or SDRs, and

34 Arauz (2022).

35 As of September 2022, 38 emerging and developing economies had active IMF borrowing programs. IMF (2022b).
36 IMF Communications Office (2022b).

37 G7(2021).
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$3 billion for subsidy resources.?® In July 2022, the G20 announced that approximately $73
billion in SDRs had been pledged in total, and the IMF Communications Department noted that
about $39 billion had been pledged to the RST, specifically.>® CEPR has only been able to verify
pledges up to $49.8 billion, however.“° Initially, the United Kingdom, Japan, Korea, Spain,
Australia,and the Netherlands pledged to donate a portion of their SDR allocation to the PRGT;
China and France each made a general pledge to African countries; and Italy and Canada each
made a general pledge to vulnerable and low-income countries.* In the United States, the
largest SDR holder, there was a proposal to contribute $21 billion to the PRGT and RST, but this
was not approved by Congress (the legislation mentioned dollar amounts and did not mention
the rechanneling of SDRs).*?

The PRGT was created to provide concessional financing to low-income countries, and is funded
through bilateral loan agreements and an encashment regime with both hard currency and
SDRs.*? Bilateral agreements are made between the IMF and lending countries, with lending
countries agreeing to transfer SDRs or currency to the trust on demand for onlending to low- and
middle-income countries.** Encashment means that the PRGT holds a portion of SDRs as
reserves and uses a portion to issue loans. This is similar to how a typical commercial bank keeps
areserve ratio of deposits that can be withdrawn. In this way, high-income countries can keep
these SDR contributions as liquid assets on their balance sheets, with a guarantee that theycan
retrieve them from the PRGT. The RST is similarly structured.

After a country makes a pledge to rechannel SDRs, it often must approve the transfer through
domestic legislative or budgetary procedures, in addition to creating an agreement with the IMF
before the SDRs can be transferred.** As Plant and Sala note, the lack of centrally available
information has rendered tracking SDR flows in the context of rechanneling a difficult and
opaque process.*® As of July 2022, the only country to have approved a transfer of SDRs to the
RST was Spain, in the amount of $1.87 billion.*” And one year after the $650 billion in SDRs
allocation was approved, approximately $1.5 billion has been lent from the RST to Barbados,
Costa Rica,and Rwanda, with a few other countries, like Bangladesh, showing interest in

38 IMF (20220) and Georgieva and Pazarbasioglu (2021). The SDR-USD exchange rate used is 1.309090; IMF (2022m).
39 G20 Information Centre (2022) and IMF Communications Office (2022b).

40 Cashman (2022).

41 Cashman (2022).

42 Plant (2022a) and White House (2022).

43 IMF (2022i); Plant, Hicklin,and Andrews (2021); and Arauz (2022).

44 Plant and Sala (2022b).

45 Andrews (2021) and IMF Communications Office (2022b).

46 Plant and Sala (2022b).

47 Soto (2022) and Arauz (2022).
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borrowing.*® Bangladesh has requested $4.5 billion from the IMF generally, including a portion
from the RST (the RST’s ceiling for lending per country is 150 percent of quota, or SDR 1 billion,
whichever is smaller).*?

Borrowing from the RST is conditional, and Costa Rica may be required to implement additional
policy reforms on top of its current Upper Credit Tranche (UCT) program under the Extended
Fund Facility (EFF).>° Barbados and Rwanda will start new UCT programs, which will enable them
to borrow from the RST.>' Bangladesh will have to begina new UCT program to meet eligibility
requirements.

Figure1l
SDR Rechanneling: Potential, Pledged, and Rechanneled

Approximate number of SDRs allocated, pledged, and recycled in USD billions.

G7 and G20 re-channeling target $100 Pledged: $73 l Lent to emerging
I and developing
economies, if
Advanced economies and China (eligible for re-channeling): $440.8 complying with IMF

conditionality: < 52

Allocated: $650.1

Emerging and developing economies: $209.3

Sources and Notes: Arauz (2022); Cashman (2022); Cashman, Arauz, and Merling (2022); G20 Information Centre
(2022); IMF (2022f); IMF (2022g); IMF (2022h); IMF (2022m); and Soto (2022). This includes the Administered Account
set up for Ukraine, presumed not to have received any SDR contributions. While the G20 announced SDR rechanneling
pledges amounting to $73 billion, CEPR has only been able to verify $48.9 billion total. The exchange rate used is SDR 1 =
1.42426 USD, the rate at the time of the allocation.

Resilience and Sustainability Trust

Therecently launched RST was created to fill the financing gap for low-and middle-income
countries that face climate risks, and to address balance of payments stability.>? Rechanneling
SDRs through the RST would mean funding the trust with wealthy countries’ SDRs, which would
be used toissue new, conditional loans to low- and middle-income countries. Most low- and

48 IMF (2022f), (2022g), and (2022h).
49 IMF (2022k).

50 IMF (2022j).

511MF (2022f) and (2022h).

52 IMF (2022k) and Mariotti (2022).
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middle-income countries, however, do not qualify to borrow from the trust; the RST does not
seem to have been designed to fulfill its purported mission to help countries address pandemic
and climaterisks.

As noted above, one of the most concerning aspects of the RST is its stringent access limit that
currently excludes about 70 percent of emerging and developing economies, including many
with high poverty rates and climate vulnerability. Eligibility criteria include a current IMF
program and an income limit.>®* According to a study published by the Task Force on Climate,
Development, and the International Monetary Fund, approximately 143 out of 153 emerging and
developing economies, as defined by the IMF, will be theoretically eligible according toincome
requirements.’* But out of those 143, only 38 had an existing financing program with the IMF as
of September 2022, and a few countries have nonfinancial IMF programs, such as the Policy
Coordination Instrument. This means that approximately 70 percent of low-and middle-income
countries, which should qualify under the RST’s income requirement, are in fact excluded.**
Those left out include low-income economies with high poverty rates that are at risk of climate -
induced shocks, such as Ghana, Nigeria, Cte d'lvoire,and Malawi,among others.>¢ The income-
based access limit and higher interest rates could also create a barrier for heavily indebted
middle-income countries, which could otherwise use a direct allocation for debt relief.” It is
important to remember that more than 67 percent of the world’s population living in poverty is
in middle-income countries.*®

The RST’s lending terms specify a 20-year maturity and a10-and-a-half-year grace period.
Interest rates will be applied through a tiered system, at arate higher than the current SDR rate>’
(55-95 basis points above the SDR rate, depending on country classification by income), with
higher concessionality for low-income countries.® Zero percent rates for low-income countries
will therefore not be guaranteed through the RST.¢'

53 Eligible countries according to income include “PRGT -eligible low-income countries, all small states (population
under 1.5 million) with per capita GNI below 25 times the 2021 IDA operational cutoff, and all middle-income
countries with per capita GNI below 10 times the 2021 IDA operational cutoff.” IMF (2022k).

54 Task Force on Climate, Development and the International Monetary Fund (2022).

55 IMF (2022b).

56 Task Force on Climate, Development and the International Monetary Fund (2022).

57 Mariotti (2022).

58 UNDP (2021).

59 The SDRrateis theinterestrate applied to SDR holdings when they are lent, exchanged or donated. It was as low as
0.05 percentin 2020, and currently stands at 2.155 percent (it is projected to keep increasing). IMF (20221) and
(2022)).

60 IMF (2022j).

61 Mariotti (2022).
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Conditions for borrowers include “(i) a package of high-quality policy measures consistent with
the purpose of the Trust; (ii) a concurrent financing or non-financing program with ‘upper credit
tranche’ (UCT) quality policies; and (iii) sustainable debt and adequate capacity to repay the
Fund.”¢2Based on what has frequently been observed regarding the conditions applied to PRGT
loans, there is a high probability that countries can expect potentially harmful and/or procyclical
fiscal consolidation and monetary policy tightening when borrowing from the RST. Fiscal
consolidation and other austerity measures, as prescribed by the IMF, have often been linked to
increased poverty and inequality in countries where they have been implemented.®® Ortizand
Cummins’s global study of the “deadly policy” of austerity found that a decade of cuts to, and
underfunding of, public health systems increased health inequalities and vulnerability to COVID -
19 around the world.®*

Organizations including the European Network on Debt and Development (Eurodad) and the
Task Force on Climate, Development, and the International Monetary Fund, among others, have
criticized the limitations of the RST.®®> They have argued that the RST could be improved by
embracing broader eligibility criteria to include all climate-vulnerable countries, regardless of
income level,and including those without an existing IMF program. Mariotti has warned against
harmful conditionality and has called for more concessional financing that would not undermine
governments’ debt sustainability, as well as a contingent clause in RST loans to protect recipient
countries against external shocks.®® In addition, hundreds of anti-poverty and development-
focused organizations signed an open letter warning against exclusionary and conditional
rechanneling mechanisms.¢” However, at present there are no indications that the IMF — or the
most important voice there, the US Treasury Department — is considering the changes
advocated by these organizations.

Poverty Reduction and Growth Trust

The PRGT is the IMF’'s main vehicle for concessional lending to low-income countries.®® It
consists of three credit facilities: the Extended Credit Facility (ECF), the Standby Credit Facility
(SCF), and the Rapid Credit Facility (RCF). Again, rechanneling through the PRGT would mean

62 IMF(2022j).

63 Stubbs, et. al. (2021).

64.0rtizand Cummings (2021).

65 Mariotti (2022) and Task Force on Climate, Development and the International Monetary Fund (2022).
66 Mariotti (2022).

67 Latindadd (2021).

68 IMF (2022a).
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funding the trust with wealthy countries’ SDRs, which would be used to issue new, conditional
loans to low-income countries.

The three credit facilities issue loans based on short-, medium-, and long-term balance of
payments needs. Under the ECF and SCF, borrowing countries agree to implement a set of
structural reforms. Borrowing through the facilities is currently interest-free until July 2023, and
the PRGT aims to increase subsidy resources to maintain a zero percent interest rate until 2024.%°
Theinterest on PRGT loans, however, is variable; if the interest rate were to increase, it would be
applied to all outstanding loans.” The IMF is currently trying to raise approximately $16.5 billion
(SDR12.6 billion) for the PRGT in hard currency or SDRs, as well as $3 billion for subsidy
resources.”

Similar to the RST, one of the main constraints of the PRGT is limited accessibility. Only 69
countries are qualified to borrow from its facilities.”? Eligibility is limited to 145 percent of a
country’s IMF quota share per year, and total outstanding concessional credit to 435 percent of
quota.

According to areview of IMF lending agreements published by Oxfam International earlier this
year, the vast majority of IMF loans to low- and middle-income countries between March 2020
and March 2022, including some issued through the PRGT, require fiscal consolidation or other
austerity measures.”® Conditions in recent IMF loans include regressive tax measures, such as the
application of Value Added Taxes (VAT) to food staples, and the phasing out of electricity and fuel
subsidies,among other measures. Kenya, under the Extended Fund Facility (EFF) and the PRGT’s
ECF, was required to increase taxes on food and cooking gas, even though three million Kenyans
face acute hunger.’

Capacity poses another potential issue with rechanneling SDRs through the RST or PRGT.
Mariotti and Plant noted that the trusts could not absorb the full $100 billion worth of SDRs
committed by the G7 and G20, as the RST and PRGT can currently only support $30 and $50
billion, respectively.” This means that additional rechanneling would have to take other formsin
order to utilize the fullamount committed.

69 IMF (2022a).

70 IMF (2021c). The SDR-USD exchange rate used is 1.309090; IMF (2022m).
71IMF (2021c) and (2022m).

72 1MF (2021c¢) and (2022m).

73 Oxfam International Washington Office (2022).

74 Oxfam International (2022) and Mariotti (2022).

75 Mariotti (2022) and Plant (2022c).
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Other Options for SDR Rechanneling

While the IMF focuses on using SDRs to issue new debt to low- and middle-income countries,
several civil society organizations, heads of state, and the African Development Bank (AfDB)
have proposed alternate options for rechanneling that avoid harmful conditionalities and access
limits. Proposals include rechanneling through MDBs and creating new prescribed holders of
SDRs for rechanneling outside of the IMF.

The AfDB has called for $100 billion in SDRs to channel through the African Development Fund
(ADF), which provides concessional financing for programs contributing to social and economic
development and povertyreduction.’® France, Japan, the UK, Saudi Arabia, and Canada have
expressed interest in the proposal.”” There are several benefits to rechanneling through the AfDB
or other multilateral development banks, including their existing prescribed holder status and
alignment with development and climate goals.”® The AfDB proposes using SDRs for food
security, African integration and industrialization, and other important development goals.
Crucially, it would not require macroeconomic conditionality as part of its programming.”®
However, both Cristine Lagarde, president of the European Central Bank, and Kristalina
Georgieva, managing director of the IMF, have argued that European Union countries (27 of the
39 advanced economies) cannot rechannel their SDRs to the AfDB or to other multilateral
development banks, even to those — like the AfDB — that are registered holders of SDRs.8°

Administered accounts, such as the one launched for Ukraine this year to help meet its balance of
payment needs and stabilize its war-ravaged economy, are another rechanneling option.
Countries are able to deposit both hard currency and SDRs into the account. While Canada
initially pledged CAD $1 billion to the administered account for Ukraine, it is unclear if any
contributions have been made in SDRs.®' Plant and Sala noted that SDRs could serve an important
purpose in boosting Ukraine’s reserves for balance of payment needs, but that it would not make
as much sense for European countries, in particular, to transfer SDRs if Ukraine plans to exchange
them for European currencies anyway.®? Additionally, the legislative processes for transferring
SDRs could take significant time, and would vary considerably between countries.®* Another
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proposal by the UN Economic Commission for Africa (UNECA) aims to use SDRs to partially fund a
recently launched repurchase market for African debt, the Liquidity and Sustainability Facility
(LSF).®*The initiative aims to lower borrowing costs for African governments, and to spur the
issuance of “green bonds or sustainability-linked bonds.”®> This is a potentially impactful
proposal that could improve debt sustainability.

Government officials and civil society organizations have also proposed using SDRs for long -
term climate finance. Barbados's prime minister, Mia Mottley, called for a $500 billion annual
allocation of SDRs to finance climate mitigation policy and a new climate trust that could attract
additional investment for sustainability projects.®® Mariotti suggested that the IMF create new
prescribed holders, like new and existing climate funds, emphasizing that they should remain
unconditional and debt-free.®” The United Nations Conference on Trade and Development
(UNCTAD) has also proposed creating “SDR-based global funds for purposes that command a
high degree of collective and multilateral support,” specifically, issuing “Special Environmental
Drawing Rights,” with which countries would develop plans to meet climate targets with specific
budgetary commitments.8®

Bilateral donations are another option for transferring SDRs from high-to low- and middle-
income countries that could prove more effective than the IMF’s rechanneling proposals, and
could allow for maintaining the unique qualities of SDRs. It is unclear why wealthy countries are
not pursuing this option, though legislative constraints may pose an obstacle for some to donate
SDRs directly.®® Taking countries’ legislative processes into account, another allocation of SDRs
proves to be a simpler option.®° Shortly after the last allocation was approved, African leaders
called for anew one, citing the continued challenges of the COVID-19 pandemic and the uneven
global recovery.” African governments renewed this appeal in May 2022 following additional
shocks linked to the war in Ukraine.*?
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Conclusion

The consensus among many anti-poverty and development organizations is that a new
allocation of SDRs would provide the most rapid and comprehensive relief to low- and middle-
income countries facing concurrent global crises, a continuing global economic downturn, and
potential national economic crises and sovereign debt defaults.® Because almost no advanced
economies or China have actively used SDRs, the large portion of a new allocation that would go
to these countries would not represent any waste or use of resources by them, but would merely
be an accounting entry at the IMF. With another $650 billion in SDRs, emerging and developing
economies would receive approximately $209 billion, versus whatever portion of the $73 billion
pledged for rechanneling via loans from the IMF that might actually materialize. Countries could
immediately use a new allocation of SDRs for debt relief, to import necessities, to support key
public services,and to increase theirreserves. With another allocation, many lives could be
saved, likely in the millions.

In comparison with the far-reaching impact of anotherallocation, little can be expected from the
proposals for rechanneling currently under consideration at the IMF and the US Treasury
Department. Any positive impact of whatever rechanneling may occur under the existing
proposals could easily be negated by the resulting burden of increased debt, as well as by harmful
conditions attached to the loans. And for the foreseeable future, it does not look like much
rechannelingis going to take place. Indeed, one year since the allocation was approved, only
relatively smallamounts of SDRs have been rechanneled.
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