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EXECUTIVE SUMMARY

Context. The membership and, in turn, the Fund face an inflection point as we work to
emerge from the COVID-19 crisis and address the profound macroeconomic and
financial implications of longer-term global challenges. The membership has called on
the Fund to step up its work on identifying and managing the macro-critical impact of
climate change, digitalization, inequality, and fragility, in close collaboration with
partners. The Fund has a long history of agility, adapting in a cost-effective way to
shifting needs, and is prepared to do so again, as highlighted in the Fall 2021 Global
Policy Agenda. After a decade of real flat budgets, the IMFC has recognized the need to
explore the appropriate budget envelope to ensure that the Fund has the staff and
skills to continue to carry out its mandate in a changing global context.

New imperatives. Following the 2021 Comprehensive Surveillance Review (CSR) and
the 2021 FSAP Review, strategies for the Fund’'s engagement on climate change, digital
money, fragile and conflict-affected states (FCS), as well as inclusion and gender were
presented to the Board during April-October 2021. Likewise, the Executive Board
reaffirmed the importance of redoubling efforts to strengthen macro-financial
surveillance. The strategies identified deliverables and related resource implications for
the Fund to address these new imperatives, squarely focused on the Fund’s mandate
and expertise, and working in close collaboration with other institutions.

Budget augmentation proposal. To support these efforts and taking on board input
from Directors in informal engagements, staff proposes a budget augmentation to be
implemented through annual increases in the real net administrative budget averaging
2 percent each year during FY 23 to FY 25 relative to FY 22, returning to a flat real
budget trajectory thereafter. The proposed augmentation allows for a ramp up in new
areas while ensuring appropriate resources remain in place for existing workstreams.
The Fund will continue to exercise strict budget discipline through robust annual
savings and reprioritization exercises, even as it builds up new workstreams. The
augmentation proposalis consistent with projected income dynamics.

Implementation. Following endorsement of an overall framework for the three-year
ramp-up in resourcing, resource allocations will be set out in the annual budgets
approved by the Board, starting in FY 23. Carefully calibrated workforce planning and
recruitment will support the implementation of the issue strategies. To ensure
transparency and accountability, staff will regularly report to the Board on progress in
implementing the strategies for the individual issue areas.
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SECTION I. INTRODUCTION

1.

Inflection point. Throughout its history, the Fund has adapted to meet fundamental

changes in global economic and financial circumstances and the shifting needs of the
membership—from the end of the Bretton Woods System in the 1970s, to the 1980s debt crisis, to
welcoming new transition economies in the 1990s, to the systemic financial crises in the pastthree
decades (Box 1). Today, the membership and, in turn, the Fund face a new inflection point, as we

work to emerge from the COVID-related crisis to address longer term global challenges that will
have profound macroeconomic and financial stability implications.

2. Budget context (Figure 1). This Figure 1. Net Administrative Budget, FY 03-22
challenge also has implications for the (Millions of FY 22 U.S. dollars)

Fund's budget. The Fund’s longstanding

tradition of budget discipline, through 11400

continuous reprioritization and savings, 1300

has helped the institution remain nimble

and efficient. At the same time, after a 1.200 —
decade of expanding activities within a

flat real budget, human and financial 1,100

buffers have been exhausted. Given the

magnitude of the new imperatives, the 1,000

absence of additional resources would g § § § § § g § § § § § ; § ; § § § g §

risk crippling efforts to address them in
a timely and comprehensive manner,
force undesirable trade-offs with critical Sources:FACTS, OBP. Note: The FY 21 outturn reduction wasdriven

traditional work, risk compromises in

In April 2021, the IMFC called on the IMF to step up work to help its members identify and
manage the macro-critical implications of climate change, digitalization, inequality, and fragility,
in close collaboration with partners, and to further integrate these issues into its surveillance,
lending, and capacity development in line with its mandate.” To this end, in October 2021 it
encouraged the Fund’s Executive Board to “consider the appropriate budget resources to ensure
that the IMF has the staff and skills required to carry out its mandate.”

Rising to this challenge is no small task—with implications for the Fund’s staffing, organization,
and the way we operate. The Fund will need to continue to focus onits core mandate, building
new relevant competencies and reinforcing collaboration with others. The goal is to ensure that
the Fund’s advice reflects a full range of relevant factors, while continuing to defer to and
collaborate with other organizations where they have greater expertise.

by temporary, Covid-related factors, including a travel moratorium.

the overall quality of work, and lead to persistent, unsustainable work pressures on the Fund'’s staff.

3.

Scope. This paper therefore outlines a proposal for an augmentation of the Fund’s resources

during the FY 23-25 period. It comes in the context of an ongoing COVID-19 related crisis response,

4

INTERNATIONAL MONETARY FUND

©lnternational Monetary Fund. Not for Redistribution


https://www.imf.org/en/News/Articles/2021/04/08/communique-of-the-forty-third-meeting-of-the-imfc
https://www.imf.org/en/News/Articles/2021/10/14/communique-of-the-forty-fourth-meeting-of-the-imfc

BUDGET AUGMENTATION FRAMEWORK

which has been addressed separately through temporary resources authorized by the Board in the
last two budget cycles. It recognizes the importance of helping members build resilience even as
they work to emerge from the crisis. It also comes during a period of severe strain on staff—with

increased overtime and underutilization of leave. Finally, it comes during a period of ongoing
institutional change, with parallel efforts to modernize the Fund and bring lessons from virtual
operations during the pandemic into the Future of Work at the Fund.

In the last 30 years, the Fund's budget materially changed during two discrete episodes in response to
global changes and new demands from the membership. Given shiftsin budget utilization, comparisons
here are in terms of outturn.

Box 1. Past Shifts in the Fund’s Budget

Transition economies. To support the entry of Eastern European and Former Soviet members to the
Fund during the 1990s, real expenditures grew by an average of 14 percent (year-over-year) during
FY 92-94, as the Fund's membership increased significantly. Over the full decade, the average annual

real increasein expenditures was 5 percent.

Global financial crisis and aftermath. Coming on the heels of a significant downsizing of Fund real
expenditures beginningin FY 09, Fund spending grew by about 2 percent annually from FY 10 to FY 12,
utilizing temporary resources. During this period, resources were focused on temporary needs
associated with the crisis, mainly in EUR, but also encompassing increases in other departments directly
involved in the crisis response. Spending growth also addressed early work to take on board the lessons
of the crisis. In FY 12, the Fund recognized the benefit of maintaining an expanded role, including
through support for the G-20 and other international fora, new products related to multilateral or
systemic surveillance, and enhanced financial sector surveillance, notably through mandatory, regular
FSAPs in countries with systemically important financial sectors. Temporary resourcing was thus made
structural and has formed the baseline for the real flat budget anchor over the last decade.

Principles. The proposed augmentation incorporates four Board-endorsed principles:

Ongoing budget prudence, with reprioritization and savings continuing to be a core element
of the budget process and with reversion to a flat-real budget trajectory following the
augmentation.

Focus, including by framing new work through robust, issue-specific strategies endorsed by the
membership, driven by the Fund’'s mandate and expertise, and recognizing the need to preserve
resources to deliver in existing workstreams and the importance of collaboration with partners.

Sound implementation, with a phased approach that marries strategic requirements with
organizational, HR, and budget needs in anintegrated and structured manner, consistent with
the Fund'’s absorption capacity.

Sustainability, ensuring the augmentation is consistent with the Fund’'s medium-term income
outlook and precautionary balances objectives, as well as the risk management framework.
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Annex lll. Macrofinancial Surveillance Strategy’

The Fund's strategy to enhance macrofinancial surveillance was presented to the Board as part of the
2021 CSR.

1. Overview. The CSR found progress as well as areas for improvement in integrating
macrofinancial analysis into Article IV consultations, as summarized in the overview and detailed in a
background paper. The assessment, focused on the depth and integration of systemic risk analysis

and macroprudential policy advice in Article IV consultations, found that limitations in
macrofinancial expertise compounded by competing priorities in surveillance had slowed progress.
It called for additional staff with macrofinancial skill, echoing the conclusions from the IEO’s
evaluation of the Fund's financial surveillance, which also highlighted resource constraints as slowing
the pace of buildup of necessary macrofinancial expertise. Directors agreed on the need to deepen
macrofinancial analysis and further integrate it into bilateral surveillance. They called for additional
efforts in the areas of systemic risks analysis to better anchor macroprudential policy advice and
underscored the need to expand macrofinancial talent at the Fund, particularly in country teams.

2. Steady-state Deliverables and Related Resourcing Needs.

e Country operations (Over 80
percent of dollar resources). The CSR
found that about half of Article IV (Percent of Dollar Resources)
staff reports in the covered period
had gaps related to the depth and
integration of systemic risk analysis

Macrofinancial Surveillance—by Output/Department Type

FD - Pol/Analytics
17 A\

and macroprudential policy advice.
The incremental resources would fill
this gap, combined with further FD - SurviLending
training of existing staff. ”

___AD - Surv/Lending
50

e Policy and related analysis (About
20 percent). The remaining resources
would be devoted to deepening
macrofinancial policy advice and analysis, including to expand the toolkit for macrofinancial

analysis, training, and offering additional support through the internal review process.

3. Risks. The proposed pace of hiring is contingent on finding suitable candidates with
adequate macrofinancial talent willing to join the Fund and work on bilateral surveillance.
Recruitment can largely draw on the Economist Program and mid-career pipeline. Building on the
analysis underlying the 2021 CSR, the new staff will be allocated to the country teams where gaps in

L Prepared by Martin Cihak, Fabian Valencia (both SPR), Miguel Savastano, Montfort Mlachila,and Naomi Griffin (all
MCM).
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macrofinancial analysis are highest. Onboarding and training will facilitate wider skills transmission
as the staff are rotated to area departments.

4. Next steps. In addition to regular budget updates, staff will report on progress in the
context of the interim Surveillance Review expected for FY 24.
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Annex IV. Fragile and Conflict-Affected States Strategy’

The FCS Strategy, discussed by the Board on July 6, 2021 and October 22, 2021, will equip the Fund
with a renewed vision for its engagement with FCS. It draws on recent experience on the ground, the
2018 IEO report on fragile states and the subsequent Management Implementation Plan, and recent
briefings with the Board and other stakeholders. The overall scale of deliverables and associated
resourcing have been adjusted to reflect Board input.

1. Overview. Through long-term engagement and work with partners, the Fund will enhance
its effectiveness in supporting FCS to achieve macroeconomic stability, exit from fragility and
strengthen resilience (including by incorporating into country-level strategies strong recognition of
the significant vulnerability of these countries to climate change and natural disasters), and attain
strong, sustainable growth, a vision anchored in the Fund’s core mandate. The FCS strategy
strengthens the Fund’s commitment to working with development partners, recognizing each
institution’s comparative advantages and the need for complementarity to maximize impact.

2, Key Steady-State Deliverables and Related Resourcing.

e Country Operations (100 percent of dollar resources). Country Operations (95 percent of
dollar resources). The strategy is grounded in the view that enhanced country operations are the

most important lever for the Fund to help Fragile and Conflict-Affected States —

FCS achieve better economic outcomes. by Output/Department Type
(Percent of Dollar Resources)
o Surveillance and Lending (About FD - Traning &
52 percent). To strengthen the Fund'’s FD - PoliAnalytios

field presence, we will add Resident
Representative posts in FCS—
expanding coverage to 60 percent of
FCS—and local economists to equip Fb, co
each office with 2 local economists.

This will facilitate a more continuous

AD - Surv/Lending
52

dialogue with country authorities and
help develop, manage, and leverage

complementarities between the Fund

and relevant external partners. Area Department teams at HQ would receive an estimated 10
additional resources, recognizing the need to support heavy CD users to ensure integration
of CD and surveillance/lending.

o CD (43 percent). Ten additional long-term advisors either in RCDCs or in-country will help
tailor and increase responsiveness to FCS-specific CD needs. The resources will support

! Prepared by the FCS Strategyteam, led by Franck Bousquetand including Bjérn Rother and Boileau Yeyinou Loko.
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engagement across all FCS members in core CD areas (domestic revenue mobilization,
expenditure reviews, public financial management, monetary and exchange rate policy and
operations, financial market development, statistics, country-specific macroframeworks,
forecasting and policy analysis). The field-based CD providers will be supported by
additional backstopping at HQ, important to ensure quality of CD field delivery. In parallel,
additional funding through IMF02 is expected to fund additional CD experts in RCDCs or
directly to FCS together, along with related HQ-based backstopping.

Policy and Analytical Support. Incremental shifts in the existing resource base will target
reinforcing functional departments’ supportto FCS teams on governance reforms, critical to
overcome fragility. Additional policy and analytical support resources will focus on
implementation of the FCS strategy and analysis of the drivers of fragility (including climate
change and natural disasters) to facilitate the sharing of experience and build, over time,
analytical frameworks that can be consistently deployed by country teams. This function is
critical to cooperation with other external partners such as the World Bank, other members of
the UN family, as well as non-traditional partners. Incremental shifts in the existing resource
base will target reinforcing functional departments’ supportto FCS teams on governance
reforms, critical to overcome fragility.

Training. The strategy recognizes the importance of enhanced staff training through
incremental investments in an FCS-related curriculum.

FTE Summary. An overall increase would bring total personnel working on FCS (about a quarter
of the membership) to about 260 staff and contractuals, and about 70 local economists.

RCDC administrative expenses. To further support enhanced CD delivery in the field, the
strategy envisages an envelope of US$3.0 million per annum (in steady state) to strengthen the
stability of funding for RCDC administrative expenses.

Phasing. The FCS strategy would be backloaded in recognition of the time needed for

effective planning and recruiting, allowing for recalibrating hiring plans as a function of experience
and the evolving security situation (below).

4.

Year One. Initial hiring will include centralized policy and analytical support to lay the
foundations for the growth of FCS engagement, including work on an FCS-focused training
curriculum. Recruitment for field-based positions and HQ-based country teams would be
initiated in parallel through the Economist Program and the mid-career pipeline. Local
economist recruitment will tap into the available pools of local talent.

Years Two and Three. Recruitment accelerates as the FCS strategy is rolled out.

Risks. To deliver in a cost-effective manner, the strategy reflects a strong reliance on local

economist positions and continued leveraging of IMFO2 resources. A key risk involves the sensitivity
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of the Fund’s engagement with FCS to security conditions. Phased implementation and allowance
for alternative locations for staffing will allow for reassessment based on early experience.

5. Reporting. The strategy will be formally presented to the Board for approval by the end of
calendar year 2021, integrating policy recommendations emanating from informal consultations
with the Board on the FCS strategy and the lending toolkitin October. The Board will be regularly
updated on progress through dedicated briefings during the implementation period.
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Annex V. Inclusion and Gender Work

The proposed workplan on inclusion and gender was discussed by the Executive Board on July 12,
2021. Current plans focus on incremental strengthening of the coordination framework and analytical
foundations for this work, including to support mainstreaming over time.

1. Overview. The workplan, supported by incremental resources, focuses on how to leverage
the existing resource base to enhance the Fund'’s ability to address the increased demand from
members for advice in these areas in the context of the pandemic as taking into consideration long-
term economic trends. The Fund will continue to focus on macro-critical aspect of these issues.

The Fund will continue to collaborate closely with partners, at strategic and operational levels, to
leverage their work, which typically focuses on micro and sectoral aspects of inclusion policies (e.g.,
design of social registries, deployment of mobile payment systems). Strengthening collaboration
with key partners, including the World Bank and regional development banks, ILO, WFP, UN
Women, bilateral development institutions, and academia is key for deepening Fund’s engagement
in an efficient manner.

2. Deliverables. A central coordination unit would serve as the main vehicle to build out this
work. Envisaged efforts will build on synergies with other workstreams, in particular on the
distributional impact of climate change, digitalization, and technological change.

e Policy and analytical work (Just over Inclusion and Gender - by Output/Department Type
85 percent of dollar resources) will be (Percent of Dollar Resources)

located in a central unit. The unit will
. . . FD - Training &
focus on developing policy, analysis, and Other
tools to support country teams and

enhance internal and external
coordination to further leverage existing
resources on inequality issues. Early
work will include development of a
gender strategy. The unit will facilitate
the sharing of knowledge and expertise

on inequality and gender issues, identify

FD - Pol/Analytics
86

emerging issues, and forge internal and external collaboration.

e Training (Just less than 15 percent). About 3 new internal training courses, with new or updated
content, would be offered per year to allow current and new staff to acquire the relevant skills to
provide policy analysis and advice on inequality and gender as envisaged in the strategy.

! Prepared with input from the Inclusion and Gender team, led by Guillaume Chabert and Ratna Sahay, and including
Stefania Fabrizio and Geremia Paloma (both SPR), and Rishi Goyal (WHD).
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e Summary. Total resources would increase by about $2 million, about 3 percent of the overall
augmentation. The increased resources would be centered in functional departments and would
complement the $36 million in existing resources for these issues.

3. Phasing. The resourcing is frontloaded, recognizing that the targeted scale allows for more
effective early use.

e Year One. The central unit will develop stronger internal and external coordination and work on
models and toolkits for country teams, with an initial focus on gender, as well as an internal
training course on gender.

e Years Two and Three. Resources will be used flexibly over time to cover a broad range of
inclusion and gender issues.

4. Risks. A key risk is that demands from the membership—not least for designing smart fiscal
consolidations that protect the vulnerable and not undermine social stability—exceed the Fund's
ability to respond given the targeted resource base. The central unit can help prioritize
engagements to reduce this risk. A second risk relates to the ability to attract the right staff with the
necessary skills. Relying on established recruitment channels in close coordination with HRD and
internal training and possibly slowing the pace of the work plan, are the key mitigating mechanisms.

5. Next steps. The Board will discuss a proposal for the Fund’s work on gender in Q4 of this
fiscal year. Staff will update the Board on progress annually during the implementation phase of the
proposed enhanced engagement strategy, thereafter, updates will also be provided as part of
surveillance or program reviews.
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