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SHAPING AFRICA VOICE ON SPECIAL DRAWING RIGHTS THROUGH GLOBAL FINANCIAL ARCHITECTURE REFORMS: FROM ALLOCATION TO UTILIZATION
Proposed Date: 30th May, 2024-KICC, Nairobi Kenya 
Time: 13h:30 to 15h:00 
Location: Kenyatta International Conference Center (KICC) inside Room Mombasa/Tent 2.
												
A. Overview
[bookmark: _Hlk166010679] A surged global financial crisis caused by COVID-19 in the year 2021 led to the International Monetary Fund (IMF) Board of Governors approving a general allocation of special drawing rights (SDR) of 456 billion, equivalent to US$650 billion. Africa secured a total of $33 billion which represented 5 percent of its equivalent proportion of its quota share with the IMF[footnoteRef:1]. The main purposes for the general allocation was to boost global liquidity at a time when many countries globally were facing constrain to their fiscal capacity while tackling the pandemic. Calling out the inequality in the SDRs allocation system, President Macky Sall called it a “drop in the Ocean” in comparison to countries like the United States which received approximately $118 billion (SDR 83 billion)-about 17% of the total SDRs and China, for its part receiving approximately $43 billion-about 6% of the total SDRs. G7 countries received $277 Billion, which equalled an average of $ 600 million per African country and $39Billion per advanced economy.  Demands have been made to address this inequality by calling for reallocation of SDRs, where high-income countries can on-lend their excess SDRs to countries that are most in need. The call for reallocation is happening at a time when recent global shocks, including the COVID-19 pandemic and the recent war in Ukraine, have exacerbated Africa’s already constrained fiscal space and increased indebtedness. Africa’s current debt crisis is at the highest level in over a decade with a total public debt stock of $1.8 trillion, an increase of 183% since 2010, which is four times its growth rate of GDP in dollar terms, with more countries prioritizing external debt payments over crucial public spending priorities[footnoteRef:2].  [1:  Articles of Agreement of the International Monetary Fund (imf.org)]  [2:  A world of debt: Regional stories | UNCTAD] 

The G20 members agreed on the importance of reallocating $100 billion worth of SDRs to low-income countries (LICs), small island developing states and the most vulnerable middle-income countries. Against this backdrop, different mechanisms have been proposed with an aim of rechanneling SDRs to finance Africa’s recovery[footnoteRef:3]. However, African Development Bank developed an innovative mechanism structured as a hybrid capital instrument underpinned by a Liquidity Support Agreement between contributing shareholders to ensure that SDR-contributing countries still account for these as reserves. During the Africa Union meeting of Heads of State in February 2022, there was an urge for wealthy nations to increase the SDR allocation to the continent to at least $100 billion and channel part of them through the African Development Bank which was regarded to be aligns with and was incorporated into the MDB Vision Statement issued at the Summit on the Paris Pact for People and Planet held in June 2023. However, this facility is yet to become operational with only the UK and Japan having supported AfDB’s proposal for SDRs rechanneling, and support from at least five donor countries is needed for the initiative’s implementation in the long run[footnoteRef:4]. [3:  Special Drawing Rights must be re-allocated to avail sustainable financing for Africa | United Nations Economic Commission for Africa (uneca.org)
]  [4:  Leveraging the power of Special Drawing Rights: how developed countries can help boost Africa’s development | African Development Bank Group (afdb.org)] 

The disproportion in SDRs allocation globally is an evident that the current global financial architecture is not fit for Africa economies. Recently, there have been emerging plethora of actors and initiatives that aim at addressing the failures of the global financial architecture, including the Independent Review of MDBs’ Capital Adequacy Frameworks, the Bridgetown Agenda, and others. While the rising issues are global, they have an outsized impact on African economies and societies[footnoteRef:5]. The central debate is less about the overall level of the allocation than about its distribution among IMF member countries. The general principle applied to SDR injections since their creation, and derived from the Fund’s Articles of Agreement, is clear, almost too clear: SDR allocations are distributed among members according to the quota of each country in the Fund, a quota itself calculated on the basis of several macroeconomic criteria, primarily GDP[footnoteRef:6]. This distribution key has the merit of being simple. It has the major disadvantage of creating a virtuous circle from which advanced countries benefit (wealth begets wealth, access to liquidity becomes cumulative for these advanced countries via their SDR holdings), and symmetrically low-income countries (LICs), especially in Africa, find themselves caught in a vicious circle: their financing constraints are only marginally eased by the creation of new SDRs. It is against these findings that AFRODAD will be holding a side session during the AfDB Annual Meeting in Nairobi to delve on how enhanced allocation and rechanneling of the SDRs can be used to shape Africa voice in the Global Financial Architecture Reform.  [5:  Rechannelling special drawing rights through the Multilateral Development Banks and the Liquidity and Sustainability Facility. - AFRODAD]  [6:  Articles of Agreement of the International Monetary Fund (imf.org)] 

PROBLEM STATEMENT
Africa has been affected by the pandemic, complicated and random access to the most credible vaccines, despite a young population that is less exposed than others to the deadly consequences of COVID-19. Africa’s healthcare systems have shown inadequacy in terms of less or no commitment without meeting the African Union’s (AU) Abuja Declaration of 15% annual budget allocation to health[footnoteRef:7]. Furthermore, the continent is exposed to the effects of climate change, the consequences of the war in Ukraine on energy prices and food prices, and the constraints and financing needs related to the energy transition. Unfortunately, with the current lopsided GFA, the IMF’s executive board requires 85% of the board’s votes to be authorised whereby countries’ voting power at the IMF is roughly proportionate to the size of each country’s economy with the biggest voting share being the United States at 16.5 percent which is enough to block any further resolution made against its will. [7:  Why commitment to the Abuja Declaration is necessary during COVID-19 - ONE.org Africa
] 

A proposal advanced by the African Development Bank’s (AfDB) so far provides a promising means of rechannelling. Generally, MDBs provide loans and other financial assistance to countries for economic development, infrastructural projects and environmental protection with specific lending policies and conditionalities to promote certain development goals or to ensure that the funds are used effectively. Currently, there are eight global MDBs with prescribed SDRs holder status which is a relatively easy method of rechannelling compared to other institutions that require 85 percent approval by the IMF’s executive Board to achieve a similar status. During the COP28 meetings in Dubai, 2023, in a special round table convening to discuss “leveraging SDRs for Climate change and development”, the Governments of France, Japan, Spain, and the United Kingdom together with Brazil, (the incoming G20 presidency) and other international institutions expressed support to African Development Bank (AfDB) and the Inter-American Development Bank (IDB) rechannelling proposal.  
Despite all this and many other potential benefits, a severe shortfall in political will to champion for the reallocation of the SDRs - both externally and internally has made slow progress in the reallocation agenda.  Moreover, the effort to look beyond the IMF for SDR rechanneling i.e., to rechanneled to the multilateral development banks (MDBs) has been obstructed by different laws and politics governing the use of foreign exchange reserves. This comes despite MDBs having a clear mandate to support economic growth and development and being a specialised financial institution, it seems to have a wider range of financial instruments and tools at their disposal which allows them to tailor their support to specific needs of recipient countries. The African Development Bank (AfDB) has requested $2.5 billion in SDRs to be channelled through its Fund, the African Development Fund (ADF), which offers concessional funding for programs that promote social and economic development and poverty reduction. Using a proposed new tool, the “Hybrid Capital Instrument”, the AfDB, would multiply SDR contributions three or four times and still maintain the reserve asset quality of SDRs. This will ensure that rechannelled SDRs are used to finance development projects or other purposes rather than as a means of addressing Balance of Payment issues and benefit those countries in most need. 
B. AIM AND OBJECTIVE OF THE SESSION
The African Forum and Network on Debt and Development (AFRODAD) has conducted analyses on SDR allocation in collaboration with Civil society organisations in Nigeria, Uganda, Chad, Malawi, Zambia and Kenya, Additionally, together with the African Economic Research Consortium (AERC), who have also conducted evidenced-based research to drive reforms for Special Drawing Rights with in-depth analysis of countries such as Ghana, Ethopia, Senegal and Kenya, through the generous support of the Bill and Melinda Gates Foundation (BMGF), AFRODAD has offered capacity building and technical assistance as well as, best practices in pushing for an African perspective of SDRs, which fits into the calls for reform of the global financial architecture where SDRs should be allocated based on an economy’s relative position in the world economy rather than according to its development needs. The side session aims to bring together CSOs, academicians, Government representatives, and Representatives from Multilateral Banks during the AfDB Annual Meeting in Nairobi, Kenya to deep dive into the strategies, structure, utilization, and alternative policies on reallocation of the SDRs arising from the research studies, while taking into consideration the implication of debt relative to Africa Agenda 2063.
Specifically, the session will:
i. Examine the scope of rechanneling SDR through the Multilateral Development Banks (MDB) while also evaluating the scopes and structures put in place to make sure that there will be accountability, transparency in the allocation, utilization and reallocation
ii. Assess the impact of SDR rechanneling initiatives through Multilateral Development Banks (MDB) such as AfDB on debts sustainability and economic growth of the Africa economies.
iii. Explore alternative means of dealing with Africa’s debt conundrum beyond just the current policy propositions provided by the international financial institutions and the creditor community.
C. EXPECTED OUTCOME
i. Peer to Peer Learning from Countries on the SDRs utilization in Africa post Covid-19
ii. Increased awareness among Africa CSOs on the proposal of rechannelling of Special Drawing Rights (SDRs) through the African Development Bank (AfDB) Facility and the frameworks that can be instituted to guarantee accountability, transparency and usage of rechannelled SDRs. 
iii. Commitment for coordinated advocacy by African CSOs to support calls for reallocation of SDRs through MDBs towards development financing without accelerating more debt with a purpose of reforming the GFA.
D. SIDE SESSION FORMAT
· The session will be panel expert presentation followed by open-discussion from attendees and panellists
· French-English translation will be provided
In case of any clarity for this side session, kindly reach the below contact:
Shem Joshua
Policy Analyst and Advocacy Officer- Sovereign Debt Management
Tel (office): +263 242 778531/6, 2912751-4
Mobile: +254 708 120988
Email: shem@afrodad.org
Web: www.afrodad.org
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