° Institute @) 'NTERNATIONAL
Alk of Analytics H RENAISSANCE

and Advocacy Yl FOUNDATION

[ EXPLAINER N ]

HOW THE FEE FOR THE USE OF IMF FUNDS IS
FORMED, AND WHAT DO CHANGES TO THE
POLICY OF CHARGES AND SURCHARGES MEAN




On 11 October, it was announced that the IMF Board of Executive Directors
completed a review of the policy on fees and additional charges from
borrowers. This will reduce the cost of borrowing for IMF members by an
average of 36%, or about USD 1.2 billion annually. The expected number of
countries to which surcharges will be applied in 2026 will decrease from 19 to
13. What do surcharges mean? Read our material on how this decision will
affect Ukraine and how much money it will save for a country at war.
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How the fee for the use of IMF funds is
formed, and how much do countries pay N

IMF funding shall be considered preferential since the rates on such loans are
below market rates for borrowing countries. However, various additional fees are
charged from the borrowing country for the use of IMF loan funds.

The basic charges consist of the SDR interest rate(Special Drawing Rights), which is

revised weekly and, as of 9 December 2024, amounts to 3.3 %, and a margin of 60
bps (it was 100 bps before 1 November 2024).

Rates before Rates after
Rate type policy policy changes,
changes, % %
SDR rate (as of 3300 3300
09.12.24) ! !
Margin 1,0 0,6
Total basic charges 4,300 3,900
Until 1 November 2024, the
surcharge was applied if the
Level-based 20 amount of outstanding debt
surcharges ! 20 exceeded 187.5% of the
country’s quota. After the
reform, if it exceeded 300%.
Time-based
1,0 0,75
surcharges
Before the reform, it was paid if
the annual quota exceeded
. 115% and the total quota
CEMUTTTIETS (20 05 05 exceeded 575%. After the
reform, the thresholds will be
200% and 600%, respectively.
Total potential rate about 7,800 about 7,150
- /

Table 1. Main changes in the policy of IMF’'s fees and additional penalties

Source: own calculations based on IMF data

1 bps means basis point and is equal to 0.01%


https://www.imf.org/en/About/Factsheets/IMF-Lending
https://www.imf.org/external/np/fin/data/sdr_ir.aspx

Also, the SDR interest rate is derived from the 3-month rates on the government
securities of the USA, eurozone countries (with a rating of AA and above), the UK,
Japan and China and is determined weekly.

The calculation of the SDR interest rate involves several stages.

First, for each currency in the SDR basket, the product of three parametres is
calculated as follows:

1 The volume of each currency in the SDR basket (column A in Table 2). The
contribution of each currency to the total value of 1 SDR is determined
(column A of Table 1). A detailed description of the calculation methodology is
included in the IMF document “Currency amounts in the SDR
basket—Proposed changes to the rounding methodology.” Current volumes
are determined by the IMF’s decision of 11 March 2022 from 1 August 2022 to
31 July 2027.

2 The exchange rate of each of the five currencies to SDRs. Up-to-date
information on exchange rates can be found at the link (column B in Table 2).

S The interest rate for each currency included in the SDR basket, in particular:
the base yield on China’s three-month Treasury bonds; the three-month spot
rate for eurozone central government bonds rated AA and above published
by the ECB; three-month treasury discount bills of Japan; three-month UK
Treasury bills; three-month US Treasury bills (column C in Table 2).

Next, the resulting products for the five currencies are summed up, which gives the
final interest rate for the SDR.

Further, in response to the significant reduction in interest rates and the avoidance
of a negative rate on the Fund’s loans, a minimum level for the SDR interest rate of
0.05% (or 5 bps) was introduced in October 2014. It is used in cases where the
calculated SDR interest rate falls below the minimum value of 0.05%. In such
situations, even if the calculated value is less than 0.05%, the actual SDR rate
cannot be lower than this minimum.


https://www.imf.org/en/Publications/Policy-Papers/Issues/2016/12/31/Currency-Amounts-in-the-SDR-Basket-Proposed-Changes-to-the-Rounding-Methodology-PP5055
https://www.imf.org/en/Publications/Policy-Papers/Issues/2022/07/29/Review-of-the-Method-of-Valuation-of-the-SDR-Amendment-to-Rule-O-1-521564
https://www.imf.org/external/np/fin/data/rms_five.aspx

Below is an example of calculating the SDR base interest rate from 9 December to
16 December 2024.

Currency
Currency volume Exchangerate | .iorest rate Product
(according to to SDR
rule O-1)

A B C (AxBxC)
Yuan 1.0993 0.104548 1.350100 0.1552
EUR 0.37379 0.802972 2.751852 0.8259
Yen 13.452 0.00505988 0.145000 0.0099

Pound

sterling 0.080870 0.969129 4714413 0.3695
U.S. dollar 0.57813 0.758881 4.420000 1.9392
SDR rate 3.300

Table 2. Example of calculating the SDR interest rate for 9-6 December 2024
Source: IMF

Therefore, the basic charges are floating and depend on the macroeconomic
situation in the world’s leading economies In the event of an increase in global
rates, the basic cost of using IMF loan funds also increases.


https://www.imf.org/external/np/fin/data/sdr_ir.aspx
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Figure 1 Dynamics of changes in the basic charges in 2000-2024
Source: IMF, Centre for European Reform

Figure 1 contains information on the dynamics of countries’ debt to the IMF and the
basic charges. The data generally show an inverse relationship between debt
volumes and rates (for example, the correlation rate from 2000 to 2021 inclusive is
-741%). However, the COVID crisis and Russia’s full-scale invasion of Ukraine have
significantly increased countries’ debts to the IMF. This has led to high current debt
levels, while geopolitical instability resulted in significant rate hikes starting in 2022.

Accordingly, from January 2022 to October 2024, we observed a change in the
relationship between debt levels and rates: the correlation became positive and
reached 82%. Therefore, high rates (together with surcharges and other payments
discussed below) significantly increase the financial burden on debtor countries,
which can generally reach 7.15%, as mentioned above.

Surcharges are applied if a country exceeds its borrowing quota or does not repay
the debt for a long time. They aim to prevent the long-term use of IMF resources
and are considered essential to the Fund’s risk management, ensuring its stability.


https://www.imf.org/en/About/Factsheets/IMF-Lending
https://www.cer.eu/publications/archive/policy-brief/2023/imf-lending-too-expensive

applied simultaneously, as is there are two types of such surcharges. First, level-
based surcharges are applied when outstanding debt exceeds 187.5% of the
country’s quota (from 1 November, the threshold is 300%). In this case, the base
rate is increased by 200 bps, and the surcharge is accrued on the amount
exceeding the specified quota threshold. Second, time-based surcharges, which
apply to debts exceeding 187.5% of the quota, if such excess lasts more than 36
months (51 months for the Extended Fund Facility). In this case, the rate increases
by an additional 75 bps (and by 1 November, by 100 bps).

Both types of surcharges can be the case in Ukraine.

It should be noted that surcharges are the most debatable payment type paid by
debtor countries for using IMF funds (see below for more on this in the Explainer).

Commitment fee is a fee that countries pay to the IMF for reserving funds for
possible loans. The commitment amount depends on the loan amount and is paid if
it exceeds 115% of the annual quota and 575% of the aggregate quota (from 1
November, the thresholds will be 200% and 600%, respectively). The debt
commitment fee is returned to the borrower in proportion to the borrowings made.
If a country receives from the IMF the entire amount agreed upon under the
programme, the commission is returned in full, effectively acting as insurance.

The service charge is 50 bps and is accrued on the amount of funds withdrawn
from the account.

Thus, in addition to the base rate, countries pay additional fees that can
significantly increase the total cost of funding.

Surcharges create additional burdens for countries in difficult conditions.

In our opinion, Ukraine unfairly pays surcharges. These additional penalties were
introduced to influence countries that do not implement proper economic policies.
However, Ukraine’s situation is fundamentally different: our country does not pay for
its own macroeconomic mistakes, as some other leading countries do in terms of
the level of surcharges paid. The reason for the high payments is Russia’s attack on
Ukraine. Before the start of the full-scale war, Ukraine demonstrated stable
macroeconomic indicators, including an acceptable level of public debt. During the
war, IMF officials noted the success of domestic financial regulators in maintaining
macro-financial stability.


https://www.imf.org/en/About/Factsheets/IMF-Lending
https://www.imf.org/en/About/Factsheets/IMF-Lending

How much surcharges do Ukraine and other
countries pay N

Among 52 IMF member countries currently borrowing, 19 have paid surcharges as of
October 2024. According to IMF data, Argentina, Egypt, and Ukraine paid the highest
surcharges in the previous year. These countries pay 83% of the surcharges paid by
all debtor countries, while Argentina’s share is 54%. The country is the largest payer
of surcharges over the past 6 years.
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Figure 2 Volumes of surcharges paid by debtor countries in 2004-2024, million SDRs (for
2024 - as of 31.10.2024)
Source: IMF

The data presented in Figure 2 shows that the volume of paid surcharges has
increased drastically since 2019. Initially, Argentina was the driver of this growth, but
since 2020, Egypt, Ukraine, and other countries have also contributed. In general, if
in 2018 only nine countries paid surcharges (Argentina, Greece, Portugal, Ukraine,
Egypt, Pakistan, Jordan, Tunisia, Albania), in 2024, the number of countries increased
to 23 due to the negative impact of the COVID, climate and economic crises and the
full-scale war in Ukraine.

The volume of surcharges paid in 2023 is only 83 million SDRs lower than the peak
values of 2015. However, at that time, 97% of all surcharges were paid by three
countries: Greece, Portugal and Ireland, and the number of other countries was
smaller, unlike in 2023-2024.


https://www.imf.org/en/About/FAQ/charges-and-surcharge-policy
https://www.imf.org/external/np/fin/tad/extrans1.aspx?memberKey1=30&endDate=2024-09-30
https://www.imf.org/external/np/fin/tad/query.aspx

Ukraine’s quota in the IMF as of October 2024 is 2011.8 million. SDR. Instead, the
amount of funds owed by the state (the body of the loan) is 9.8 billion SDRs (about
USD 13 billion), which is 489.4% of the quota. Thus, the debt exceeded the
threshold of 187.5% under the old rules and the threshold of 300% under the new
ones, which means that the IMF charges extra surcharges on the excess, called
level-based surcharges. Moreover, in 2024, Ukraine pays debts under the Extended
Fund Facility (EFF) programme, agreed back in 2015. Therefore, the time threshold is
exceeded too, so an extra surcharge is additionally accrued according to this
criterion.

Year Amount of surcharges paid

2019 $118M

2020 $137M
2021 $137M
2022 $138M
2023 $187M
2024 $221M
Total: $938M

L )

Table 3 Amounts of surcharges paid by Ukraine in 2019-2024 (as of November 2024)

Source: IMF

According to IMF forecasts of 30 September 2024, Ukraine will have to pay 422
million SDRs (about USD 563 million) in 2024-2028 as additional payments to
existing debt depending on the timing and level, increasing the cost of borrowing.
Almost 50% of these payments will be made in 2024 and 2025. However, this figure
may be significantly underestimated since it includes only payments for loans
received but not for future tranches under the existing programme, which are highly
likely to be received.

According to the Centre for Economic Policy Research (CEPR), which uses
calculations based on existing and future funds received, Ukraine is expected to
pay USD 2.9 billion in surcharges over the next ten years. The average annual
payments in 2024-2026 are expected to be at the level of 250 million SDRs.

Without taking into account the changes adopted by the IMF on October 11 regarding the policy of fees and additional
charges


https://www.imf.org/external/np/fin/tad/exfin2.aspx?memberKey1=993&date1key=2099-12-31
https://www.imf.org/external/np/fin/tad/extrans1.aspx?memberKey1=993&endDate=2024-11-30
https://www.imf.org/external/np/fin/tad/extforth.aspx?memberkey1=993&date1key=2024-09-30&category=forth&year=2024&trxtype=repchg&overforth=f&schedule=exp&extend=y
https://cepr.net/publications/imf-surcharges-data-dashboard/

Why is the reform being carried out right now,
and how will these numbers change? N

In recent years, there has been an active discussion about the abolition of
surcharges. They are becoming a burden for countries already in crisis, which apply
to the IMF for preferential funding. However, surcharges only increase their debt
burden, which slows down the way out of the crisis.

Rising global debt levels and rising interest rates make this problem even more
urgent. Resources spent on the payment of surcharges could be directed to
education, health or environmental programmes. An additional argument is that
surcharges do not achieve their main goal, which is to curb excessive borrowing.

Nobel laureate J. Stiglitz, former high-ranking officials, UN representatives, and even
individual countries are among those who advocate for the abolition of surcharges.
Particularly, in October 2021, the IMF rejected Argentina’s request for a temporary
exemption from surcharges.

At the end of the same year, the G-20 also initiated a revision of this policy. In
January of this year, a group of US Congress members from the Democratic Party
called on US Treasury Secretary Janet Yellen to support a revision aimed at ending
the IMF’s policy of charging countries significant surcharges for large loans that are
not repaid quickly.

Still, IMF officials have long opposed changes in the approaches they use to
calculate payments for the use of funds. However, in the spring of 2024, the IMF
agreed to begin reviewing approaches, eventually resulting in the current reform.
There are a number of reasons for this. In particular, the high levels of debt of low-
and middle-income debtor countries. In addition, the IMF managed to achieve its
mid-term target of 25 billion SDRs for the volume of reserve balances (RB), allowing
it to continue performing its function as a lender of last resort. Further, forecast RB
volumes in 2025-2028 will remain at or close to the target value level, even if the
adverse scenario of high interest rates and lending volumes materialises. The
acceptable amount of reserve balances has long been the reason for the IMF’s
refusal to revise the surcharge policy.

As mentioned above, the main changes concerned reducing the fixed part of the
base rate for using IMF resources, increasing the threshold of quotas for activating
surcharges on the loan amount, reducing the rate of surcharges for using resources,
and increasing the threshold for applying fees for obligations. In addition, the IMF
has committed to reviewing its collection and fee policy every five years or more
frequently if necessary.


https://www.bu.edu/gdp/files/2021/10/GEGI_PB_017_FIN.pdf
https://www.reuters.com/markets/us/lawmakers-urge-us-treasurys-yellen-back-review-imf-surcharges-2022-01-10/
https://www.imf.org/en/Publications/Policy-Papers/Issues/2024/10/21/Review-Of-Charges-And-The-Surcharge-Policy-Reform-Proposals-556499

After the charges and surcharges reform came into force on 1 November 2024, the
number of countries that shall pay surcharge will decline from 20 to 13 in fiscal year
2026. Eight countries will not pay surcharges because their loan arrears will be
below the new threshold (300 per cent of the quota): Benin, Cote d’lvoire, Gabon,
Georgia, Moldova, Senegal, Suriname, and Sri Lanka.

The change in surcharge policy will reduce Ukraine’s interest payments to the IMF
by about USD 130 million in 2025 and, in general, over the next five years and allow
for savings of about USD 650-700 million.

The IMF’s decision on the surcharge policy will save the country significant financial
resources. At the same time, the war in Ukraine is currently not just a temporary
crisis — it is a serious blow to all areas of the state’s activities. Therefore, the
complete abolition of surcharges, which stakeholders continue to advocate, at
least for the duration of the war, would contribute to ensuring financial stability.



https://www.imf.org/en/News/Articles/2024/10/21/pr-24385-imf-concludes-the-review-of-charges-and-surcharge-policy-and-approves-reforms
https://www.imf.org/en/News/Articles/2024/10/21/pr-24385-imf-concludes-the-review-of-charges-and-surcharge-policy-and-approves-reforms
https://bank.gov.ua/ua/news/all/protsentni-plateji-ukrayini-za-kreditami-mvf-znizyatsya--fond-pereglyanuv-politiku-dodatkovih-styagnen
https://cepr.net/publications/imf-reforms-are-welcome-but-surcharges-still-must-go/
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