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Paper

"This paper develops a rules-based framework for systematic SDR
allocations grounded in the IMF’s own long-term reserve-need
assessments"
Methods

Uses the Fund’s reserve adequacy evaluations from 2009, 2011, 2016,
and 2021 to determine annual allocations

Results
Our modeled rule estimates an additional $2,292.4 billion in liquidity to
emerging markets and developing countries (EMDCs) between
2009–2025
Improves traditional reserve benchmarks
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Motivation

An annual, rule-based SDR allocation would be very positive for EMDCs
1 There is a global need for reserves

The IMF estimated an unmet need of about $1.3 trillion from
2021–2025

2 Reserve accumulation is costly for non-reserve currency issuing
EMDCs

Necessary to insure against capital outflows, external debt obligations,
and exchange rate pressures but has domestic costs (e.g., less
investment)

3 There is substantial asymmetry between EMDCs and advanced
economies in international liquidity provision

Reserve currency issuing countries use swap lines and other guarantees
to backstop non-reserve currency issuing advanced economies
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Why SDRs?

SDRs are an underutilized and valuable tool; SDRs are "inherently
superior" to endogenously generated reserves

Costless, continuously available, continuously liquid and not
pro-cyclical if sold, can be accumulated without contributing to global
imbalances, better store of value, likely lower interest rate than debt
markets, no conditionality etc.

SDRs should not be a tool only used in crises
Using SDRs to meet reserve needs is consistent with Article XVIII of
the IMF Articles of Agreement

SDRs are effective, and were the largest source of support for EMDCs
during the pandemic
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Why SDRs? (cont.)

Article XVIII

Cashman & Merling A Rule-Based SDR Allocation System
The Role of SDRs for Global Stability and Sustainable Economic TransformationDecember 5, 2025
5 / 26



Why SDRs? (cont.)

SDRs are effective despite not being allocated frequently

Figure: Cashman et al. (2022)
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Previous calls for systematic allocations

Based on reserve needs

Figure: UN DESA ST/ESA/2013/DWP/126
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Previous calls for systematic allocations (cont.)

Truman (2023) mentions using the IMF reserve needs assessments as a
yardstick

Figure: Truman (2023)
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IMF Article XVIII and reserve-need assessments

Article XVIII also requires the IMF to assess the long-term global
need to supplement reserves each basic period
The IMF produces quantitative assessments of EMDC reserve needs,
reserve needs of non-reserve currency issuing advanced economies,
and estimates of endogenous reserve creation
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Methods

We operationalize IMF reserve-need assessments into annual SDR
allocations and evaluate the effects on EMDC reserve adequacy
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Methods (cont.)

We take the midpoint of IMF reserve assessments and determine the
EMDC share and the EMDC share of endogenous reserve creation

Requires imputation in some years
Global South = EMDCs = EMDCs without China and fuel exporters =
125 countries
We focus on assessments based on traditional reserve adequacy
metrics, not the ARA metric
Focus on EMDCs is consistent with currency hierarchy theory
We assume a reduction in endogenous reserve creation from the
expectation of annual SDR allocations

Subtracting endogenous reserves from needed reserves yields net
reserves needed
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Methods (cont.)

Starting in 2009, we spread net reserves needed over the basic period
into five equal allocations, which would cover 100% of net reserves
needed for EMDCs
At the next assessment, we subtract any new allocations and any
general allocations (2021 in this case) from net reserves needs for the
next five-year period, and spread the result over the next five years
We then scale EMDC allocation needs to all members
The model gives us aggregate EMDC results, but we also use current
quota shares to determine impact on individual EMDCs
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Allocations
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Allocations (cont.)

2009 assessment: $66.7 billion allocation to EMDCs, $172.2 total
allocation
2011 assessment: $151.6 billion, $391.1 billion
2016 assessment: $166.1 billion, $428.7 billion
2021 assessment: $114.1 billion, $294.4 billion
Cumulatively: $2.29 trillion from 2009–2025 to EMDCs
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EMDC Reserve Adequacy Benchmarks

Months of imports: proxy for vulnerabilities related to external income
Short-term debt: debt rollover
Broad money: resident capital outflow risks
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Aggregate EMDC results
SDRs consistently raise the share of countries meeting benchmarks
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Aggregate EMDC results (cont.)

Broad money
91 of 110 countries (with complete data) meet the broad money
benchmark in at least in one year using reserves alone, and 103 do so
when SDRs are added
The number that are adequate in a majority of years rises from 66 to
97

Imports
64 of 108 –> 103 of 108 in any year
23 of 108 –> 85 of 108 in a majority of years

Short-term debt
87 of 94 –> 92 of 94 in any year
70 of 94 –> 88 of 94 in a majority of years
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Aggregate EMDC results, 2020
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Aggregate EMDC results, 2020 (cont.)
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Case studies: Burundi

Low-income country with no market access
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Case studies: Jamaica

A small upper-middle income island country
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Case studies: South Africa

A large emerging market
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Discussion

SDRs under this rule-based system function not only as a source of
crisis liquidity but as a predictable, structural component of a more
stable international monetary environment
Consistent with the institutional and legal requirements governing
SDR allocations

Would not require amendments to the Articles of Agreement or
fundamental changes to the operational structure of the SDR system
Provides a transparent mechanism for determining allocation size based
on published IMF data rather than political discretion

SDRs at the international level cannot be wasted because need has to
be shown to use them
Reduces structural asymmetries between reserve-issuing and
non-reserve-issuing economies by creating a multilateral source of
liquidity that is not subject to the selectivity or political constraints of
central bank swap lines
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Assumptions and limits

Only use of SDRs is as reserves; we do not model other uses or the
effects other uses would have on reserve need and other
macroeconomic factors like GDP growth
Assumes the United States Treasury would approve annual SDR
allocation
Relies on IMF staff estimates, and increasingly, the IMF is using the
ARA metric for estimating both reserve adequacy and reserve needs
(which may be less suited to quantifying reserve need and has less
country coverage)
Quota system does not direct reserves to EMDCs that need them, so
although 100% of estimated reserves need are allocated in the
aggregate, not every EMDC receives an amount that makes them
adequate
Relies on the appropriateness of traditional reserve metrics
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Conclusion

IMF already quantifies multi-year EMDC reserve gaps; we transform
these into a transparent, rule-based SDR allocation path that
concretely shows the benefits of such a system
From 2009–2025, the rule would have delivered large about $2.29
trillion in additional reserves to EMDCs
This amount would significantly help EMDCs, as the case studies and
aggregate data show
SDRs are the natural tool to use for this, and implementation is
technically straightforward and legally compatible with the existing
framework; the key constraints are political
Future work could model macro effects, other reserve uses, use more
sophisticated techniques, etc.
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Thank you
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