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I. INTRODUCTION!

This paper presents the results of updating the data set for quota calculations

through 2005. The updated data set would provide the basis for the next round of
discussions on quota and voice reforms.” The paper also revisits the issue of data
adjustments. Consideration of a broader range of specifications for a new quota formula is
left for the next paper on quota and voice reforms being issued concurrently.

II. THE DATA SET

Staff has prepared an updated data set for quota calculations covering the

period through 2005. This would replace the current data set through 2004 presented in
Quotas—Updated Calculations (8/4/06, www.imf.org). Detailed information on the process
and methodology used in the data update is provided in Appendix I. To briefly summarize:

Ideally, the database used for quota calculations should be comprehensive for the
Fund’s 185 members, based on internationally accepted concepts and definitions,
derived from official sources, and comparable across time and countries.

In line with these objectives, staff relies primarily on data reported to STA by central
banks and national statistical agencies and disseminated in the monthly International
Financial Statistics (IFS).

Where /FS data are not available, they are supplemented in the first instance using
data from the WEQO. Remaining missing data are then computed based on staff
reports, and in a few instances, country desk data.’

Given the considerable time needed to compile a comprehensive database for the full
membership, and to ensure consistency and transparency, a common cut off date is
employed for incorporating new data in the quota database. For the current update
round, the cut off date for both /F'S and WEQO data was January 31, 2007.

The data have also been adjusted for a subset of members with significant re-exports,
international banking interest (IBI), and/or transactions in non-monetary gold
(Appendix II). As discussed further below, staff believes that the case for such data
adjustments has weakened over time and should be kept under review, but on balance

' This paper was prepared by a staff team led by Ydahlia Metzgen and including Sheila Bassett, Helga Treichel,
Sherwyn Williams, Richard La Rock, and Thomas Shuster.

2 At its 2007 Spring Meetings, the International Monetary and Financial Committee (IMFC) reiterated the
importance of implementing the program of quota and voice reforms adopted by the Board of Governors in
Singapore, in line with the timetable set out in the Resolution.

3 In the case of Somalia, where recent data are not available, Eleventh General Review data have been used.



proposes that they be continued for the current round in line with past practice. Such
adjustments are made in close collaboration with area departments.

3. The data update covers the variables considered in the quota discussions to date.
Table 1 summarizes the results in terms of global shares for the four variables traditionally
included in the quota formulas, updated and modernized, as well as for the additional
variables considered in the recent quota reform discussions. The data on PPP GDP are based
on current methodology and do not yet reflect the improvements envisaged under the current
International Comparison Program (ICP) round, which is scheduled to be completed by
end-2007. Individual country data, including for the traditionally specified variables used in
the existing five formulas,* are shown in Tables A2, A3, and A4.

III. UPDATED QUOTA CALCULATIONS

4. The potential impact on calculated quota shares from updating the database
through 2005 can be illustrated using alternative formulas discussed in previous staff
papers. For purely illustrative purposes, Table 2 shows the broad impact on calculated quota
shares for the major country groups under two linear specifications, as well as under the
existing quota formulas. The corresponding results for individual members are shown in
Table AS.

5. The overall effect of using more recent data is likely to be an increase in the
aggregate calculated quota share of developing and transition economies. Based on the
formulas illustrated here, this share increases by about one percentage point relative to the
comparable shares using data through 2004. The impact is largest for Asia, and to a lesser
extent for the transition economies and the group comprising the Middle East, Malta, and
Turkey, though the precise effects depend on the specific formula chosen. In general, the
shares of the major advanced economies decline. As noted, the specifications shown here are
purely illustrative to focus on the effects of the data update. Consideration of a broader range
of specifications for a new quota formula is left for the next paper on quota and voice
reforms being issued concurrently.

* See Appendix III for details on the existing five formulas.
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IV. DATA ADJUSTMENTS

6. It was agreed previously that the issue of data adjustments should be revisited as
part of the work program on a new quota formula. The economic rationale for such
adjustments arises from the way openness enters the existing quota formulas, namely it is
measured from gross flows rather than a valued added basis. Gross cross-border flows can
lead to exaggerating the resulting measure of economic size and importance relative to the
outcome if data on value added in the tradable sector were more readily available. In
recognition of this issue, the Fund has adopted a long-standing practice of making certain
adjustments to the quota database before it is used to determine actual quota increases (such
adjustments have also been made in the data used to determine an initial quota for new
members). These adjustments have evolved over time—they started with an adjustment for re-
exports in the case of Singapore in the Fifth General Review and since the Tenth General
Review have covered three broad categories of external transactions: re-exports, international
banking interest, and non-monetary gold.’

7. The underlying rationale for adjustments in all three categories is broadly
similar. Given the way openness is measured, as noted above, and its important role in
determining members’ calculated quota shares under the existing quota formulas, the Board
has considered it appropriate to adjust the balance of payments data for activities that occur
only or mainly because of a country’s role as an international distribution or financial center,
and where the gross flows involved tend to be large relative to their actual impact on the
member’s economy. Some have also argued that the gross flows measure of openness suffers
broader conceptual flaws that call into question its role in the quota formula;® however, data
availability issues have so far precluded development of an alternative measure based on
value added. The Board of Governors agreed in Singapore that consideration should be given
to ensuring that openness would play an important role in a new formula.

8. While the rationale for making such adjustments in the past is clear, their
practical application requires a significant element of judgment. For re-exports, this
arises because there is no comprehensive database available for the membership as a whole.
In recent years, staff has sought to reduce the judgmental element involved by adopting a
single common definition of re-exports—namely that established in the methodological
guidelines outlined by the UN Statistical Commission International Merchandise Trade
Statistics: Concepts and Definitions (published in 1998) and used by UN Comtrade’—as well

> For a summary of the history of data adjustments, see Appendix III of Quotas—Updated Calculations (8/4/06,
www.imf.org).

% This was the majority view of the external quota formula review group, which proposed excluding openness
altogether from a new quota formula (External Review of the Quota Formulas: Quantification (4/12/2001,
www.imf.org).

" The UN guidelines define re-exports as “goods exported in the same state as previously imported.” However,
guidelines do not provide a precise definition of “same state”, and this could vary from one country to the other.



as a common threshold or significance test (at least 20 percent of total merchandise exports)
to ensure that adjustments are made where they could have a significant impact on calculated
quotas while keeping the exercise manageable. Nonetheless, this approach still has
significant shortcomings as not all countries with significant re-exports report to the UN
Comtrade or even publish official re-export data, and the metadata in the UN Comtrade
database suggest that practices may differ across countries that do report. Judgments are also
involved in the other adjustments, notably international banking interest and non-monetary
gold, where staff has essentially maintained the practice adopted in previous general quota
reviews.

9. Given these difficulties, the question arises whether the practice of making such
adjustments to the quota database should be continued. For re-exports, the absence of a
comprehensive data set is a significant drawback, as it means that adjustments may not be
made for some countries that should be adjusted, and there can be less confidence that
adjustments are always being made in a fully consistent manner. Also, it could be argued that
the conceptual case for such adjustments has declined over time as the forces of globalization
increasingly blur the distinction between re-exports and exports from domestic production
(for example, where the latter involve some but relatively low value added). For international
banking interest, it could similarly be argued that such activities are increasingly integrated
with the host countries’ real economies (it should be noted that some allowance is currently
made for the value added in such activities through the practice of excluding the smaller of
interest paid and interest received from both current receipts and payments), that a wider
range of countries should be considered, or alternatively that a broader range of investment
income should be considered, including on portfolio investment. Relatively fewer issues
would seem to arise in the case of the adjustments made for non-monetary gold to the
balance of payments as, for the three countries involved, the specific nature of their
transactions are more easily defined.

10. While the conceptual case for data adjustments may have diminished over time,
there could also be a practical reason for questioning whether such adjustments should
be continued. This arises because their impact on calculated quota shares would be
significantly less under a new linear formula than has been the case under the existing quota
formulas, in part reflecting the multiplicative element in the latter. This can be illustrated by
comparing the results of using adjusted and unadjusted data under the specifications
presented in this paper (see Tables 3 and A6). As can be seen, data adjustments have a
significant impact on calculated quota shares using the existing formulas; in particular, they
result in lower shares for developing countries in Asia (primarily China, P.R., and

Hong Kong SAR and Singapore) and higher shares for other developing and transition
economies. The effects go in the same direction with a linear formula, but the impact of data
adjustments, in particular for Asia, is much reduced though it can still be significant at an
individual country level.

1. The above considerations notwithstanding, staff proposes on balance to continue
the practice of data adjustments for the current round of quota and voice reforms. This
proposal rests primarily on two related arguments. First, it would be consistent with the
practice followed over an extended period in the past in determining the database used for



making any adjustments in members’ quotas, including importantly the ad hoc increases
agreed in the first round of the current reforms. Second, while the effects of data adjustments
on calculated quota shares would be more modest with a move to a linear formula, they can
still be significant, particularly at the individual country level. The case of Singapore
provides a notable example in this regard. Under the existing quota formulas, its calculated
quota share increases from 1.9 percent based on the adjusted database to 3.3 percent using
the unadjusted database (by way of comparison, Singapore’s share in world GDP is

0.3 percent), whereas under the 50/30/15/5 variant of the linear formula presented in the
tables, the impact is smaller but still significant: an increase from about 1.0 percent using the
adjusted database to 1.2 percent using the unadjusted database (Table A6). It also may be
premature to discontinue the practice of data adjustments at this stage while the Board is still
deliberating on the issue of a new quota formula.

12. Staff has also revisited the current methodology for data adjustments to assess
whether any changes should be introduced at this stage. In the case of re-exports, the
current approach of using the UN Comtrade definition and, where the required data are
available, of subtracting the value of imports used for re-exports from both current receipts
and payments—thereby retaining the value added component—seems appropriate. Staff also
does not see a clear basis for changing the current 20 percent threshold test for significance.®
In the case of international banking interest, while the existing approach is admittedly
somewhat arbitrary, staff does not see a clear basis for either changing the list of countries
subject to adjustments or broadening the definition of flows. Finally, as noted above, staff
believes that the current approach to adjustments for non-monetary gold appears reasonable.

13. The approach followed and impact of the data adjustments made in the current
round are discussed in Appendix II. The adjustments would affect the quota calculations
for 30 members.” Eighteen members were adjusted for re-exports,'® 13 members (comprising
the G-10 plus Luxembourg and China, P.R., and Hong Kong SAR) were adjusted for IBI;
and 3 members (Japan, Switzerland, and United States) were adjusted for transactions in
non-monetary gold.

14. If the Board agrees to continue data adjustments at this stage, staff would
propose to keep this issue under close review. This would be important to take account of
the impact of continued changes and improvements in economic and financial data
availability across the membership. It would also be important to reassess the implications of

¥ Staff also examined the possibility of confining adjustments to only that part of a country’s re-exports that
exceed the 20 percent threshold, to reduce the risk of discontinuities in the treatment of countries falling just
above and below the threshold. However, relatively few countries fall into this category, and the impact of such
a change on their calculated quota shares would be small.

? The adjustments were made in close collaboration with area departments.

' Afghanistan, Antigua and Barbuda, the Bahamas, Barbados, China P.R., and Hong Kong SAR, Cyprus,
Eritrea, Fiji, The Gambia, Grenada, Kenya, Maldives, Panama, Senegal, Seychelles, Singapore, St. Lucia, and
United Arab Emirates.
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an agreement on a new quota formula for the continued significance and relevance of data
adjustments for quota calculations in the future.
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V. ISSUES FOR DISCUSSION

15. In light of the above considerations, Directors may wish to comment on whether they
share the staff view that, on balance, it would be appropriate to continue adjusting the
database for quota calculations at this stage, or whether they believe that such adjustments
should be discontinued. Would Directors also agree that this issue should be kept under close

review in the future?
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Appendix 1. Selection of the Database, Derivation of Quota Variables,
and Other Issues!!

16.  This appendix discusses the required data, the selection of the database, and the
derivation of the data series that were used for the quota calculations.

Required Data

17. The quantification of existing and new quota variables used in this paper requires the
following data for 185 member countries (converted into SDRs as the common
denominator):

o GDP at market prices for three years (2003-05).

o Current receipts (goods, services, income, and transfers'?) for 13 years (1993-2005).
Current receipts are defined as the credit component of all economic transactions
between resident and nonresident entities other than those relating to financial
transactions and reserves.

o Current payments (goods, services, income, and transfers') for five years
(2001-05). Current payments are defined as the debit component of all economic
transactions between resident and nonresident entities other than those relating to
financial account transactions and reserves.

o Net capital flows for 13 years (1993-2005). Net capital flows relate to cross-border
transactions of the financial account in all external financial assets and liabilities
except reserve assets, Fund credit and loans, and exceptional financing. This
measures net financial flows."

. Official reserves (average over the 12 months of 2005), defined as the sum of foreign
exchange, SDR holdings, reserve position in the Fund, and monetary gold valued at
SDR 35 per fine troy ounce.

' Balance of payments, GDP, and population data for the updated quota calculations were compiled by STA in
coordination with FIN. The STA team comprised Qi He, Colleen Cardillo, Lisbeth Rivas, Olga Laveda, and
Dwayne Raiford.

'2 The current Balance of Payments Manual, fifth edition (BPMS5) includes current transfers in the current
account and capital transfers in the capital account, unlike the earlier fourth edition (BPM4) that included all
transfers in the current account. Accordingly, to help ensure comparability with previous quota calculations,
both current and capital transfers—excluding exceptional financing—are included here in current receipts.

" Ibid; there are only exceptional financing transactions on the credit side of the current and capital accounts.

' The variable is referred to as “net capital flows” to maintain continuity with the term used in previous quota
calculations.
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o PPP GDP (GDP at purchasing power parity) for three years (2003—05). PPP GDP is
a measure of the volume of goods and services produced by an economy allowing
comparisons across countries for a given period.

J International investment position (IIP) for 2005. This stock variable is defined as
the absolute sum of a member's external financial asset and liability positions.

J Investment income for five years (2001-05). This variable is defined as the absolute
sum of investment income credits and debits in the current account.

o Financial flows for five years (2001-05). This variable is the sum of the absolute
value of cross-border transactions in the financial account in all external assets and
liabilities (direct investment, portfolio investment, financial derivatives, and other
investment), except reserve assets. This measure is a proxy for “gross” financial

flows.
o Population estimates (2005).
18. Errors and omissions have not been included in the measure of variability of current

receipts and net capital flows. Errors and omissions are, by definition, a residual item, which
reflects recording errors that cannot be ascribed to any particular balance of payments
category and staff does not believe that recording errors should be a factor in determining
quotas.

19. At the same time, Fund credit and loans, and exceptional financing have been
excluded from the variability measure for the same reason that reserve changes have been
excluded. Such transactions, including Fund borrowing, payment arrears, and debt
forgiveness or rescheduling, represent exceptional measures undertaken to finance balance of
payments needs. Exceptional financing flows are normally shown “below the line” because
they are not autonomous balance of payments transactions. For these reasons, the staff
believes that these transactions should not be included in the variability measure.

20. Along these same lines, transactions in both reserve assets and reserve liabilities
should, in principle, be excluded from net financial flows (referred to as “net capital flows”)
so that only autonomous, and not financing, flows are captured. Data on transactions in
reserve assets are available for most members in /F'S and have been excluded from net capital
flows. However, because of the continuing lack of data on reserve liabilities for many
members (reserve liabilities are not a standard component in BPM35), changes in reserve
liabilities have not been excluded from the measure of net capital flows in this paper.

Selection of the Database

21. The database containing the variables used in the quota calculations would ideally
have the following attributes: it should be comprehensive; i.e., contains all required data—
compiled in line with internationally accepted concepts and definitions—for all members; the
data would be from official sources (central banks and national statistical agencies); and the
data would be comparable (consistent and coherent) across time and countries. This would
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ensure similar treatment for all countries’ data and facilitate the comparability of results in a
transparent manner. It would also be helpful if the database could be updated without major
additional use of staff resources.

22. As in past quota updates, the main source of data used in the quota calculations was
the Fund’s central macroeconomic database of country, regional, and global statistics. This
database is managed by STA for international statistical cooperation and publication
purposes, and to support the Fund’s surveillance and use of Fund resources functions. This
database, which encompasses a number of component databases and is collectively known as
the Economic Data Facility (EDF), embodies, to the extent possible, the application of
international statistical methodologies for the compilation of economic and financial data.
These international guidelines promote international comparability and methodological
continuity in the database over time. The database is used to compile the Fund publication—
IFS."”

23. The /FS data are reported to STA by central banks and national statistical agencies,
and are mostly based on internationally consistent definitions, such as the fifth edition of the
BPMS5 and the 1993 System of National Accounts (1993 SNA). STA makes an effort to
compile these data into long time series that are consistent across time and countries.
However, gaps exist in some of the data. For instance, there are some missing data for GDP
and for current account transactions for more recent years and, as in the past, current receipts
and payments data for early years in the case of some former transition countries are not
available.

24.  Missing observations were largely supplemented using the WEO database.'® Although
WEQO data should reflect a presentation of the balance of payments that is consistent with the
BPM35, the definition of balance of payments variables does not necessarily exactly conform
to BPM5 unless (a) national compilers have updated the respective country’s balance of
payments accounts according to BPM}5 or (b) the staff report for the country reflects the new
definitions.

25. At the outset of the development of the database for the quota calculations, STA was
aware that for some member countries there existed large differences between the /F'S and
the WEO data sets. As noted above, some of these differences are related to the use of
different classification systems, i.e., use of a national presentation in WEQO while the
standardized BPM}5 presentation was reported to STA. These data discrepancies between the
two data sources may also have been influenced by the varying institutional, legal, and
accounting contexts of data compilation across member countries (Box Al).

In this paper, the data drawn from the EDF are referred to as the IFS database, following the practice in past
quota review papers.

' The cut off date for both /F'S and WEO data was January 31, 2007.
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Box Al. Methodological Issues

With regard to GDP data, the /993 SNA extended the scope of GDP slightly, adding production of goods
for own final use to output and mineral exploration, computer software, and artistic originals to capital
formation. This has resulted in an increase in reported GDP levels of up to 5 percent. By the beginning of
2001, about 50 members had adopted the 7993 SNA for reporting GDP data to the /FS with some of them
having revised historical data. By now, the size of data inconsistencies across countries due to the revisions
related to the 1993 SNA is likely to be smaller than other differences related to known measurement
problems with GDP (e.g., under-coverage of surveys).

The BPMS5 introduced changes in the conceptual presentation of balance of payments accounts. It
introduced a distinction between current and capital transfers, with current transfers remaining in the
“current account” and capital transfers reclassified in the “capital account”. The capital account also
includes non-produced non-financial assets but excludes financial account transactions, which were
reclassified in a newly named “financial account”. Data are taken as reported by member countries and the
changes in methodology may have contributed to slight breaks in some series.

With regard to quota calculations, the current receipts and payments cover goods, services, income, current
transfers, and BPM5’s capital account. While BPM35 has been widely adopted by members, helping to
ensure comparability with previous quota calculations, both current and capital transfers—excluding
exceptional financing—are included here in current transactions.

With regard to financial account transactions, the accuracy of financial account data in many countries,
including those in the /FS database, is uneven and the data are generally less comprehensive than the other
data used for the quota formulas. This reflects classification and practical difficulties encountered by
countries in compiling the data. Financial account data, particularly on the private nonbank sector, are
generally difficult and resource intensive to compile. The switch from data collection systems based
predominantly on government and balance sheet records to systems (particularly surveys) incorporating
large nonbank private sector transactions has been slow. Many countries are still in the midst of adapting
their collection and recording systems to take account of changes in the composition and magnitude of
financial transactions, including new instruments such as financial derivatives. Institutional and accounting
requirements for data compilation may differ across countries and data availability on the private nonbank
sector varies. In the /F'S, in some instances, only aggregates and not component series are reported.

With regard to official reserves, the Data Template on International Reserves and Foreign Currency
Liquidity has been approved as the benchmark for the reporting of data to the Fund on official reserves. The
Operational Guidelines for the Data Template, issued in 2001, clarify existing concepts on international
reserves and provide guidelines for reporting the data on a consistent basis across countries.

Data Availability and Adjustments

26. The bulk of Fund members that report balance of payments statistics to STA do so
on the basis of the BPM5. Data were prepared for current receipts and payments and net
capital flows (as defined above). Where members reported balance of payments statistics to
STA, the data stored in the /F'S database were used as reported. Of the 185 members, the
number reporting data to /F'S for at least some of the years are as follows: 167 for the period
1993-2005; 153 for the period 2001-05."” When data were not available for some members

7 Fourteen countries, mainly in Africa and Asia, reported some data for /FS in the 1993-2005 period but did
not report data during the 2001-2005 period.
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for the timeframe required for the quota calculations, estimates were made largely on the
basis of the WEO.'® For members where neither /FS nor WEO data were available, FIN
obtained data from staff reports, country desks, and also used Eleventh Review data.

217. The following sections describe for each of the data categories the general procedures
employed by STA to construct the required database for the quota calculations.

Goods and services transactions

28.  Data reported by members and maintained in /F'S were used for each country. Where
there were data gaps after the latest year of reporting to STA, estimates were made by
applying the growth rates derived from the WEO for the missing year(s) to the latest reported
annual data (debits and credits). When the data gaps were in respect of years prior to the
latest reported data to STA, the WEO data were inserted for those years to complete the
series. For countries where no data were reported to STA, available WEQO data were used.

29. The data source breakdown for credits for the period 19932005 is as follows: of the
167 members reporting data for /F'S—118 are derived entirely from /FS reported data, 47 are
derived from a combination of /F'S and WEQ estimates; and 2 are derived from /FS but no
WEDO estimates are available for missing years data; for the 18 members not reporting any
data to /F'S—7 are derived entirely from WEO estimates; 3 are derived from WEO estimates
but have missing data for some years; and 8 have neither /F'S nor WEQ data available.

30. The breakdown for debits for the period 2001-05 is as follows: of the 153 members
reporting data for /F'S—129 are derived entirely from /F'S reported data; and 24 are derived
from a combination of /F'S and WEO estimates; for the 32 members not reporting any data
for /F'S—23 are derived entirely from WEO estimates; 1 is derived from WEO estimates but
has missing data for some years; and 8 have neither /F'S nor WEQ data available.

Income and transfers

31.  Data reported on income and current transfers by members and maintained in /F'S
were used for each country. Where there were data gaps, estimates were derived using WEO
data series. The adjustment procedure involved adding the change in the balance on
transactions from the WEO data to the STA data of the previous year—generally, credits if
WEO showed a net credit balance or debits if a net debit balance was shown in WEO. The
data source breakdown is the same as that reported for goods and services transactions.

32. The primary source for data on capital transfers is the /FS data provided by member
countries. In a few cases, countries reported only “net” capital account data and STA derived
credit and debit values. When /FS values were unavailable, the WEO net capital account
value, depending on its sign, was used to derive an estimate. The paucity of /FS “capital

'® The methods used to fill gaps were, in principle, largely similar to those used for the purpose of publishing
world and regional summary tables in the Balance of Payments Statistics Yearbook (BOPSY), Part 2, and were
used in External Review of Quota Formulas—Quantification (4/12/2001, www.imf.org).
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account” data may reflect the inclusion of capital transfers in current transfers by some
members.

33. For the 185 member countries, the data source breakdown for the period 1993-2005
is as follows: of the 167 members reporting data for /F'S—118 are derived entirely from /FS
reported data, 47 are derived from a combination of /F'S and WEQO estimates, and 2 are
derived from /FS but no WEQ estimates are available for missing years; for the 18 members
not reporting any data for /FFS—=8 are derived entirely from WEQ estimates; 2 are derived
from WEO estimates but have missing data for some years; and 8 have neither /F'S nor WEO
data available.

Net capital flows"

34. The primary source for data on net capital flows is the /F'S financial account data
provided by member countries to STA. When /FS values were unavailable, a WEQO value was
used to fill the gaps, to the extent possible.

35. For the 185 member countries, the data source breakdown for the period 1993-2005
is as follows: of the 167 members reporting data for /FFS—118 are derived entirely from /FS
reported data, 47 are derived from a combination of /F'S and WEQ estimates; 1 is derived
from /F'S but no WEO estimates are available for missing years; and 1 is derived from IFS
and WEO but has missing data for some years; for the 18 members not reporting any data for
IFS—T7 are derived entirely from WEO estimates; 3 are derived from WEQO estimates but
have missing data for some years; and 8 have neither /FS nor WEQO data available.

Official reserves

36. The data on official reserves—comprising monetary gold, SDR holdings, reserve
position in the Fund, and foreign exchange holdings—were obtained from /F'S.” Monetary
gold was valued at SDR 35 per fine troy ounce. In deriving annual average holdings of
official reserves for 2005, the data for the 12 months of 2005 were summed and then divided
by 12 (or by the number of months for which data were available). If a country did not report
their foreign exchange and/or monetary gold holdings data to STA for publication in /FS, the
calculation of official reserves included the SDR holdings and reserve position in the Fund
series only.

GDP

37. The /FS and WEO databases provided GDP data for 182 members. The /F'S database
is the source of data for 129 members, WEQ data were used for 15 members, and WEO

' The term “Net capital flows” refers to transactions in the financial account.

%0 Consistent with the treatment of reserves for the 2001 ad hoc quota increase for China, P.R., Hong Kong
SAR’s reserves are not included for quota calculations.
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growth rates were applied to the latest /FS data to estimate missing data for 38 members.
GDP data for 11 members that are compiled and reported on a fiscal year basis were first
adjusted to calendar year basis by recalculating the annual GDP based on quarterly GDP
figures.

PPP GDP

38. The PPP-based GDP data were downloaded from the WEQ database for 176
countries. The WEQ uses PPP data for 163 countries from the International Comparison
Program (ICP) consisting of data from the OECD/Eurostat, Commonwealth of Independent
States (CIS), World Bank, and Fund-staff estimates. For 13 countries, WEQO estimates PPP
data based on a cross-section regression that relates PPP-based GDP to GDP at market
exchange rates, trade openness, oil production, and regional dummies. For the remaining

9 members, PPP GDP estimates were computed based on their shares in global GDP at
market prices.

1P

39.  Data availability for the IIP has improved over the last five years with over

100 economies reporting full or partial IIP data to STA for publication in /F'S (91 are
considered to be comprehensive reporters®). There are no comparable data in the WEO that
could be used for gap filling. IIP data for 2005 were reported for 81 members.

Investment income

40. In BPM35, income has two subcomponents—investment income and compensation of
employees. Most countries reporting data for /FS report investment income data separately,
which accounts for most of the income account. However, in some cases countries do not
report any subcomponents for income. In these cases, the whole value for income was
attributed to investment income. The WEQO database does not have the variable investment
income, therefore estimates were derived using WEQ net income data.”

Financial flows

41.  Financial flows are estimated as the sum of the absolute values of assets and
liabilities for direct investment, portfolio investment, financial derivatives, and other
investment. This estimation is a proxy for a gross measure of flows in the financial account
even though the financial account transactions in the balance of payments are recorded on a
net basis; in other words, this measure comprises the aggregation of net asset and liability
flows for each functional category of the financial account, except reserves. The standard

2! Countries reporting three or more years of IIP data in the period 2001-05 are considered comprehensive IIP
reporters for the quota exercise.

** The estimation procedures took into account countries’ reporting of the relative shares of compensation of
employees in total income in prior periods.
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balance of payments presentation was used and, as such, exceptional financing was not
netted out of these estimates, which provides a consistent basis for comparison with the
presentation of IIP data.

42.  For the 185 member countries, the data source breakdown for the period 200105 is as
follows: of the 153 members reporting data for /F'S—128 are derived entirely from /F'S reported
data; 24 are derived from a combination of /F'S and WEQ estimates; and 1 is derived from /FS
but no WEO estimates are available for missing years; for the 32 members not reporting any
data for /F'5—23 are derived entirely from WEQO estimates; 1 is derived from WEO estimates
but has missing data for some years; and 8 have neither /FS nor WEO data available.

Population

43. Data on population as of end-2005 were derived from /F'S for 174 countries. For the
remaining countries, staff derived the estimates from staff reports and national publications.

Valuation

44, The balance of payments and the GDP data series in U.S. dollars were converted to
SDRs using period-average exchange rates. The IIP data series was converted using end of
period exchange rates.

Missing data series

45.  Data that were missing from /F'S or WEO were obtained almost entirely from recent
staff reports. The only country for which no data for recent years are available is Somalia. In
this case, data for the various series were assumed unchanged from the Eleventh Review.
Countries for which data for all variables were derived from the recent staff reports are Iraq,
the Marshall Islands, Montenegro, and Palau. Countries for which only official reserves data
were derived from staff reports are Afghanistan, Democratic Republic of Congo, Iran,
Kiribati, Turkmenistan, Uzbekistan, and Zimbabwe. For Liberia and Micronesia, all
variables except official reserves were derived from staff reports. For San Marino, all data
except official reserves and current receipts and current payments for 2003—-05 were derived
from staff reports. In the case of Eritrea, only GDP data were derived from staff reports.

46. For China, P.R., and Hong Kong, SAR balance of payments data were adjusted for
trade between the mainland and Hong Kong, SAR based on the Direction of Trade database.
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Appendix II. Adjustments to the Quota Database

47. The process for data adjustments begins with country selection based on past
adjustments and statistical filtering. Area departments are then consulted on the economic
basis for proceeding with the adjustments for re-exports, IBI, and non-monetary gold for the
countries identified.

Re-exports

48. Current account data were adjusted for 18 out of an initial list of 26 countries for
which re-exports are a significant share of total exports (Table Al). The filter for identifying
countries as potential candidates for adjustments was based on a ratio of re-exports
exceeding 20 percent of total merchandise exports for the period 2001-05. Re-exports are
defined as goods exported in the same state as previously imported—a definition used in the
UN Comtrade database. Countries were identified for adjustment based on precedent and
available data (in most cases from UN Comtrade™). The list of potential candidates was
reviewed by area departments to confirm the relevance of these adjustments—that the current
account data were inflated by re-exports—and to propose changes (e.g., additions or
deletions to the list). Area departments also provided relevant data on re-exports if they
determined an adjustment was needed. Adjustments were carried out only for those cases for
which area departments confirmed that re-exports are significant. In making the actual
adjustment, the objective is to subtract the value of imports used for re-exports from both
current receipts and current payments, thereby retaining the value added contained in re-
exported goods (e.g., transport, storage, etc.) in current receipts.”* In practice, however, data
on imports for re-exports are not available for nine countries, so the value of re-exports was
deducted from both current receipts and current payments.

IBI

49.  Adjustments for IBI have been made for the G-10 plus Luxembourg and China, P.R.,
and Hong Kong SAR. Consistent with past practice, the actual adjustment was carried out by
subtracting the smaller of interest paid and interest received from both current receipts and
current payments, leaving IBI in the data on a net basis only. Data for the IBI adjustment
were taken from /FS—specifically, lines 2 373 and 3 373 for IBI received and paid—and
area departments also provided relevant data on IBI. For countries that do not report these

3 Under UN Comtrade countries can report data either according to the general or the special trade system. Re-
exports are included in total exports under the general trade system, but not under the special one. In any case,
countries are not required to report a separate line for re-exports. The metadata in the UN Comtrade database
reveals that countries’ reporting practices for re-exports vary considerably and thus cross-country data are not
comparable. Data on imports for re-export are not available from the UN Comtrade database.

** No adjustments were made for export processing activities, as these are not considered fundamentally
different from other economic activities, with the possible exception of a low value added. The use of a value
added threshold to exclude certain export processing activities would be very difficult to justify.
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lines to /FS, the broader concept of other investment income which includes IBI as reported
in lines 2 370 and 3 370 was used.”

Non-monetary gold

50.  Adjustments for non-monetary gold transactions were made for Japan, Switzerland,
and the United States.*® The adjustment was carried out by deducting exports and imports of
non-monetary gold as reported in balance of payments lines 2 181 and 3 181 (or, if a country
does not report these lines, lines 2 180 and 3 180) in full from current receipts and current
payments.

% Data for Belgium and Luxembourg were reported jointly through 2001 and for the two countries separately
thereafter. The joint series was split in consultation with the area department. Data for Canada and Luxembourg
were provided by the area departments. Data for other investment income were used for Belgium, China, P.R.,
and Hong Kong SAR, France, Italy, Japan, Sweden, and Switzerland.

*% No adjustments were made to the data for the United Kingdom, which is also a large gold market, because
the United Kingdom reports transactions related to non-monetary gold held as a store of value in the financial
account.
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Table A1. Adjustments for Re-Exports

Country Current 2006 1 1Fh 1 OFh 9th 8th 7th 6th Sth
Update Update Review Review Review Review Review Review Review
Afghanistan X X
Antigua and Barbuda X X
Bahamas X X X X
Bahrain X X X X X X
Barbados X X X X
Belize X X
Benin X
China 1/ X X X
Cyprus X X X X X
Djibouti X X X X
Dominican Republic X X
El Salvador X X
Eritrea X
Fiji X X X
Gambia, The X X X
Grenada X X
Guyana X
Israel X
Jamaica X
Jordan X
Kenya X X
Lao, PDR X
Malawi X
Maldives X X X
Malta X X X
Mexico X
Oman X
Panama X X X X X
Paraguay X
Senegal X
Seychelles X X X X
Singapore X X X X X X X X X
St. Kitts and Nevis X
St. Lucia X X X
Togo X X
Trinidad and Tobago X X
U.AE. X X X X X X X
Vanuatu X X
Venezuela X
Western Samoa X
Yemen, PDR X X X
Total 18 15 12 19 23 8 5 4 1

Source: Finance Department.

1/ Data for China, P.R., and Hong Kong SAR were also adjusted in the context of the 2001 ad-hoc
quota increase.
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Appendix III. Existing Quota Formulas

51. Quota formulas have evolved over time. A formula that was used in 1944 as a basis
for determining the broad configuration of the initial quota distribution became known as the
Bretton Woods formula. This formula contained five variables: national income, official
reserves, imports, export variability, and the ratio of exports to national income. A multi-
formula approach was introduced in the early 1960s, when the Bretton Woods formula was
supplemented with four other formulas containing the same basic variables but with larger
weights for external trade and external variability. The quota formulas were last modified in
the context of the Eighth General Review (1982/83) but their basic structure was retained
(for a more comprehensive overview of quota formulas, see Alternative Quota Formulas—
Considerations, Annex 11, (9/27/01, www.imf.org)).

The current five formulas, used from the Eighth to the Eleventh Reviews, are:
Bretton Woods: Q,=(0.01Y+ 0.025R + 0.05P + 0.2276VC) (1 + C/Y);
Scheme I1I: 0,=(0.0065Y + 0.0205125R + 0.078P + 0.4052VC) (1 + C/Y);
Scheme IV: 03;=(0.0045Y + 0.03896768R + 0.07P + 0.76976VC) (1 + C/Y);
Scheme M4: 0,=0.005Y + 0.042280464R + 0.044 (P + C) + 0.8352VC;
Scheme M7: 05=0.0045Y + 0.05281008R + 0.039 (P + C) + 1.0432VC;
where:

01 0> O3 Qs and Qs = Calculated quotas for each formula;

Y = GDP at current market prices for a recent year;

R = twelve-month average of gold, foreign exchange reserves, SDR holdings, and
reserve positions in the IMF, for a recent year;

P = annual average of current payments (goods, services, income, and transfers) for a
recent five-year period,

C = annual average of current receipts (goods, services, income, and transfers) for a
recent five-year period; and

VC = variability of current receipts, defined as one standard deviation from the
centered five-year moving average, for a recent 13-year period.

52. For each of the four non-Bretton Woods formulas, quota calculations are multiplied
by an adjustment factor so that the sum of the calculations across members equals that
derived from the Bretton Woods formula. The calculated quota of a member is the higher
of the Bretton Woods calculation and the average of the lowest two of the remaining
four calculations (after adjustment).
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