EXPLAINERS

LKI Explainers examine an agreement or another aspect of Sri Lanka’s international relations.

The International Monetary Fund and Sri Lanka

Adam Collins and Pabasara Kannangara*
November 2018

*

Adam Collins is a Research Fellow at the Lakshman Kadirgamar Institute of International Relations
and Strategic Studies (LKI) in Colombo. Pabasara Kannangara is a Research Associate at LKI. The
opinions expressed in this Explainer, and any errors or omissions, are the authors’ own.

Copyright © 2018
Lakshman Kadirgamar Institute of International Relations and Strategic Studies (LKI)
About the LKI Explainers
LKI Explainers examine an agreement or another aspect of Sri Lanka’s international relations. They
summarise key points and developments, with up-to-date information, facts, and figures.
Terms of use
LKI is not responsible for errors or any consequences arising from the use of information contained
herein. The views expressed in a LKI Explainer are those of the author(s). They are not the institutional
views of LKI and do not necessarily reflect the position of any other institution or individual with which
an author is affiliated.

Lakshman Kadirgamar Institute of International Relations and Strategic Studies
24 Horton Place, Colombo 7, Sri Lanka
Email: programmes@lki.lki Website: www.lki.lk

Contents
1.

What is the IMF……………………………………………………………………….…1

2

The Main Functions of the IMF…………………………………………………………. 1

3.

How is the IMF Governed?...............................................................................................2

4.

Critiques of the IMF…………………………………………………………………….. 3

5.

Sri Lanka’s Relationship with the IMF…………………………………….

6.

Sri Lanka’s Current IMF Program……………………………………………………… 6

7.

Appendix………………………………………………………………........................... 9

8.

Key Readings…………………………………………………………………………..10

4

Abbreviations
IMF
GRA
SBA
EFF
SDR

International Monetary Fund
General Resources Account
Stand-By Arrangements
Extended Fund Facility
Special Drawing Rights

This LKI Explainer analyses Sri Lanka’s relationship with the International Monetary Fund
(IMF), particularly focussing on the current lending arrangement agreed on 3 June 2016.

1. What is the IMF?
● The IMF is a multilateral, international financial institution. It promotes the stability of the
international monetary and financial systems. It is distinct from the World Bank, which
provides financing to support economic and social development.
● The IMF was conceived in July 19441 at the United Nations Bretton Woods Conference,
during the closing stages of the Second World War. The 44 governments represented
sought to build a framework for economic cooperation in order to avoid the competitive
currency devaluations that contributed to the Great Depression of the 1930s.
● The IMF officially commenced in December 1945, after the first 29 members signed its
Articles of Agreement and began operations in 1947. Currently there are 189 member
countries who have committed financial resources of USD 692 billion (as of April 2018).2
● The IMF headquarters are located in Washington DC and the institution employs
approximately 2700 people from 150 countries.3

2. The Main Functions of the IMF
● The IMF has the three main functions:
1. Surveillance;
2. Capacity Building; and
3. Lending.
Surveillance
● The IMF monitors economic developments in member countries and the global economy
in order to identify risks to the stability of the international financial system, and
recommend appropriate policies.
● Bilateral surveillance involves regular visits (usually annual)4 to member countries, which
are known as Article IV consultations. During these visits IMF staff engages government
officials and stakeholders in discussions related to local economic and financial
developments. An Article IV consultation report is issued shortly after, detailing the
findings of the visit.
● The IMF’s multilateral surveillance involves continuous research by IMF staff on emerging
economic issues, and the publication of several regular reports on global economic trends.
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Capacity Building
● The IMF capacity building involves technical assistance (economic institution building)
and human capacity development (training).5 It is provided to strengthen institutional
capacity in member countries, and is demand driven.
● Capacity building assistance is focused on four areas;6 fiscal policy, monetary and financial
sector policies, legal frameworks, and statistics.
Lending
● A member country may request IMF financial assistance if there is a lack (or potential lack)
of sufficient foreign currency financing available on affordable terms, to meet its net
international payments. This situation can be triggered by a variety of domestic and external
factors, in combination or separately.
● The process of obtaining IMF financial assistance is as follows:
1. After a request for financial support from a member country, an IMF staff team holds
discussions with the government to assess the economic situation.
2. Typically, a country’s government and IMF staff must then agree on a program of
economic policies to be implemented in return for a loan.
3. Once an understanding has been reached on the terms of the loans and the program of
economic policies, a recommendation is made to the IMF’s Executive Board to extend
access to IMF resources. Depending on the type of arrangement, this could be in
phased instalments or as a single disbursement.
● The majority of IMF loans come from the IMF’s General Resources Account (GRA),7
which is funded by subscription charges to member countries. The two main lending
facilities are Stand-By Arrangements (SBA), which address short-term balance of
payments problems, and the Extended Fund Facility (EFF), which focuses on longer-term
difficulties with external payments.
● Loans are given either on non-concessional terms, with an interest rate close to market
rates, or on concessional terms, with a zero-interest rate, for low-income countries. Table
1 and 2 in the appendix summarise the types of lending arrangements available.

3. How is the IMF Governed?
● IMF governance is based on a system of quotas that determine the financial resources each
member country must contribute to the organisation, how much they can borrow from the
IMF, and their voting power in the IMF’s decision-making bodies.
● The quota of a country is first, calculated8 as the weighted average of a country’s Gross
Domestic Product (weight of 50%), openness (weight of 30%), economic variability
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(weight of 15%), and international reserves (5%). A compression factor is then used to
reduce the dispersion in the final quota shares.
● These quotas are expressed in Special Drawing Rights (SDR). This is an international
reserve asset, as well as the unit of account used by the IMF and other international
organisations.

● The IMF has three decision making organs:
1. The Board of Governors has a representative from each member country and has the
power to appoint members to the Executive Board, suspend membership, and amend
the IMF Articles of Agreement.
2. The Executive Board has 24 Directors and is chaired by the IMF Managing Director in
a non-voting capacity. It is responsible for most formal decisions and has a supervisory
role over the Managing Director and technical staff.
3. The Managing Director is selected by the Executive Board. They have a dual role as a
Chairman of the Executive Board and as the head of technical staff.

● The voting power of each country on the IMF’s Board of Governors is composed of basic
votes, and one additional vote for each SDR 100,000 of their quota.9 As a result, voting
power is skewed in favour of larger and more open economies.

● In addition, while the United States, Japan, Germany, France, United Kingdom, China and
Saudi Arabia have their own permanent Directors10 on the Executive Board, the remaining
member countries are grouped into constituencies, and must agree on a common Director.

4. Critiques of the IMF
● Governance Structure
o The governance structure of the IMF has been criticised as the voting power is
skewed10 towards major European economies and the US. (See Figure 1.) This stands
in contrast to the United Nations and the World Trade Organization, who follow a One
Nation, One Vote system.
o This has led to some allegations of excessive political intervention and unfair treatment
of some members. For example, a report done by the Independent Evaluation Office11
of the IMF, found that during the Eurozone crisis, some measures were made more
favourable to the countries that had greater influence over the organisation’s decision
making bodies.
● Conditionality of Lending
o Most IMF lending arrangements are conditional on the member country involved
agreeing to implement a set of economic policies approved by the IMF. This is to
reduce the risk of default on loan repayments and minimise moral hazard.13
o However, the conditions imposed by the IMF in the past, such as sharply reducing
government spending, have been criticised as it is damaging to social welfare and long3

term economic development. What’s more, some have called the use of conditions
undemocratic due to their imposition by a supranational organisation with a
governance structure skewed in favour of a small number of economies.14
Figure 1: IMF Voting Shares by Country (%)

Sources: IMF, LKI Calculations

5. Sri Lanka’s Relationship with the IMF
● Sri Lanka joined the IMF on 29 August 1950 as the organisation’s 50th member.15 It
currently has a quota of SDR 578.80 million,15 equivalent to around USD 800 million. This
gives Sri Lanka a voting share of 0.14%17 on the IMF’s Board of Governors and it shares
a common Director18 on the Executive Board with Bangladesh, Bhutan and India.
● Since joining, Sri Lanka has been the recipient of 16 IMF loans,19 including the most recent
arrangement initiated in June 2016 (See Table 3). The largest loan was the SBA initiated
in July 2009, which was worth over USD 2.5 billion.20 In comparison, Pakistan has been
involved in 21 IMF lending arrangements,21 most recently a USD 6 billion EFF agreed in
September 2013.
● Of the 15 past lending arrangements, the full amount initially agreed was not disbursed on
six occasions as Sri Lanka did not fully comply with the conditions of the loans (see lending
arrangements 1, 6, 9, 11, 13, 14 in Table 1). The most recent case was the combined EFF
and Extended Credit Facility agreed in April 2003, which was disrupted by the Indian
Ocean tsunami, in December 2004.
● Sri Lanka’s debt to the IMF peaked at USD 2.5 billion in 2012,22 which was around 5% of
the government total debt burden at the time (See Figure 2). Even accounting for the initial
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disbursements of the ongoing lending arrangement that was initiated in June 2016, debt to
the IMF only made up around 1% of the total government debt at the end of 2017. Sri Lanka
has never failed to repay IMF debt on time and has never defaulted.23
● The Sri Lankan government, including the Central Bank, have received numerous technical
assistance missions24 from the IMF since it became a member. These have covered areas
such as tax administration, macroeconomic forecasting, the drafting of new income tax
legislation, financial sector regulations, and improving national statistics.
Table 1: Sri Lanka’s Lending Arrangements with the IMF (As of 30 September 2018)
Date
of
Amount Agreed Share of Funds
Lending Facility
Expiration Date
Arrangement
(USD Millions*) Drawn
1
Standby Arrangement
15 Jun. 1965
14 Jun. 1966
30
75%
2
Standby Arrangement
15 Jun. 1966
14 Jun. 1967
25
100%
3
Standby Arrangement
6 Mar. 1968
5 May 1969
20
100%
4
Standby Arrangement
12 Aug. 1969
11 Aug. 1970
20
100%
5
Standby Arrangement
18 Mar. 1971
17 Mar. 1972
25
100%
6
Standby Arrangement
30 Apr. 1974
29 Apr. 1975
30
29%
7
Standby Arrangement
2 Dec. 1977
1 Dec. 1978
112
100%
8
Extended Fund Facility 1 Jan. 1979
31 Dec. 1981
336
100%
9
Standby Arrangement
14 Sep. 1983
31 Jul. 1984
105
50%
10 Structural Adjustment
9 Mar. 1988
8 Mar. 1991
214
100%
Facility Commitment
11 Extended Credit Facility 13 Sep. 1991
31 Jul. 1995
455
83%
12 Standby Arrangement
20 Apr. 2001
19 Sep. 2002
254
100%
13 Extended Fund Facility 18 Apr. 2003
17 Apr. 2006
198
14%
14 Extended Credit Facility 18 Apr. 2003
17 Apr. 2006
368
14%
15 Standby Arrangement
24 Jul. 2009
23 Jul. 2012
2,566
100%
16 Extended Fund Facility 3 Jun. 2016
2 Jun. 2019
1,507
50%
Source: IMF
*Amounts converted from SDR using exchange rate at date of each lending arrangement.
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Figure 2: Sri Lanka’s Outstanding Debts to the IMF
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6. Sri Lanka’s Current IMF Programme
● On 3 June 2016, the Executive Board of the IMF approved the Sri Lankan government’s
request for a 36-month lending arrangement under the EFF lending facility.25 This was
worth SDR 1.1 billion, which was equivalent to around USD 1.5 billion at the time, and
was smaller than the lending arrangement agreed in 2009.
● The Sri Lankan authorities requested the loan for three reasons:
1. To deal with immediate balance of payments pressures
Prior to its announcement,26 a persistent current account deficit, combined with weaker
FDI inflows and capital outflows from the local government bond market had
contributed to a substantial fall in the Sri Lanka’s foreign exchange reserves. This
situation was not sustainable, and put the government at the risk of being forced to
restrict imports, as well as default on external government debt repayments due to a
lack of foreign currency. The loan from the IMF directly contributed to raising the
country’s foreign exchange reserves at an affordable cost.
2. To unlock other financing
The conditions associated with the lending agreement reinforced the government’s
policy credibility and at the time of signing was expected to catalyse an additional
USD 650 million27 in other multilateral and bilateral loans.
3. To reassure private investors
The lending agreement reduced the probability that the government would default on
its existing debts and as a result contributed to a fall in the interest rate private investors
required the government to pay on its bonds.28 This allowed the government to obtain
further financing at a more affordable rate.
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● The conditions attached to the current EFF29 lending arrangement aim to ensure future
macroeconomic stability. In particular, they focus on raising government revenues in order
to reduce the budget deficit and debt burden, increasing foreign exchange reserves, and
improving public finance management. To achieve these objectives, the conditions require
a set of reforms under the six pillars highlighted in Figure 3.
● Following an initial disbursement of around USD 0.17 billion30 in June 2016, the remainder
of the loan was scheduled for release in six semi-annual instalments. These payments are
disbursed based on the government making satisfactory progress in implementing the
agreed reforms, which is assessed through regular program reviews by the IMF.
● On 1 June 2018, the IMF Executive Board completed the fourth semi-annual review31 of
Sri Lanka’s economic performance under the EFF arrangement. This enabled the
disbursement of SDR 177.7 million (around USD 252 million) and brought the total amount
disbursed to SDR 715.2 million (around USD 1,014 million). At the time of writing this
Explainer, the fifth semi-annual review was under discussion.
● The final review and disbursement under the current EFF arrangement is scheduled to take
place in April 2019.32 Repayment of the funds borrowed under the arrangement will take
place in instalments beginning in 2020, and is expected to be completed by 2028.33
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Figure 3: Six Pillars of Sri Lanka’s Current IMF Program.

Source: IMF34
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7. Appendix
Appendix Table 1. Non- Concessional Lending Arrangements
Name

Purpose/Conditions

Repayment
Term
(Years)

Stand-By
Arrangements (SBA)

Provides short to medium term assistance for members that
have short term Balance of Payments (BOP) issues.

Extended Fund
Facility (EFF)

Assistance is given for long term BOP difficulties and to
facilitate structural reforms. A structural agenda and detailed
statements should be provided.

Flexible Credit Line
(FCL)

Instrument to respond to external financing shocks and
potential or actual BOP issues. Countries must have very
strong fundamentals, policies, and track records of policy
implementation in order to qualify.

3¼-5

Precautionary and
Liquidity Line (PLL)

Instrument to address shocks and potential or actual BOP
issues. Countries must have sound policy frameworks and
macroeconomic fundamentals in order to qualify.

3¼-5

Rapid Financing
Instrument (RFI)

Emergency assistance policies given to all members facing an
urgent BOP need. Should be used resolve issues that need
immediate attention (e.g. natural disasters).

3¼-5

3¼-5

4½–10

Source: IMF (2018). IMF Lending. https://www.imf.org/external/np/exr/facts/pdf/howlend.pdf

Appendix Table 2. Concessional Lending Arrangements
Name

Purpose/Conditions

Repayment
Term (Years)

Stand-By
Credit Facility
(SCF)

Provides financial assistance for short-term or potential BOP needs.

Extended
Credit Facility
(ECF)

Assistance is given to member countries facing protracted balance
of payment problems as medium term support.

5½ - 10

Rapid Credit
Facility (RCF)

Provides rapid, and concessional financial assistance to low income
countries facing an urgent balance of payments need. To be used
when the other two programs are not feasible.

5½ - 10

Source: IMF (2018). IMF Lending. https://www.imf.org/external/np/exr/facts/pdf/howlend.pdf
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