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In FY2000,1 the public debate on the role of the international financial institutions in the changing world economy escalated. In response, the IMF continued to adapt to better serve its member countries’ needs and to help its members benefit from—and cope with—economic globalization. It made notable strides in its own transparency, publishing an unprecedented amount of information on its member countries’ policies and IMF-supported reform programs and on its own operations and financial position—much of it on the IMF’s external website. Among the year’s highlights were the following:
IMF regular and concessional lending fell in FY2000 from its exceptionally high level in FY1999. Member drawings under regular policies and facilities dropped to SDR 6.3 billion2 from SDR 21.4 billion in FY1999. This was partly because of faster-than-expected recoveries in some emerging market economies—notably the Asian crisis countries with IMF-supported reform programs. Under the IMF’s concessional facility for poor countries, drawings declined to SDR 0.5 billion from SDR 0.8 billion in FY1999.
Net IMF credit outstanding decreased to SDR 50.4 billion at the end of FY2000 from SDR 67.2 billion a year earlier. Owing to reduced lending and a high level of scheduled and advance repayments, the IMF’s liquidity ratio rose to 153.1 percent at the end of FY2000, approximating the level prevailing before the Asian financial crisis.
The IMF intensified its surveillance (oversight) of its members’ policies in FY2000, expanding the coverage of issues addressed and stepping up global and regional surveillance. An external evaluation of surveillance called attention to whether IMF surveillance should refocus on such core concerns as exchange rate and associated macroeconomic policies, or whether its recent expanded coverage was appropriate. This issue, along with others, was also taken up in the IMF’s regular internal review of surveillance in March 2000.
In further efforts to obtain external perspective on its operations and policies, the Executive Board commissioned an external review of IMF research activities, completed in FY2000, and an external evaluation of IMF formulas for calculating its members’ quota shares. The IMF also decided to establish an independent evaluation office to complement its internal and external evaluations.
Together with other international and regional institutions and groups, the IMF acted to reinforce the global financial architecture in FY2000, in large part to prevent, or better manage, potential financial crises. Progress was made with:
transparency. Member countries released more information on IMF staff and Board assessments of their policies, and the IMF published more on its operations and financial position.
implementing and monitoring the observance of standards and codes of good practice to guide member countries’ economic and financial policies.
helping countries strengthen their financial systems. The IMF and World Bank set up an experimental program to conduct detailed assessments of member countries’ financial systems.
assessing vulnerabilities and risks at the national and international levels by improving data quality and reporting.
involving the private sector in preventing and resolving financial crises. Work is continuing on further development of an operational framework for securing involvement.
reform of its lending facilities. The IMF eliminated four facilities that had outlived their usefulness—and allowed the temporary Year 2000 (Y2K) facility to expire. It also began reassessing the full range of its facilities, including exploring modifications to Contingent Credit Lines.
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1Before November 1999, Enhanced Structural Adjustment Facility.
In cooperation with the World Bank, the IMF elevated poverty reduction to a central role in its support for poor countries’ reform efforts. Under the IMF’s concessional lending facility—the new Poverty Reduction and Growth Facility (PRGF)—pro-growth stabilization and reform programs are explicitly linked, with focused antipoverty programs developed by member countries in collaboration with their civil society and bilateral and multilateral donors. Lending in support of social programs will be the responsibility of the World Bank and regional development banks. As of end-FY2000, the IMF had committed SDR 3.5 billion to 31 countries under the PRGF.
The IMF and World Bank enhanced their joint strategy to reduce the debt burdens of heavily indebted poor countries by offering deeper, broader, and more rapid debt relief to countries pursuing sound economic policies. As of end-FY2000, 37 countries could qualify for assistance under the enhanced “HIPC Initiative”; as of that date, the IMF had committed SDR 467 million to nine countries.
Progress was made in securing the financing for PRGF operations and the enhanced HIPC Initiative. By the end of FY2000, 60 percent of member countries’ pledged contributions were either in hand or being paid, and the IMF had raised part of its share of the financing through “off-market” transactions involving some of its gold.
Responding to instances of misreporting of information and allegations regarding misuse of its financing, the IMF acted to broaden the application and use of legal measures to deal with misreporting, and to strengthen safeguards on the use of its resources.
Technical assistance and training continued at a high pace in FY2000, spurred by demands associated with the effort to strengthen the global financial architecture. The Executive Board published its first-ever Policy Statement on Technical Assistance, and the IMF established joint training institutes and programs with member countries in Asia, Africa, and the Middle East.
FY2000 saw major changes on the IMF’s management team. The Executive Board, on March 23, 2000, appointed Horst Kohler of Germany the new Managing Director, and he began work on May 1, 2000. His predecessor, Michel Camdessus of France, who resigned after 13 years of service, left the IMF in February 2000. Also in FY2000, Alassane Ouattara of Côte d’Ivoire, former Deputy Managing Director, left at the end of his appointment. Subsequently, Eduardo Aninat of Chile was appointed Deputy Managing Director.
Assistance Under the HIPC Initiative
(Million SDRs)
Note: Includes amounts to be committed subject to satisfactory assurances by other creditors.
Technical Assistance, FY2000
(As percent of total technical assistance resources in effective person-years)
1May 1, 1999, to April 30, 2000.
2As of April 30, 2000, SDR 1 = US$1.31921.
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In the April 2000 communiqué of the International Monetary and Financial Committee, “the members of the Committee unanimously paid tribute to Michel Camdessus for the vision, skill, and energy with which he led the IMF as Managing Director through 13 years of unprecedented challenges. Over this period, international monetary and financial cooperation was tested by the growing openness of the world economy; the rapid spread of market economy principles throughout much of the world; financial crises of unexpected virulence and scope; and the growing danger of marginalization of the poorest economies. Under [Mr. Camdessus’s] leadership, the IMF moved on many fronts: strengthening surveillance; launching greater openness and transparency; and introducing innovative financial facilities to help resolve the debt crisis of the 1980s and the financial crises of the 1990s, and, through the establishment of the Enhanced Structural Adjustment Facility (now the Poverty Reduction and Growth Facility), to support and sustain the integration of the IMF’s low-income members into the world economy. The members of the Committee wish to record their deep appreciation of Mr. Camdessus’s many contributions, which were always marked by his personal enthusiasm and optimism, and his characteristic blend of commitment to financial discipline with devotion to alleviating the hardships of the most vulnerable.”
Executive Board and Senior Officers
1. The Setting: World Economic Developments in FY2000
Global Environment
Key Developments in Emerging Market and Advanced Economies
2. IMF Country, Global, and Regional Surveillance
Country Surveillance
Global Surveillance
World Economic Outlook
International Capital Markets
Regional Surveillance
Central African Economic and Monetary Community
Monetary and Exchange Rate Policy in the Euro Area
3. Evaluations of IMF Surveillance and Research Activities
External Evaluation of IMF Surveillance
Biennial Review of Surveillance
External Evaluation of IMF Research Activities
Independent Evaluation Office Established
4. Reform of the Global Financial Architecture
Transparency and Accountability
Developing Standards, Principles, and Guidelines
Assessing Standards
Strengthening Financial Systems
External Vulnerability and Capital Flows
Capital Account Liberalization and Capital Controls
Exchange Rate Regimes
Involving the Private Sector in Forestalling and Resolving Crises
Reform of IMF Facilities
International Monetary and Financial Committee
5. Poverty Reduction and Debt Relief for Poor Countries
Debt Relief
Enhancing the HIPC Initiative
Linking Debt Relief and Poverty Reduction: The Poverty Reduction Strategy Paper
Operational Issues
Avoiding Delays in Implementation: Interim PRS
Poverty Reduction and Growth Facility
Social Issues and Policies in IMF-Supported Programs
Trade, Development, and Poverty Reduction
6. Financial Operations and Support for Member Countries
Quotas
The IMF’s Liquidity
Members’ Use of IMF Resources and Credit Outstanding
Stand-By and Extended Arrangements
Special Facilities and Policies
Poverty Reduction and Growth Facility
Enhanced HIPC Initiative
Income, Charges, and Burden Sharing
Overdue Financial Obligations
Progress Under the Strengthened Cooperative Strategy
SDR Department
SDR Valuation and Interest Rate Baskets
SDR Operations and Transactions
Pattern of SDR Holdings
Issues Related to IMF Support for Member Countries
Review of IMF Financial Facilities
Strengthening Safeguards and Addressing Misreporting
Program Design Issues: Inflation Targeting and Conditionality
7. Technical Assistance and Training
Developments in FY2000
Review of Technical Assistance
Follow-Up to Technical Assistance Review
Policy Statement on IMF Technical Assistance
8. IMF Organization, Staffing, and Budget
Organization
Executive Board
Department
Staff
Recruitment and Retention
Stress on IMF Staff
Salary Structure
Diversity
Administrative and Capital Budgets
Medium-Term Plans
Budgets and Expenditure in FY2000
Budgets and Expenditure in FY2001
Buildings
Selection of New Managing Director
Appendixes
I. International Reserves
II. Financial Operations and Transactions
III. Principal Policy Decisions of the Executive Board
IV. IMF Relations with Other International Organizations
V. External Relations
VI. Press Communiqués of the Interim Committee, the International Monetary and Financial Committee, and the Development Committee
VII. Executive Directors and Voting Power on April 30, 2000
VIII. Changes in Membership of the Executive Board
IX. Financial Statements
Abbreviations
Boxes
Box 3.1. Follow-Up to the External Evaluation of IMF Research
Box 4.1. Globalization: Threat or Opportunity?
Box 4.2. Experimental Assessments of the Observance of Standards
Box 4.3. Lessons from the Asian Financial Crisis
Box 4.4. Progress Review of the Pilot Financial Sector Assessment Program: Key Conclusions
Box 4.5. Conference on Reform of the International Monetary and Financial System
Box 5.1. Country Cases Under the Initiative for Heavily Indebted Poor Countries
Box 5.2. Development Goals for 2015
Box 6.1. IMF Financial Facilities and Policies
Box 6.2. Financial Transactions Plan
Box 6.3. Temporary Y2K Facility
Box 6.4. IMF Off-Market Gold Transactions Help Finance the HIPC Initiative
Box 6.5. Investment of SDA, PRGF, and PRGF-HIPC Resources
Box 6.6. IMF’s Financial Statements and External Audit
Box 6.7. Managing Foreign Exchange Reserves
Box 7.1. Post conflict Technical Assistance for Kosovo and East Timor
Box 8.1. IMF Resident Representatives
Tables
Table 1.1. Overview of the World Economy
Table 2.1. Article IV Consultations Concluded in FY2000
Table 5.1. Expected Beneficiaries of the Enhanced HIPC Initiative
Table 5.2. HIPC Initiative: Status of Country Cases Considered Under the Initiative, May 2000
Table 5.3. Countries Eligible for the Poverty Reduction and Growth Facility, as of April 30, 2000
Table 6.1. IMF Financial Assistance Approved in FY2000
Table 6.2. New Arrangements to Borrow (NAB)
Table 6.3. General Arrangements to Borrow (GAB)
Table 6.4. General Terms of IMF Financial Assistance
Table 6.5. Arrears to the IMF of Countries with Obligations Overdue by Six Months or More, by Type and Duration, as of April 30, 2000
Table 6.6. SDR Valuation
Table 6.7. Transfers of SDRs
Table 7.1. Technical Assistance Delivery
Table 8.1. IMF Salary Structure, effective May 1, 2000
Table 8.2. Nationality Distribution of Professional Staff by Region
Table 8.3. Gender Distribution of Staff
Table 8.4. Estimated Cost of Major IMF Activities, Financial Years 1999–2001
Table 8.5. Administrative and Capital Budgets, Financial Years 1998–2001
Figures
Figure 1.1. World Indicators
Figure 5.1. Enhanced HIPC Initiative Flow Chart
Figure 6.1. IMF Quotas Relative to World Trade
Figure 6.2. IMF Liquidity Ratio and Net Uncommitted Usable Resources
Figure 7.1. Composition of Technical Assistance, Financial Year 2000
Figure 8.1. IMF Organization Chart
Figure 8.2. Estimated Cost of Major Activities, Financial Year 2000
This Annual Report of the Executive Board of the IMF reports on the activities of the Board during the financial year May 1, 1999, through April 30, 2000. Most of the Report consists of reviews of Board discussions of the whole range of IMF policy and operations. The discussions are based on papers prepared by the staff. Typically, a staff paper includes background factual and analytical material on various aspects of the issue at hand. It may also present proposals by the IMF’s management on how the Board and the institution should move forward on an issue. Although a staff paper presents the positions of staff and management, it does not necessarily represent the IMF’s position on the issue. The Board may or may not agree with the analysis or the proposals. The position of the IMF is, rather, the position of the Board as reflected in a decision, or as explained in a statement summarizing the discussion (usually referred to in the IMF as the “summing up”).
Many documents discussed in this Report can be found on the IMF’s website (www.imf.org) and/or are available in print from IMF Publication Services.
The unit of account of the IMF is the SDR; conversions of IMF financial data to U.S. dollars are approximate and are provided for convenience. As of April 30, 2000, the SDR/U.S. dollar exchange rate was US$1 = SDR 0.758030, and the U.S. dollar/SDR exchange rate was SDR 1 = US$1.31921. The year-earlier rates (April 30, 1999) were US$1 = SDR 0.740066 and SDR 1 = US$1.35123.
As used in this Report, the term “country” does not in all cases refer to a territorial entity that is a state as understood by international law and practice. As used here, the term also covers some territorial entities that are not states but for which statistical data are maintained on a separate and independent basis.
The following conventions are used in this Report:
… to indicate that data are not available;
— to indicate that the figure is zero or less than half the final digit shown or that the item does not exist;
– between years or months (for example, 1999–2000 or January-June) to indicate the years or months covered, including the beginning and ending years or months;
/ between years or months (for example, 1999/00) to indicate a fiscal or financial year.
“Billion” means a thousand million; “trillion” means a thousand billion.
Minor discrepancies between constituent figures and totals are due to rounding.
The Board of Governors, the highest decision-making body of the IMF, consists of one governor and one alternate governor for each member country. The governor is appointed by the member country and is usually the minister of finance or the governor of the central bank. All powers of the IMF are vested in the Board of Governors. The Board of Governors may delegate to the Executive Board all except certain reserved powers. The Board of Governors normally meets once a year.
The Executive Board (the Board) is responsible for conducting the day-to-day business of the IMF. It is composed of 24 Directors, who are appointed or elected by member countries or by groups of countries, and the Managing Director, who serves as its Chairman. The Board usually meets several times each week. It carries out its work largely on the basis of papers prepared by IMF management and staff. In financial year 2000, the Board spent more than half of its time on member country matters (regular country consultations and reviews and approvals of financial arrangements) and most of its remaining time on global surveillance and policy issues (such as the world economic outlook exercise, developments in international capital markets, the IMF’s financial resources, the architecture of the international monetary and financial system and the IMF’s role, debt of the heavily indebted countries, and issues concerning IMF facilities and program design).
The International Monetary and Financial Committee of the Board of Governors (formerly the Interim Committee on the International Monetary System) is an advisory body made up of 24 IMF governors, ministers, or other officials of comparable rank, representing the same constituencies as in the IMF’s Executive Board. The International Monetary and Financial Committee normally meets twice a year, in April or May, and at the time of the Annual Meeting of the Board of Governors in September or October. Among its responsibilities are to provide ministerial guidance to the Executive Board and to advise and report to the Board of Governors on issues regarding the management and adaptation of the international monetary and financial system—including sudden disturbances that might threaten the international monetary system—and on proposals to amend the IMF’s Articles of Agreement.
The Development Committee (the Joint Ministerial Committee of the Boards of Governors of the World Bank and the IMF on the Transfer of Real Resources to Developing Countries) is composed of 24 members—finance ministers or other officials of comparable rank—and generally meets the day after the International Monetary and Financial Committee. It advises and reports to the Boards of Governors of the World Bank and the IMF on all aspects of the transfer of real resources to developing countries.
The IMF Executive Board had a heavy agenda of reflection and reform in FY2000,1 arising out of the IMF’s central role in the international effort to strengthen the international monetary and financial system, and its efforts to enhance its support for its poorest member countries.
A stronger global financial architecture is widely seen as essential for helping countries both benefit from, and better cope with, the pressures of economic globalization—pressures that were given voice in public demonstrations against the IMF and World Bank at their April 2000 meetings. For the IMF itself, adaptation is critical for helping it deal more effectively with potential turbulence in emerging market economies, assist countries in transition from central planning to market oriented systems, and promote growth and reduce poverty in the world’s poorest countries.
The IMF’s work in FY2000 coincided with a strengthened global environment. Economic and financial conditions improved in 1999 and early 2000 as the world economy proved more resilient to the financial crises that erupted in 1997–98 than initially believed. The turnaround in Asia was stronger than expected, with the recoveries in Korea, Malaysia, and Thailand helped by supportive fiscal and monetary policies and buoyant exports. And the expansions in China and India remained robust enough to sustain per capita income growth and reduce poverty.
The IMF acted on many fronts during the year to transform its operations. Many of these actions centered on:
increasing the transparency of members’ policies and of IMF activities, in large part by releasing an unprecedented amount of information;
developing and strengthening international standards of good practice, and assessing members’ observance of the standards;
helping member countries strengthen their financial systems, and better evaluating financial sector risks and vulnerabilities;
involving the private sector in preventing and resolving financial crises;
improving its capacity to reduce poverty in the poorest countries by transforming the former Enhanced Structural Adjustment Facility into the Poverty Reduction and Growth Facility, which makes poverty reduction a key element of a growth-oriented strategy; and
enhancing the joint IMF–World Bank Initiative for Heavily Indebted Poor Countries to provide faster, broader, and deeper debt relief.
These reforms took into account, as never before, the IMF’s role in relation to other international institutions and groups—notably the World Bank, but also the Financial Stability Forum (FSF), the Bank for International Settlements (BIS), other Basel-based groups, the World Trade Organization (WTO), the Organization for Economic Cooperation and Development (OECD), and others.
The IMF also launched a reassessment of its lending policies and facilities in FY2000—eliminating some and considering ways to strengthen others—to ensure that they meet member country needs in the current global environment. In addition, the IMF moved to introduce new safeguards to protect its resources from potential misuse by member countries and to forestall instances of misreporting of information by its members, and it discussed ways to help its members adopt sound practices of external reserve management.
***
Following the increase in IMF quotas under the Eleventh General Review of Quotas to SDR 212 billion2 from SDR 146 billion—which took effect in January 1999—the IMF’s financial position strengthened throughout FY2000. This strengthening occurred against a backdrop of improved global economic and financial conditions and a return of investor confidence in many emerging market countries. Reflecting these developments, demands for IMF financial support fell substantially—with members’ drawings of IMF general resources amounting to SDR 6.3 billion in FY2000, compared with SDR 21.4 billion in FY1999. Drawings consisted of SDR 5.7 billion under Stand-By and Extended Arrangements, SDR 0.2 billion under the Compensatory and Contingency Financing Facility (CCFF), and SDR 0.4 billion in emergency assistance for natural disasters and post conflict countries.
Drawings under the IMF’s concessional Poverty Reduction and Growth Facility (PRGF) for poor countries also fell in FY2000, to SDR 0.5 billion, compared with SDR 0.8 billion in FY1999.
As of the end of FY2000, 16 Stand-By Arrangements, 11 Extended Arrangements, and 31 PRGF Arrangements were in effect with member countries. Outstanding IMF credit amounted to SDR 50.4 billion on April 30, 2000, compared with SDR 67.2 billion a year earlier.
The IMF’s net uncommitted usable resources reached SDR 74.8 billion at the end of FY2000, compared with SDR 56.7 billion a year earlier. With the IMF’s liquid liabilities falling to SDR 48.8 billion on April 30, 2000, from SDR 63.6 billion a year earlier, its “liquidity ratio” (the ratio of net uncommitted usable resources to liquid liabilities) increased to 153.1 percent.
***
The importance of effective and timely IMF surveillance (or oversight) has intensified in recent years, owing to the rapid growth of private capital markets, increased economic and monetary integration, and higher risks of domestic policy errors spilling over to other countries. The concerted international effort to strengthen the global financial architecture underscores the important role of IMF surveillance—notably in helping to avert, or minimize the effects of, financial crises, and also covering such issues as poverty, health and education, and governance when these have a sizable influence on macroeconomic developments. Effective surveillance depends on members’ provision of timely and high quality data; the continuity of surveillance throughout the course of the year; focusing surveillance on an appropriate set of concerns; assessing vulnerabilities, especially in emerging market countries; providing clear and candid policy advice to members and increasing the transparency of members’ policies and of IMF policy advice; and promoting its member countries’ voluntary adherence to international standards and codes of good practice.
In FY2000, the Board discussed Article IV consultation reports for 127 member countries. With respect to promoting standards and codes, heightened attention was paid to helping members strengthen their financial systems—notably under the joint IMF–World Bank Financial Sector Assessment Program. The IMF also stepped up its regional surveillance over monetary unions, discussing policy developments in the European Economic and Monetary Union and in the Central African Economic and Monetary Community (one of the two monetary unions in the CFA franc zone). IMF staff also intensified discussions with regional authorities to supplement country consultations.
As part of its effort to strengthen IMF oversight, the Executive Board commissioned an external evaluation of surveillance, which it discussed in September 1999. Among the external evaluators’ key recommendations were that surveillance should focus as much as possible on matters in which the IMF has a comparative advantage—the core issues of exchange rate policy and directly associated macroeconomic policies, including financial sector and capital account issues—and on the important systemic and international issues in the world financial arena. At the Board’s biennial review of surveillance in March 2000, Executive Directors agreed that macroeconomic relevance remained a pertinent test for including issues in country staff reports. In parallel with the rapid integration of international financial markets, capital account and financial sector issues had been added to the set of core issues for IMF oversight in recent years; and given the continuing changes in the global economy, the set of core issues was likely to keep evolving. Nonetheless, all issues related to external sustainability and vulnerability to balance of payments or currency crises would remain priority concerns for IMF surveillance. Recognizing that the IMF may not have the breadth of expertise and experience needed to cover many areas that, while outside traditional core areas, might at times be critical to a country’s macroeconomic stability, the Board concluded that IMF staff would have to draw increasingly on the expertise of other institutions.
Also in FY2000, as part of its series of external reviews looking at different aspects of IMF operations, a panel of outside experts evaluated IMF research activities to assess whether they contributed successfully to meeting the organization’s main objectives. The evaluators found no major omissions in the IMF’s research agenda but saw room for improvement with respect to relevance, quality, and dissemination. The Board cited a strong case for shifting the mix of research topics toward those that added most value and minimizing duplication of work done outside the IMF. Directors noted that a refocusing of research as proposed by the evaluators was already under way—especially with regard to financial sector research—and that this shift should be strengthened.
The Board also commissioned in FY2000 a review by outside experts of the current formulas used in IMF quota calculations and reviews.
***
While the international effort to reform the world monetary and financial system—and the IMF—is a long-term one, the IMF took important new steps in FY2000. It launched experimental pilot programs in several areas and promoted their implementation with the help of technical assistance. In such other areas as capital account liberalization, exchange rate systems, and involving the private sector in crisis prevention and resolution, progress was made on developing recommendations, with discussions to continue into FY2001. During the financial year, the IMF made good progress in the following areas:
Transparency and Accountability. The IMF published more about its surveillance of members. More than 80 percent of countries published Public Information Notices (PINs)3 following their country (Article IV) consultations. At the same time, 60 member countries agreed to participate in the Article IV staff report pilot project—whereby they release their full Article IV reports—that began in April 1999. The IMF also published PINs on policy issues and documents with countries’ requests for, and use of, IMF financing. It published as well internal and external evaluations of IMF policies and operations—notably, an external evaluation and internal review of IMF surveillance, and an external evaluation of IMF economic research activities. Finally, in the spring of 2000, the Board decided to establish an independent evaluation office in the IMF, whose terms of reference and scope would be determined by the time of the Prague Annual Meetings.
To improve its own transparency further, the IMF released more financial information—including timely information on every member country’s financial position with the IMF; weekly updates of key statistics on IMF lending, resources, and arrangements with members; and regular information on the IMF’s liquidity position. Beginning in August 2000, it will also publish regularly information on the sources of financing for IMF lending. And to enhance further its financial transparency, the IMF moved to international accounting standards for its financial statements in this and future Annual Reports.
Standards and Codes. Countries’ observance of internationally recognized standards and codes of good practice to guide their policies can contribute to better informed lending and investment decisions, increased accountability of economic policymakers and private sector decision makers, and improved economic performance. Following the development of voluntary standards in areas of direct operational concern to the IMF—data dissemination; transparency of fiscal, monetary, and financial policies; and banking supervision—the IMF focused in FY2000 on disseminating and implementing these voluntary standards, including through technical assistance. It has prepared material to help countries implement the standards: a manual for the Code of Good Practices on Fiscal Transparency has been available on the IMF website since 1998, and the IMF is finalizing a supporting document to the Code of Good Practices on Transparency in Monetary and Financial Policies. The operational guidelines for a data template on international reserves and foreign currency liquidity for the IMF’s Special Data Dissemination Standard (SDDS) will be finalized by the end of 2000, after taking into account members’ experience with its implementation. Finally, to ensure that the design and implementation of standards remain appropriate, the Executive Board reviewed the experience with the SDDS and the General Data Dissemination System (GDDS) and agreed to changes in the areas of international reserves and external debt.
Strengthening Financial Systems. Although the IMF has, for some time, assessed financial sector soundness in its surveillance and lending activities, it deepened and focused its work in this area in FY2000 in collaboration with the World Bank. Its priorities were to examine the health of financial sectors systematically and identify the linkages among macroeconomic policies, the real economy, and structural and developmental issues in the financial sector.
In a major development in FY2000, the IMF and World Bank introduced, as a one-year pilot, the Financial Sector Assessment Program. The program aims to underpin a more effective dialogue with national governments, to help countries reduce vulnerabilities in their financial sectors, and to help formulate priorities for financial sector development. Within the IMF, staff members began to prepare Financial System Stability Assessments—with a focus on potential vulnerabilities—based on the Financial Sector Assessment Program reports for each country. The pilot program was well under way by the end of FY2000. Of the planned pilot assessments for 12 countries that participated voluntarily—covering a range of financial systems and geographic regions—4 were completed and 8 were in progress. Feedback from national governments has been positive and their suggestions for improvements are helping refine the program.
Work on strengthening the financial system also progressed during the year in such other forums and institutions as the Basel Committee on Banking Supervision.
Assessing Vulnerabilities. Timely, frequent, and high-quality data are critical for the IMF’s assessment of risks and vulnerabilities at both the national and international level. The IMF therefore directed much effort in FY2000 at improving both data quality and reporting and the use of vulnerability indicators in conjunction with standard economic analysis. Work to develop better methods for evaluating external vulnerability advanced on several fronts in the IMF, World Bank, and in other international institutions, and the IMF increased its emphasis on dissemination of comprehensive and timely data on external debt and official reserves of members under the Special Data Dissemination Standard.
The IMF and World Bank are also collaborating on the issue of external debt management. Drawing on research at the World Bank, the IMF, and elsewhere, the staff undertook work on debt- and reserve-related indicators of external vulnerability, which considers the analytical usefulness of various indicators and the scope for deriving simple benchmarks to better gauge countries’ abilities to withstand external shocks. Also being prepared are guidelines on sovereign debt management, a study of sound practices in sovereign debt management, and a manual for developing domestic capital markets.
Involving the Private Sector in Crisis Prevention and Resolution. In FY2000, the Executive Board made concrete progress on the essential but sensitive issue of obtaining the participation of private creditors in providing financing for a country’s adjustment program. Two efforts to secure private sector involvement through restructuring international sovereign bonds (in Pakistan and Ukraine) were encouraging, and the principle of appropriate private sector involvement seemed to be reasonably well accepted, including by the private financial community. The Board considered a framework for private sector involvement, proposed by staff, that builds on the principles articulated by the Group of Seven finance ministers in their report to the June 1999 Cologne Economic Summit and endorsed by the Interim Committee in its September 1999 communique. Under this framework, private sector involvement could be ensured mainly through reliance on the IMF’s traditional catalytic financing role if the member’s financing requirements are moderate or if the member has good prospects of rapidly regaining market access even when financing requirements are more substantial. More concerted forms of private sector involvement would be required if the financing requirement is large and the member has poor prospects of regaining market access in the near future, or if the member has an unsustainable debt burden in the medium term. Flexibility will be needed in handling individual cases, and the form of private sector involvement will depend on the circumstances of each case. The Board considered that the framework suggested by staff constituted a useful start, but pointed to several problems in making it operational, including the difficulty of the underlying analytical judgments. In this connection, the Board noted:
contracts should be honored to the extent possible;
members should seek cooperative solutions to emerging debt difficulties;
no one category of private creditor should be regarded as inherently privileged relative to others; and
the approach taken in individual cases should reflect a member’s specific circumstances and should be based on an analysis of a country’s medium-term balance of payments prospects and debt sustainability.
The Board is continuing to work on making the framework operational.
Capital Account Liberalization and Capital Controls. In several discussions during FY2000, the Executive Board underlined the benefits of capital account liberalization, but stressed the need to manage and sequence liberalization carefully to minimize potential risks. In September 1999, Directors agreed there was no single approach to securing the benefits of international capital flows while limiting the risks. Differences of view remained, however, as to the net benefit or cost of capital controls and, hence, the usefulness of controls as a policy measure. On the basis of case studies, the Board observed that:
capital controls cannot substitute for sound macroeconomic policies, although they may provide a breathing space for corrective action;
while comprehensive and wide-ranging controls appear more effective than selective controls, they also tend to be more distortionary, impede desirable transactions, dampen financial market development, and undermine investor confidence and access to international capital markets;
building effective regulatory and supervisory institutions for financial markets may take a long time;
strong prudential policies for the financial sector can play an important role in orderly and sustainable capital account liberalization, and in reducing the vulnerability of an economy to outside shocks; and
a case-by-case approach to capital account liberalization is needed.
Exchange Rates. During FY2000, the Executive Board also considered the key issues concerning the choice of exchange rate regime in an environment of increasing international capital mobility. Directors concluded that:
no single exchange rate regime is suitable for all countries or in all circumstances, but whatever exchange rate regime is adopted must be consistent with underlying macroeconomic policy;
the existing system of flexible exchange rates among the three major currencies (the U.S. dollar, yen, and euro) is likely to continue; and
in recent years, several emerging market countries have adopted flexible exchange rate regimes. The requirements for upholding a peg when capital is internationally mobile are exacting. Even with flexibility, supporting macroeconomic policies must be coherent and credible. An alternate framework to the peg, such as monetary or inflation targeting, may be needed to provide a nominal anchor.
***
The IMF provides financial support for its poorest member countries in two ways: through concessional lending under the Poverty Reduction and Growth Facility (PRGF), and through debt relief under the World Bank-IMF-sponsored Initiative for Heavily Indebted Poor Countries (HIPC Initiative). During FY2000, both the HIPC Initiative and IMF concessional lending were strengthened significantly. The IMF and World Bank—and the international community—enhanced the debt initiative to provide faster, broader, and deeper debt relief, and the IMF transformed an earlier concessional lending facility (the Enhanced Structural Adjustment Facility, ESAF) into the Poverty Reduction and Growth Facility and focused it more explicitly on achieving poverty reduction and lasting economic growth, while maintaining the objective of strengthening the balance of payments position. As of the end of FY2000, SDR 467 million had been committed to nine countries under the enhanced HIPC Initiative, and SDR 3.5 billion in PRGF financing was committed to support the reform programs of 31 low-income countries.
During the year, the IMF sustained its efforts to mobilize the financing needed to continue concessional lending under the PRGF and to provide additional debt relief under the enhanced HIPC Initiative. As of the end of FY2000, about 60 percent of member countries’ pledged contributions were in hand, or being received. The IMF’s contribution will come largely from income on the investment of proceeds resulting from “off-market” transactions involving a portion of its gold holdings.
***
During FY2000, in further efforts to strengthen its support for member countries, the Executive Board initiated a major review of the IMF’s financial policies and facilities to assess the extent to which they were still needed or, if so, whether they required modification. The review of facilities is part of the broader effort to strengthen the global financial architecture. The Board discussions resulted in the elimination of the Buffer Stock Financing Facility, the contingency element of the Compensatory and Contingency Financing Facility, and IMF support for currency stabilization funds and for commercial bank Debt and Debt-Service Reduction operations. At the same time, the Board sought to strengthen IMF policies to prevent crises. It began exploring modifications to other facilities, particularly the design of Contingent Credit Lines and other precautionary facilities, to encourage greater efforts at crisis prevention.
Also in FY2000, several allegations regarding misuse of IMF resources and episodes of misreporting of information to the IMF led the Board to review the IMF’s legal framework, policies, and procedures with the aim of enhancing safeguards on the use of IMF resources. The Board agreed on a multifaceted approach in this area that would:
require the central banks of member countries using IMF resources to publish independently audited, annual financial statements; and
introduce an experimental two-stage safeguards assessment to evaluate and strengthen control, accounting, reporting, and auditing systems of borrowing country central banks.
To address the problem of misreporting of information, the Board agreed to broaden the application of the IMF’s existing legal measures and reinforce its procedures for handling member countries’ economic and financial information.
***
The IMF offers its member countries a broad range of technical assistance and training in macroeconomic management covering fiscal, monetary, statistical, and legal areas. Outside headquarters, it provides this assistance through missions by IMF staff from various departments, and by hiring consultants and experts. The IMF Institute and other departments conduct training courses and seminars both at headquarters and overseas. A Technical Assistance Committee—composed of senior staff from concerned IMF departments and assisted by a Technical Assistance Secretariat—advises IMF management on priorities and policies and coordinates technical assistance activities within the IMF.
Technical assistance to members remained a major part of the IMF’s work in FY2000, as part of the international effort to strengthen the global financial architecture. Such assistance accounted for about 19 percent of total IMF administrative spending. Staff and experts supplied more than 300 staff-years of services, comparable to the annual average for the past five years and more than double that of the late 1980s and early 1990s. The share of technical assistance for Asia and Pacific area countries was lower in FY2000 as these countries’ demand eased with the resolution of the Asian financial crisis. The Executive Board conducted a major review of technical assistance in June 1999 and issued a Policy Statement on Technical Assistance in March 2000, clarifying, among other things, the scope and focus of technical assistance and the criteria for its allocation.
* * *
Financial year 2000 saw several important staffing and organizational changes at the IMF, most notably changes in the management team. On November 9, 1999, Managing Director Michel Camdessus of France announced his intention to resign in early 2000, after 13 years of service, and on March 23, 2000, the Executive Board named Horst Kohler, a German national, as Mr. Camdessus’s successor. Mr. Kohler assumed office as Managing Director on May 1, 2000. Earlier in the financial year, on December 14, 1999, Eduardo Aninat, then-Finance Minister of Chile, assumed office for a five-year term as Deputy Managing Director, replacing Alassane D. Ouattara, a national of Côte d’Ivoire, who left the IMF at the end of his appointment on July 31, 1999.
Global economic and financial conditions improved during the financial year,1 as the world economy proved more resilient to the financial crises that erupted in 1997–98 than initially believed (Table 1.1 and Figure 1.1). On average, output growth picked up or remained strong in the advanced economies, the developing countries in Asia, and the countries in transition, but slowed in Africa, the Middle East, and the Western Hemisphere. Core inflation was broadly stable or fell in most regions, but fiscal and external imbalances remained problematic in some countries. Financial flows to emerging markets picked up in 1999 and the cost of finance eased somewhat, but the situation was fragile and impeded recovery in many countries. At the same time, buoyant demand in North America and growing demand in Europe and parts of Asia provided needed export markets for countries emerging from recession.
Other key developments during 1999 and early 2000 included the rise in world oil prices to their highest levels since 1991, with a bottoming out of many other commodity prices; a firming of interest rates in advanced economies, except in Japan; and gains in most equity markets, driven especially by share prices of technology-related firms. Systemic economic or financial problems related to the year 2000 (“Y2K”) computer bug failed to materialize, in part because of the planning and remediation efforts undertaken by the private sector, governments, and international institutions.
The pace of economic activity rebounded in the developing countries as a group in 1999/2000, largely because of the gains made in the crisis-affected countries in Asia, and to a lesser extent in Russia. In Latin America, by contrast, economic output was unchanged on average, but did not decline sharply as was initially feared when a financial crisis struck the region in late 1998 and early 1999. Indeed, industrial production began to recover in the larger countries in the region by mid-1999. Among the advanced economies, divergent output trends remained evident. The expansion continued apace in North America, the United Kingdom, Australia, and some smaller European countries, but slowed modestly in Europe for the year as a whole. The largest countries in the euro area, however, showed increasing momentum in the second half of 1999 and into 2000. The Japanese economy remained weak in 1999, with wide demand fluctuations through the year. This global environment of strong demand and recovery in some areas but weak conditions in others helped to set the stage for developments in commodity and financial markets and a pickup in world trade.
In commodity markets, world oil prices nearly tripled from low levels of about $10 a barrel in late 1998 and early 1999; prices remained in the $25–$30 range through the end of the financial year. This price rise was attributed in part to voluntary supply restraints by some of the major oil producers and to the unexpectedly robust economic recovery in Asia. The increase in oil prices put upward pressure on inflation in 1999 and early 2000 in many countries, but not to the same extent as the oil price increases of the 1970s, and core inflation measures were largely unaffected through early 2000. Higher oil prices helped ease financial conditions in the oil-exporting countries. Other commodity prices staged a modest rebound, and the IMF’s index of nonfuel commodity prices rose by about 3 percent through the financial year, ending a trend decline of some 30 percent since the previous peak in 1996. Price developments varied by product, however, and not all exporters saw their terms of trade improve.
World trade volumes picked up in 1999 and helped improve the external environment for many countries. Imports into the advanced economies grew robustly; this largely reflected the continued strength of domestic demand growth in the United States and the recovery in Europe that began in the second half of 1999.
Table 1.1 Overview of the World Economy
(Annual percent change unless otherwise noted)
Source: IMF, World Economic Outlook (May 2000).
1 Indonesia, Malaysia, the Philippines, and Thailand.
2 Simple average of spot prices of U.K. Brent, Dubai, and West Texas Intermediate crude oil.
Imports of the advanced economies in the Asia and Pacific region were also strong, except for Japan, where domestic demand was largely stagnant. Among developing countries, for which data are preliminary, imports rose in Asia, driven in large part by a post crisis rebound in Thailand and other countries. Demand in China for foreign goods and services also increased robustly, although the reported increase in imports in part reflected a vigorous anti smuggling campaign. In contrast, import volumes fell in other regions. In the Western Hemisphere, needed macroeconomic adjustment led to a fall in imports in all the larger developing countries, except for Mexico. Significant import compression also occurred in Russia and spilled over to dampen export demand in neighboring countries, especially in the first part of the year.
Capital flows to emerging markets remained subdued in 1999. They showed only a slight improvement from the crisis-affected levels in 1998, and remained below decade-average levels. In addition, private financing shifted away from bank lending toward bond and equity finance. The largest increase in financial flows came from equity issues, with almost all of the proceeds going to Asia, where recovery was most advanced. Indeed, the recovery in emerging Asia led to a near doubling of gross private financial flows to this region. Flows into developing countries in the Middle East and Africa also rose, but were about unchanged in the Western Hemisphere, and flows into Europe fell.
Financing costs for emerging markets fluctuated during 1999 and into 2000, but remained high compared with the period before the Asia crisis, reflecting both wide interest rate spreads and a modest upward trend in advanced country interest rates. Early in 1999, the financial crisis in some countries in Latin America caused a spike in bond spreads in some countries (and reduced availability of funds), but the impact dissipated quickly as those affected took corrective policy actions. More generally, interest rate spreads appear to have been more differentiated across emerging markets as lenders took greater account of country-specific risks; this made contagion less of a force than in past episodes of financial market volatility. The failure of some countries to meet their external payment obligations later in the year and into 2000 did not appear to put systemic pressure on secondary market spreads. In the early fall of 1999, debt markets rallied (and emerging market spreads fell) as investors became more confident that Y2K computer problems would be avoided. The rally, greater differentiation, and a broadly more stable financing environment benefited from increasing confidence and had mutually reinforcing effects on the recovery in Asia in 1999 and other regions later in the year.
Figure 1.1 World Indicators
(Annual percent change unless otherwise noted)
Source: IMF, World Economic Outlook (May 2000).
1Volume of goods and services
Dollar-and euro-denominated interest rates generally rose over the period for short-term and longer term maturities, although yield curves tended to flatten in early 2000. Central banks in North America and Europe tightened monetary policies to head off future inflation. In the United States, the Federal Reserve raised interest rates from the middle of 1999 through the end of April 2000. Over the period, the Federal Reserve more than reversed the interest rate cuts made in 1998 when it provided liquidity to markets in the wake of the Russian financial crisis and the near collapse of a major hedge fund that threatened the smooth operation of financial markets. In the euro area—where the economic recovery was on track—policy interest rates were raised in late 1999. In Japan, in contrast, the Bank of Japan has followed a “near zero” interest rate policy since early 1999 as one of the measures undertaken to revive the economy.
In exchange rate markets, the three major world currencies moved significantly. The euro—introduced as the common currency of 11 European countries on January 1, 1999—depreciated through the year against the yen and the U.S. dollar, with the yen appreciating against the dollar in the second half of the year (see Chapter 2). The currencies of the larger emerging market countries were broadly stable in 1999—especially compared with the previous few years—but with a few exceptions. Currencies of the crisis countries in Asia appreciated or remained broadly stable during 1999 and into early 2000, reflecting the economic and financial turnaround in these countries. In Latin America, the Brazilian real depreciated against the U.S. dollar and neighboring currencies when Brazil adopted a floating exchange rate regime in early 1999, but the currency stabilized later in the year; Chile moved to a freely floating exchange rate regime after years of a sliding band system, without a major impact on the currency’s trend value. Other major currencies in the region were broadly stable against the U.S. dollar. Similarly, the Russian ruble became much less volatile, especially later in 1999.
In Asia, the recovery from the 1997–98 financial crisis and subsequent recession was impressive. The recoveries in Korea, Malaysia, and Thailand were supported by expansionary fiscal and monetary policies, which contributed to a turnaround in domestic demand. Buoyant exports within the region and to North America were also a source of growth and allowed imports to rise without a return to the external account deficits seen before the crisis. Thus, the region was a net supplier of financial resources to global capital markets in 1999. A recovery in economic output also began to take hold in Indonesia, which registered positive real GDP growth in 1999, after a severe output contraction in 1998. The expansion in China slowed slightly in 1999, while that in India picked up. The expansion in both countries remained robust enough to continue significant growth in per capita income and to reduce poverty. In China, economic growth was supported and reinforced by improved conditions in other economies in the region—which led to a strong export performance—and by the early effects of a fiscal stimulus package adopted in the second half of 1999. The decline in prices, which had become an increasing policy concern, began to abate from the middle of 1999, but unemployment remained a concern. In India, a pickup in industrial production in 1999 helped offset a slowing in agricultural output in the latter half of the year.
In Latin America, the macroeconomic impact of the 1998–99 financial crisis was less severe than in the earlier crisis in Asia, and activity in most economies in the region was expanding by the end of 1999. The recovery in Brazil started early in the year, led by increases in agricultural and industrial output, with the latter supported by improved competitiveness. In Argentina, domestic demand was weak in 1999, but industrial production began to rise at midyear, pointing to a turnaround in the economy. Similarly, a pickup in industrial production signaled a solid recovery in Chile. Mexico avoided an economic downturn in 1999, owing to the strength of import demand from its largest trading partner, the United States; rising oil prices and related revenue; and gains in domestic demand. Quick recoveries were helped in most of these countries by relatively low rates of inflation, which boosted confidence and allowed scope for some policy response to the weak economies. Colombia, Ecuador, and Venezuela, however, experienced sharper economic contractions.
In Africa, economic growth slowed in 1999, mainly reflecting weakness in several large countries. South Africa was affected directly by the global financial crisis and spillovers into its markets, while the pickup in oil prices during the year helped Nigeria and other oil exporters in the second half of 1999, but had little impact on annual economic indicators. Kenya and several other countries were hurt by weak nonfuel commodity prices, which with higher oil import costs, added to the recent downward trend in their terms of trade. Activity in many sub-Saharan countries was also affected by poor rainfall in 1999, as well as policy slippages in some countries in the region. Encouragingly, average economic growth picked up in the countries in the region with IMF-supported reform programs. Debt relief was provided to some of these countries as part of the first phase of the Initiative for Heavily Indebted Poor Countries (see Chapter 5).
Oil exporters in the Middle East received a boost to national incomes from higher oil prices and the terms of trade effect. The higher oil prices also relieved pressures on external and fiscal accounts brought on by low prices in past years. Output growth was weak in these countries, however, because the rise in global oil prices was caused in part by reduced oil production, which is a large part of economic output. The Egyptian economy benefited from a low inflation environment and was among the strongest in the region. Elsewhere, the Turkish economy contracted sharply in 1999, and an adjustment program was put in place late in the year.
Macroeconomic developments in the transition countries reflected both higher oil prices and the external market for exports. Russia’s economic performance was better than initially expected after its financial crisis in 1998, although in contrast to countries in Asia and Latin America, export volumes did not pick up as sharply and quickly after the exchange rate depreciation. The fiscal and external trade balances in Russia also benefited from higher world oil prices. Countries in central Europe and the Baltic region weathered the recent economic slowdown in the European Union, although output growth slowed for the year.
Divergences in economic performance among the advanced economies continued into 1999. Output and demand growth was robust in the United States during the past year and into 2000, while Japan’s economy was almost stagnant for 1999 as a whole, expanding in the first half of the year and contracting in the second half. In early 2000, however, some signs of recovery became evident, including a pickup in industrial production, a marked rise in machine orders, and a rebound in exports. The recovery remained fragile, however, as demonstrated by the weakness in consumer demand through the year. Economic activity in Europe gained momentum, especially in the second half of 1999. This overall picture masks some differences among countries in Europe, with France growing fastest among the major continental countries, and with vigorous expansions in many of the smaller countries in Europe’s new monetary union.
The current account balance of the industrial countries as a group deteriorated by $170 billion in 1999, but the deterioration was uneven across countries. The increase in the U.S. deficit, to record levels as a percent of GDP, accounted for much of the deterioration, and came at a time when the U.S. dollar was strong and when a rise in national saving was outpaced by a rise in investment spending. Current account surpluses narrowed modestly in Japan and the euro area, partly the result of higher oil prices. In sum, the industrial countries provided a needed demand stimulus to emerging market economies, but at the same time the amount of financing measured by net capital flows to them increased only slightly.
Central to the IMF’s mandate of improving the operation of the international monetary system is its oversight (or “surveillance”) of the economic and financial policies of its member countries. IMF surveillance has taken on even more importance in the wake of the Mexican crisis of 1994 and the later financial crises in Asia and other emerging market economies, and the IMF has adapted its oversight to its members’ changing needs in an increasingly integrated global economy. As a result, IMF surveillance is also the mechanism through which most of the initiatives being pursued—or planned—as part of the international community’s efforts to strengthen the architecture of the international monetary and financial system will come together (see Chapter 4). The IMF has also acted to ensure that the process of surveillance is a continuous one through the process of surveillance is a continuous one through informal and supplemental discussions and mechanisms.
The IMF carries out surveillance in several ways:
Country surveillance takes the form of regular (usually annual) consultations with member countries over their policies. (The consultations are referred to as “Article IV consultations” as they are mandated in Article IV of the IMF’s Articles of Agreement, or charter.)
Global surveillance entails periodic reviews by the IMF’s Executive Board of global economic developments, based on World Economic Outlook reports prepared by IMF staff, and periodic discussion of developments, prospects, and policy issues in international capital markets.
Regional surveillance over monetary unions has recently intensified—for example, in FY2000, the Board discussed developments in the European Economic and Monetary Union and in the Central African Economic and Monetary Community.1 Stepped-up discussions between staff and regional authorities serve to supplement country consultations with member countries.
To achieve more continuous and effective surveillance, the Board supplements its scheduled, systematic monitoring with regular informal sessions—sometimes monthly, or more frequently—on significant developments in selected countries and regions. The Board also meets regularly to discuss world economic and financial market developments. These continuing assessments by the Board inform and guide the work of IMF staff on member countries and are communicated to national authorities by Executive Directors.
In all these ways, the IMF seeks to signal dangers on the horizon and anticipate the need for policy action among its members.
The critical importance of effective and timely IMF surveillance has crystallized in recent years, owing to the rapid growth of private capital markets, increased economic and financial integration, higher risks of domestic policy errors spilling over to other countries, and the implications of current account convertibility and market-oriented reforms in most member countries.
Effective IMF surveillance increasingly depends on the following:
Provision of Information. The IMF encourages countries to introduce greater transparency and fuller disclosure of timely, reliable, and comprehensive data. Surveillance activities have thus paid more attention to the gaps or deficiencies in data that could hamper analysis and have emphasized the importance of candid information on the quality of the data available.
Continuity of Surveillance. The IMF has supplemented annual consultations with interim staff visits to member countries, and with frequent, informal Board meetings to review major developments in selected member countries.
Focus of Surveillance. Surveillance at the country level focuses on the core areas of surveillance over exchange rate, macroeconomic, and related structural policies. It examines whether, in the light of the country’s situation, these policies are conducive to achieving reasonable price stability, sustainable external positions, and economic growth. With the rapid integration of international financial markets, capital account developments, financial sector issues, and the assessment of external vulnerability—in particular for emerging market countries—have been added to the set of core surveillance issues in recent years. The set of core issues is likely to keep evolving given continuing changes in the global economy, although issues related to external sustainability and vulnerability to balance of payments or currency crises will continue to remain central. Surveillance also covers, albeit on a selective basis, such noncore issues as poverty, health and education, the environment, governance, and military spending when these have a direct and sizable influence on macroeconomic developments.
Vulnerability Assessment. Vulnerability analysis in country surveillance has been deepened, particularly for emerging market economies. Such analysis is supported by the collection of more comprehensive and timely data relevant for the assessment of vulnerabilities—including debt- and reserve-related indicators of vulnerability, and capital account development. Related work is under way on structural and institutional elements in foreign exchange reserve management, high—frequency monitoring of external liabilities of domestic banking systems, macroprudential indicators of financial sector vulnerability, and early warning systems.
Transparency. Efforts to increase the transparency of members’ policies and IMF policy advice have progressed considerably. About a third of member countries participate in a pilot program for the voluntary release of Article IV staff reports, and the vast majority of members now release Public Information Notices (PINs)2 after Article IV consultation discussions.
Surveillance and Standards. Adherence to international standards and codes of good practice, which is voluntary, is increasingly seen as important for improving the policy environment and for reducing countries’ macroeconomic and financial vulnerability. Progress has been made in developing and strengthening standards, including the Special Data Dissemination Standard (SDDS), the Code of Good Practices on Transparency in Monetary and Financial Policies, and the Basel Core Principles (BCP) of banking. Progress has also been made in preparing assessments of members’ observance of standards through the experimental Financial Sector Assessment Program (FSAP) and Reports on the Observance of Standards and Codes (ROSCs). IMF surveillance provides a framework within which to organize and discuss with national authorities the implications of assessments of adherence to standards and codes.
The IMF holds consultations with its member countries generally every year to review each member’s economic developments and policies. Consultations are not limited to macroeconomic policies, but touch on other policies affecting the macroeconomic performance of a country, including, for example, where relevant those relating to the labor market, governance, and the environment. With the intensified global integration of financial markets, the IMF is also taking into account more explicitly capital account and financial and banking sector issues (see Chapter 4 for discussion of mechanisms for strengthened surveillance of members’ financial sectors).
To conduct country surveillance, an IMF staff team visits the country, collects economic and financial information, and discusses with the authorities the economic developments that have occurred since the last such visit, and the monetary, fiscal, and relevant structural policies that the country is pursuing. The Executive Director for the member country usually participates. The IMF staff normally prepares a concluding statement, or memorandum, summarizing the discussions with the member country and leaves this statement with the government. If a country decides to release the staff’s concluding statement to the public, the IMF publishes the statement on its website. Back at IMF headquarters, the staff prepares a written report describing the economic situation in the country and the substance of the policy discussions with the government, and evaluating the country’s policy stance. The Executive Board then discusses this report. The country is represented at the Board meeting by its Executive Director. The views expressed by the Board members during the meeting are summarized by the Chairman of the Board (the Managing Director), or the Acting Chairman, and a summary text (“summing up”) is produced. If the Executive Director representing the member agrees, the summary text is released to the public, together with introductory background material, as a Public Information Notice. In FY2000, the Board conducted 127 Article IV consultations with member countries, 106 of which resulted in the issuance of a PIN (see Table 2.1); PINs also appear on the IMF website.
In addition to Article IV consultations, the Board carries out surveillance in its discussions of ongoing IMF financial arrangements in support of members’ economic programs, of financial arrangements intended as precautionary, and through staff-monitored programs.
Precautionary Arrangements. Member countries agree with the IMF on a Stand-By or Extended Arrangement but do not intend to use the financial resources committed unless circumstances warrant. The country has the right, however, to draw on the resources provided it has met the conditions agreed upon in the arrangement. Such arrangements help members by providing a framework for economic policy and highlighting the IMF’s endorsement of its policies, which boosts confidence in them. They also assure the country that IMF financing will be available if needed and if the agreed conditions are met.
Staff-Monitored Programs. The IMF staff monitors a country’s economic program and meets regularly with the country’s government to discuss the policies undertaken. Staff monitoring does not constitute formal IMF endorsement of the member’s policies, nor is financing provided.
The Executive Board’s conduct of global surveillance is based on staff reports on the World Economic Outlook, which feature a comprehensive analysis of prospects for the world economy, individual countries, and regions, and an examination of topical issues. Although these reports are usually prepared (and published) twice a year, they may be produced more frequently if rapid changes in world economic conditions warrant.
During FY2000, the Board met on two occasions to discuss the World Economic Outlook: in September 1999 and in March 2000. These discussions focused on the strengthening global economic recovery.
At their World Economic Outlook discussion in September 1999, Directors welcomed the strengthening of the global economy during 1999 to date, led by rapid recoveries in most of the crisis-hit Asian economies and, to a lesser extent, in Russia; preliminary indications of a long-awaited turnaround in Japan; a better-than-expected outcome in Brazil; a firming of activity in much of western Europe; and ongoing growth in the U.S. economy. Reduced tension in financial markets was supporting growth in many emerging market economies, a number of which were also helped by increases in some key commodities prices, including oil. Economic activity in the industrial world was being underpinned by generally benign inflation, low interest rates, and improved fiscal positions in most cases. Directors also concurred with the staff’s projections of a further pickup in growth in 2000, with expected mild slowdowns in the United States and Canada more than offset by stronger activity in other industrial countries and in most emerging market economies.
While Directors agreed that the risks surrounding these projections appeared reasonably well balanced, several emphasized the uncertainties in the outlook. Of particular concern was the potential impact of a slowdown in the United States. Most Directors agreed that such a slowdown was inevitable and necessary given the rising domestic and external imbalances in the U.S. economy. Several noted, however, that a smooth transition to a somewhat slower and more sustainable growth rate could not be taken for granted. Moreover, they and other Directors questioned whether growth in Japan and Europe would be sufficiently robust to compensate for slower expansion in the United States.
At their March 2000 meeting on the World Economic Outlook, Directors noted with satisfaction the rapid recovery in the world economy in 1999, and the prospect of even stronger growth in 2000. Global economic and financial conditions had improved dramatically during the past year, with growth picking up in almost all regions of the world. Directors noted that the remarkable strength of the U.S. economy and the robust growth apparent in western Europe had provided key support for faster-than-expected recoveries in Asia, Latin America, and other emerging market regions. Determined actions to deepen adjustment and reform efforts by policymakers in the crisis-affected countries, together with support from the international community, were also important. Directors considered that, at least in the near term, staff projections for global growth might well require adjustment on the upside.
At the same time, Directors expressed some concern about the potential for a correction of highly valued stock prices around the world (especially in the technology and information sectors), the mixed signals regarding economic recovery in Japan, the vulnerabilities in emerging market regions, and the possibility that growing global economic and financial imbalances could, if unchecked, disrupt world growth. A sustained pickup in domestic demand in western Europe and Japan, together with some slowing of U.S. growth, would help achieve a more balanced pattern of growth among the major industrial countries. Several Directors cited added uncertainties arising from the increases in world oil prices. In view of these concerns, and notwithstanding the overall improvement in the global economy, policymakers worldwide faced important, but widely varying, challenges. In some countries, macroeconomic policies had to be directed toward providing ongoing support for recovery while, elsewhere, further firming in the macroeconomic stance was probably needed to reduce risks of overheating. More broadly, prospects for sustained growth in almost all developing countries, and in many advanced economies, would be enhanced by more vigorous and wide-ranging structural reforms.
In considering developments in the United States, Directors saw few signs of slowing economic activity despite several interest rate increases by the U.S. Federal Reserve; indeed, growth accelerated toward the end of 1999. They suggested that the combination of strong investment and productivity growth, subdued wage pressures, and ongoing low inflation—resulting from fundamental changes in the economy—had raised the U.S. potential growth rate. Nevertheless, many Directors were concerned about rising internal and external imbalances in the economy that had accompanied the prolonged expansion, including a record-high current account deficit, strongly negative net private saving, and high stock market valuations. Directors recognized the central role that U.S. demand had played in supporting recovery worldwide, as well as the importance of the strong domestic investment climate and increases in national saving in the evolution of the current account. Many Directors agreed, however, that some further firming in U.S. interest rates would probably be unavoidable, absent clearer signs of a moderation in demand. Such a strategy would improve the prospects for a “soft landing” in the economy, whereas a delayed response could increase the risk of a further buildup of the imbalances and of a subsequent “hard landing.” A more balanced pattern of global growth would help reduce the U.S. external deficit.
Some Directors noted, however, that further increases in U.S. interest rates could set back the prospects for sustained recovery in some key emerging market economies, notably among the Latin American countries requiring significant external financing in the coming years. These Directors advocated a cautious approach to further monetary tightening and considered that, alternatively, reliance on further fiscal consolidation to slow domestic demand growth would avoid the risk of spillover effects on world capital markets. They recognized, however, that implementing further fiscal tightening with a budget already in surplus could prove politically difficult. More generally, Directors agreed that further fiscal stimulus, whether through substantial tax cuts or spending increases, would be dangerous under the circumstances. Instead, they argued that the welcome increases in public saving should be assigned largely to reducing debt and meeting the longer-term fiscal requirements associated with an aging population.
Turning to Japan, Directors agreed that economic indicators provided unclear signals regarding prospects for recovery. The data on fourth-quarter 1999 GDP, along with trends in household spending, confirmed that real activity had again weakened following the short-lived upturn in the first half of 1999, while the index of leading indicators provided scope for more optimism about the economic outlook.
Most Directors considered that a strong, self sustaining recovery in Japan led by private domestic demand still appeared some distance away, and that supportive macroeconomic policies should therefore be maintained. Directors agreed that Japan’s zero interest policy remained appropriate for monetary policy, with several suggesting a further easing of monetary conditions, especially if the yen were to appreciate again. Some Directors also considered that the introduction of an inflation-targeting framework could help improve the monetary framework. Most Directors believed that fiscal policy also should continue to support recovery, although a number of them suggested that the focus should soon start moving toward fiscal consolidation, given the rapid rise in public debt, pressures on longer-term interest rates, and the need to deal with the approaching fiscal pressure from public pension arrangements. In this connection, several Directors were concerned about the efficacy of successive fiscal packages to put the economy on a self—sustained growth path. Directors underscored the crucial role of structural reforms in boosting confidence and thus enhancing the efficacy of Japanese macroeconomic policies, noting also that with zero interest rates and high levels of public debt, the scope for continued expansionary macroeconomic policies might be reaching its limits. Against this background, Directors were concerned about delays in implementing some important structural reforms, and what they perceived as a weakening of other initiatives. They believed that, while structural adjustment could have a downside impact on some sectors, this would be more than offset over time by the broader-based improvements in confidence and activity that would follow from measures to liberalize domestic markets, strengthen the financial system, and address other structural weaknesses.
Directors welcomed the pickup in confidence and activity in the euro area. They noted the improvements in economic performance of the largest economies in the region, but observed that growth remained substantially more dynamic in several of the smaller countries. Fiscal policy had to play a central role in moderating risks of overheating among the fast—growing economies, even though fiscal adjustments might be politically difficult given the emerging budget surpluses in some of these countries. A broad program of fiscal reform was also required in most euro-area economies to reduce current and longer-term expenditure pressures and provide greater scope for tax relief. Directors argued that the recovery under way provided an important opportunity to push ahead with these fiscal reforms, and with complementary structural adjustment—especially in labor and product markets—to help sustain the recovery. While all Directors agreed that monetary policy should continue to focus on maintaining low inflation, some thought that monetary conditions should continue to support recovery in view of the slack still evident in the region. Some other Directors, however, suggested that firming monetary conditions could be expected in the year ahead, given the risk of price pressures—including in asset markets—developing in some countries.
In considering developments in the advanced countries, Directors gave particular attention to trends in asset prices. They noted that asset price inflation was a general concern, encompassing the United States and much of western Europe. High asset prices posed a formidable challenge for macroeconomic policy in the prevailing environment of low inflation in goods and services markets. On the one hand, given the practical difficulties in determining the equilibrium value of asset prices and the fact that they are traded in relatively efficient markets, Directors felt it was unsuitable for macroeconomic policy to try to target those prices. On the other hand, as rapid and prolonged buildups in asset prices might worsen inflationary pressures and threaten financial stability through their impact on aggregate demand and domestic credit, asset price developments could well be a serious concern for central banks. Directors agreed that, to the extent asset prices provided valuable information about future developments in economic activity and inflation, such information should be taken into account in inflation and monetary targeting frameworks—but that prices of goods and services should remain the policy target. While agreeing that targeting asset prices should not become a permanent policy goal, some Directors considered that there may be instances in which macroeconomic policy should “lean against the wind” and try to stem financial market excesses, even though inflation in goods and service markets remained quiescent—although they recognized the practical difficulties in determining when and to what extent such a policy should be implemented.
In the United States, Directors noted that, despite some uncertainty, many valuation analyses pointed to some degree of overvaluation in key broad indices. In light of evidence that wealth effects stemming from the stock market might contribute to fueling growth of domestic demand well in excess of increases in potential output, Directors felt that the U.S. steps to tighten monetary conditions had been appropriate—and that the need for further tightening would have to be kept under close review.
As for the euro area, Directors agreed that the main challenge for macroeconomic policy arising from asset price movements remained the magnitude of regional divergences, with property prices, in particular, rising far more rapidly in some fast-growing euro-area countries on the periphery than in the region as a whole. While faster growth on the periphery was at least in part justified by regional convergence in incomes associated with economic integration and the introduction of the euro, the potentially significant impact of asset price corrections on financial conditions in some small European countries posed a problem for the conduct of monetary policy.
Turning to economic developments in Asia, Directors welcomed the rapid recovery in the crisis-affected countries and the projections of continued strong growth. Rising exports had played a key role in this recovery, adding to the support from public spending and, more recently, from private domestic demand. Directors agreed that fiscal stimulus should be steadily withdrawn as growth became self-sustaining. Indeed, several Directors suggested that in the countries with recoveries most advanced, macroeconomic policies should focus on reducing risks of overheating and containing the growth in public debt. Directors urged the crisis-affected countries to maintain the momentum of structural reforms—especially in the financial and corporate sectors and in the institutional and prudential framework—and cautioned that the recoveries could prove short-lived if these reform efforts were relaxed. And to maintain the prevailing robust growth rates in China and India, further structural reforms were needed.
In Latin America as a whole, the downturn in 1999 had proved to be milder than expected because of the sustained pursuit of prudent macroeconomic and structural policies, although several countries experienced severe recessions. Directors agreed with staff projections that a broader-based recovery should emerge in 2000 and continue into 2001. Several elements were contributing to the improvement in regional economic conditions; these included strong growth in the United States, rising commodity prices, and declining inflation and interest rates. Nevertheless, several Directors cited remaining vulnerabilities—especially the high external financing needs of the largest countries and persistent weaknesses in some smaller economies. Directors urged these countries to continue to take steps to reduce risks and maintain the confidence of international investors. Key measures would include reducing fiscal deficits, where further progress was expected in 2000; implementing monetary policy frameworks designed to achieve or maintain low inflation; and, to support these objectives, enacting further structural and institutional reforms, including greater trade liberalization. Directors also emphasized the importance of increasing public and private domestic saving to help reduce reliance on foreign financing.
Russia’s economy experienced a rapid turnaround in 1999, but prospects for a sustained recovery remained uncertain. The reductions in Russia’s fiscal and external imbalances in 1999 largely resulted from higher oil prices, with import compression and substitution also contributing to growth. Directors agreed that a firm and wide-ranging reform effort was needed to improve the investment climate and medium-term growth prospects. Priority had to be given to strengthening the institutions and processes that underpinned market economies—including the legal framework, competition policy, transparency, and governance. Such reforms would reinforce efforts to tackle key structural weaknesses in the economy, particularly in the tax regime, in the banking system, and in many parts of the corporate sector.
Economic conditions were strong among the central and eastern European transition economies seeking accession to the European Union (EU). Growth was expected to pick up in all these countries in 2000, helped in most cases by growing exports to western Europe and stronger investor confidence. But further progress with structural adjustment would be needed for sustained improvements in economic prospects and to prepare for eventual EU membership. In some countries, more rapid progress with fiscal consolidation was also desirable as growth strengthened, to reduce pressures on inflation and interest rates.
For many countries in the Middle East and several in Africa, the rise in international oil prices had contributed to improvements in fiscal positions, current account balances, and other dimensions of economic performance. Increases in some nonoil commodity prices (such as metals) also supported external earnings growth in several African countries, although low prices for other products (such as tea, coffee, and cotton), combined with unfavorable weather (particularly in Mozambique), had slowed growth prospects elsewhere. In this regard, Directors agreed on the importance of continued economic diversification to reduce these countries’ vulnerability to swings in the prices and volumes of commodity exports. They were encouraged that substantial progress had been made in these regions, including among many of the smaller countries in Africa, in laying the groundwork for broader-based growth. In view of the remaining economic and social challenges, these reform efforts had to be expanded to make substantial inroads on poverty and provide a better environment for economic development.
At their March 2000 discussion of the World Economic Outlook, Directors also reiterated their commitment to policies aimed at raising the living standards of the least well-off. Although economic performance in most developing countries had on average been unsatisfactory over the past 30 years, Directors were generally encouraged by gains in real per capita income in many poor countries in Asia—notably in China and India—and, more recently, in several countries in Africa, where programs directed at achieving reasonable price stability, prudent fiscal balances, and sustainable exchange rate regimes had been successfully implemented.
Directors emphasized the critical relevance for economic development of market-friendly institutions and an environment in which individuals and businesses could save and invest, and expect to enjoy the future benefits of their endeavors. Political instability, war, and the absence of the rule of law were critical impediments to such a setting and to development more generally. Directors called for continued progress in removing distortions in domestic markets by eliminating price controls and subsidies, liberalizing external trade, and combating corruption through effective and transparent government. Many developing countries also had to establish sounder financial markets to allocate efficiently savings to profitable investments. Many of these countries, especially the poorest, would also benefit from giving higher priority to health and education programs to help break the poverty cycle by increasing productivity. Directors cautioned, however, that there was no unique formula for starting and sustaining economic growth; each country would have to decide how best to provide the necessary fundamentals for economic prosperity through the combined efforts of government and representatives of civil society. In this respect, Directors emphasized that local “ownership” of the reform process was crucial to its success.
Unsustainable levels of external debt are a critical impediment to economic growth and poverty alleviation, especially in some of the poorest countries. Without significant debt relief, incentives for government reform and private investment are dulled, and countries can be caught in a vicious debt and poverty trap. Directors emphasized the opportunity provided by the recently enhanced Initiative for Heavily Indebted Poor Countries (HIPCs), under which debt would be lowered to sustainable levels through concerted efforts by the international community (see Chapter 5).
Directors recognized the important contributions to debt relief being made by the membership, and in particular the advanced economies, both directly and through international organizations. Several Directors called for a reversal in the downward trend in official development assistance, and cautioned that debt relief associated with the HIPC Initiative should not be seen as a substitute for future development assistance. These Directors drew attention to the more effective use of development assistance, for example, through strengthened incentives for reform in the recipient countries and through better targeting of aid to address these countries’ needs. Many Directors also called on advanced economies to enhance the effectiveness of the HIPC Initiative by reforming their trade policies, especially in such areas as agricultural products and textiles, where current policies had particularly damaging effects on trade opportunities and growth prospects for developing countries.
At the end of July 1999, Executive Directors conducted their annual review of developments in, and prospects for, international capital markets. Directors also discussed the lessons learned from the 1998 global financial market turbulence and the emerging market crises. Although financial market conditions had improved in the past year, Directors underscored some risks and uncertainties in the outlook. They differed about the lessons of the turbulence of 1997–98 and the initiatives being considered to address shortcomings in the global financial architecture. Although Board members broadly supported efforts to enhance market discipline, prudential supervision, and regulation, they achieved less consensus on the specific measures to be taken and whether the problem of ensuring appropriate incentives was being adequately addressed. The risks of globalization and how to address them, Directors agreed, should remain at the center of the IMF’s research activities.
As of July 1999, the Board noted that the operation of international capital markets was considerably more favorable than in 1998, but cited several remaining risks and uncertainties, and sentiment was still unusually fragile. Even though financial market activity had in many respects returned to normal in the advanced countries, external financing remained unusually tight for many emerging markets. Spreads on these countries’ external debt instruments remained in several cases very high, and internationally active banks continued retreating from the emerging markets. As a result, volatility continued to be high and significant vulnerabilities remained.
The continued strong macroeconomic performance of the U.S. economy, signs of a broader pickup in continental Europe, and Japan’s progress in addressing its financial sector and macroeconomic problems augured well. The main risks related to the sustainability of the current combination of exceptionally high U.S. equity prices and U.S. dollar strength and the possibility that either a spontaneous reassessment or further moves by the Federal Reserve to tighten monetary policy could trigger a significant correction in equity prices. While many Board members were confident that the advanced countries could withstand a modest U.S. equity correction, a number of Directors felt uncertainty about the extent and distribution of leverage in advanced financial systems that risked a more severe fallout—one with adverse implications for the emerging markets, especially countries whose markets were already weak.
While welcoming the rally in emerging market asset prices since the start of 1999, a number of Directors pointed to the risks resulting from continued tight external financing conditions and the ongoing pullback of international investors. This reduced access to capital markets had put severe pressures on several emerging market banking systems; this, in turn, contributed to cutbacks in local funding for domestic corporate securities, making debt service more difficult. A number of Directors noted that a vicious cycle had been evident since Russia’s August 1998 unilateral debt restructuring, as pullbacks of international investors from emerging markets contributed to low liquidity and relatively high volatility, which in turn discouraged participation by other investors. While expressing some confidence about the near-term outlook, some Directors remained concerned about the degree of effective financial and corporate restructuring in several of the Asian-crisis countries.
Executive Directors discussed the systemic and other issues related to highly leveraged institutions and activities in 1998 and the reforms being considered to contain excessive leverage. The buildup of financial risks that preceded the 1998 turbulence had raised important questions about the current lines of defense against systemic risk—especially weaknesses in market discipline, prudential supervision and regulation, and macroprudential surveillance. Directors differed somewhat, however, on the importance of different lines of defense and what could be done to strengthen them. While a few Directors argued for direct controls over hedge funds, most saw major difficulties in seeking to regulate these institutions directly; they supported ongoing efforts—including by the Basel Committee on Banking Supervision—to influence hedge funds indirectly by significantly strengthening oversight by counterparty banks and through improved market discipline.
Many Directors believed insufficient market discipline by creditors, counterparties, and shareholders was a key element allowing the buildup in vulnerabilities and leverage that preceded the 1998 turbulence. These Directors believed that the lack of adequate market discipline may have reflected other, more fundamental, deficiencies that pointed to the need for improving financial disclosure and transparency and better aligning internal, market, and regulatory incentive structures. In this connection, several Directors saw a key challenge for private financial institutions and for public policy in maintaining the efficiency enhancing aspects of modern finance while reducing the system’s tendency toward financial excesses and virulent market dynamics. Several Directors noted that more proactive prudential supervision and market surveillance could help detect and avoid a buildup in vulnerabilities. They suggested that the presence of the public safety net for financial institutions created countervailing incentives that may work against market discipline. Some Directors felt that the staff’s analysis could have given further consideration to the issue of moral hazard and to the analysis of options to reduce it; some others, however, were not convinced that safety nets had given rise to moral hazard or had been excessive. Directors agreed that the ability to supervise and monitor modern financial systems would remain critical.
Directors unanimously welcomed the reform proposals on improved transparency and disclosure by both private sector groups and officials. Such proposals would likely require all financial institutions—including highly leveraged institutions—to provide more information. An important next step was to agree on a core set of data on firms’ risk exposures, and on the frequency with which it should be disclosed to market investors, counterparties, and, where relevant, supervisors.
Many Directors observed that greater disclosure and improved transparency may not in themselves be sufficient to improve credit and counterparty risk assessment; rather, internal incentive structures were required to encourage firms to obtain information and act upon it. Several Directors felt that current reform proposals did not generally address the need for such changes in incentives. In this connection, a number of Directors pointed to the proposed revisions to the Basel Capital Accord as a first step toward correcting possible regulatory distortions.
Several Directors expressed concern that the ongoing rapid pace of financial liberalization, innovation, and globalization was contributing to changes in the nature and sources of systemic risk that were not fully understood. They thus suggested the need for additional consideration of how regulators who supervise internationally active financial institutions could stay abreast in an increasingly dynamic and interrelated global economy.
As to market dynamics, Board members noted that there was no unambiguous answer to the question of optimal design of risk control mechanisms that would strike a balance between the slow adjustment to shocks that has traditionally characterized relationship banking and the rapid adjustment that takes place in modern capital markets. Some Directors felt the key to avoiding the turbulence seen in the fall of 1998 was strengthening risk management and control procedures to avoid a buildup in excessive leverage. Others suggested that the mechanical and rigid use of risk management practices—together with frequent marking to market—might unnecessarily worsen financial market strains once a crisis had erupted, because of the speed with which they call for portfolio rebalancing and deleveraging.
Regarding macroprudential oversight, several Directors cited the need to better understand and monitor the complex nexus between monetary and financial policies—in particular, the role that abundant liquidity conditions might have played in the 1998 buildup of leverage. Several Directors called for greater attention to how the growth of global liquidity might be monitored and, more broadly, to its possible role in foreshadowing a buildup of leverage and imbalances—although a few Directors underscored the difficulty in defining and measuring such a concept. A number of Directors also wondered whether national authorities were adequately exploiting the synergies between macroprudential surveillance and the supervision of individual financial institutions. Several Directors suggested that more proactive and countercyclical prudential supervision and market surveillance could play a key role in helping avoid excessive leverage. Some Directors were concerned, however, noting the difficulty in appropriately timing any changes in capital adequacy ratios relative to the business cycle, as well as to divergences in business cycles around the world.
A number of Directors observed that, while improvements in the lines of defense (private sector risk management, banking supervision, and market surveillance) should help address the systemic issues associated with the highly leveraged institutions, they would not address concerns about the impact of such institutions on small and medium-sized markets. Several Directors therefore suggested that further work was needed to better understand the conditions under which the activities of highly leveraged institutions could destabilize small and medium-sized markets.
A number of national authorities had resorted to relatively “nonstandard” responses to deal with extraordinary external pressures, including official intervention in bond and equity markets and the imposition or intensification of capital and foreign exchange controls. A number of Directors defended using such tools in the face of pressures seen as out of proportion to underlying fundamentals and given the aggressive tactics adopted by some investors. These Directors considered that such measures should not be ruled out in exceptional situations, to complement other policy adjustments. They recognized, however, that over the longer term, nonstandard official responses could negatively affect the risk-reward profile of various financial market investments. Other Directors suggested that the evidence on the efficacy and desirability of these interventions was at best inconclusive.
A number of Directors considered the capital controls that Malaysia adopted useful insurance against future speculative activity and believed that, in that sense, the controls had served their purpose. These Directors also argued that Malaysia had effectively used the protection provided by controls to continue restructuring its banking and corporate sectors. Some other Directors, however, noted that the use of controls might prove damaging to Malaysia’s longer-term interests and could deter future capital inflows. They thus urged other countries to use caution in adopting similar measures.
The major credit rating agencies had become important providers of independent assessments of sovereign and private credit risks, Directors noted. The credit ratings issued by these agencies could have a strong impact on both the borrowers’ cost of funding and the willingness of major institutional investors to hold certain types of securities. Also, since the Basel Committee on Banking Supervision had proposed to make credit ratings a key determinant of the risk weights attached to bank exposures, many Directors believed that the influence of the credit rating agencies was likely to expand.
In view of the potential impact of rating changes on capital flows to emerging markets, a number of Directors were concerned about the performance of the major rating agencies before and during the recent emerging market crises. These agencies had introduced a procyclical element into global capital flows, contributing to the excessive capital flows into emerging markets, as well as to their abrupt reversals. Moreover, some Directors observed that the rating agencies failed either to give a warning of the crisis or accurately reflect economic fundamentals. Some Directors noted, however, that the lessons drawn by the credit rating agencies from their experiences were similar to those reached by the IMF staff for improving surveillance.
Several Directors expressed reservations about reliance on credit ratings, especially for sovereigns, in determining risk weights for bank lending. They noted that there was no clear track record regarding the accuracy of sovereign ratings and saw a clear need for the rating agencies to improve significantly the quality of their analysis—including by taking into account increased international interdependence and greater market complexities.
At a February 2000 meeting, Executive Directors discussed recent developments and regional policy issues in the Central African Economic and Monetary Community (CEMAC). They commended the efforts of CEMAC member countries (Cameroon, the Central African Republic, Chad, the Republic of Congo, Equitorial Guinea, and Gabon) to strengthen economic integration and to pave the way toward the creation of a single domestic market. The growing range of economic policies formulated and implemented at the regional level meant that a policy dialogue by the IMF with regional institutions could usefully complement bilateral surveillance, and should facilitate the monitoring of IMF-supported programs in the CEMAC area.
Directors noted that, in contrast to the impressive economic improvements of the community members after the devaluation of the CFA franc in early 1994, the economic and financial situation of the region deteriorated sharply in 1998 and in the first part of 1999. The substantial decline in the terms of trade had been aggravated by a loss of fiscal control in one of the major countries and the accommodating monetary policy of the regional central bank, as well as domestic conflicts in two other countries.
In this context, Directors welcomed the adoption by the CEMAC, in September 1999, of a regional policy package prepared by the central bank to promote macroeconomic policy convergence, fiscal discipline, and economic cooperation. This package, together with the recovery in the international price of oil, an improved security situation in the region, and the adjustment under way in member countries, should help improve the economic outlook of the region in 2000 and beyond. Directors urged the member governments and the regional institutions to seize the opportunity of CEMAC’s creation to establish a solid framework for close coordination of fiscal and structural policies, so as to provide firm support to the common pegged exchange rate regime.
Directors noted that the exchange rate realignment of January 1994 had helped improve the competitive position of the region and led to a strong increase in the growth of nonoil output and of exports. While the available indicators suggested that the competitive position of the CEMAC remained broadly adequate, Directors stressed that those indicators should be monitored closely, in view of the demonstrated high vulnerability of the external current account. Sound macroeconomic policies and decisive progress in structural reforms—including improved governance—were essential in all member countries to boost productivity growth, maintain the region’s competitiveness, and promote economic diversification.
The envisaged system of mutual regional surveillance of member countries’ fiscal policies will contribute to the financial stability of the CEMAC. Firm fiscal discipline should remain a priority for all the member countries. Directors saw merit in the proposal to introduce oil stabilization funds to gear central bank lending more appropriately to broader macroeconomic objectives. They welcomed the intention to phase out the current mechanism that grants automatic credit to the government (subject to ceilings) in the context of the development of a regional government securities market as a vehicle for nonbank financing of the treasury’s domestic borrowing requirements.
Board members cited the progress made by the COBAC, the regional banking commission, in conducting bank supervision in the region but stressed the importance of completing promptly the bank restructuring programs in the two remaining countries of the region and achieving the full privatization of banks. They also encouraged the authorities to strengthen further their prudential arrangements along the lines of the core principles for effective banking supervision recommended by the Basel Committee, and to expand COBAC’s technical capacity.
The quality of financial intermediation in the region would benefit from a better functioning of the regional interbank market, the introduction of a single zonewide licensing agreement for banks, and more competition among financial institutions. Directors urged the CEMAC to move quickly to establish a functioning regional financial market.
The Board welcomed the major trade policy reforms initiated in 1994 by the CEMAC countries, particularly the adoption of a common external tariff and the liberalization of intraregional trade. Directors encouraged the authorities to further liberalize trade by simplifying the tariff structure, reducing average tariff rates, and eliminating remaining intraregional barriers.
Any strategy for regional integration and economic growth would have to include the establishment of a common legal and regulatory environment conducive to development of the private sector and investment, and efficient resource allocation, Directors emphasized. They underscored the need to implement the recent initiatives in the areas of business laws, investment charter, and competition policy. Directors also stressed the need to enhance the production of timely and reliable regional statistics to strengthen regional surveillance, and encouraged the authorities to seek technical assistance in this area.
Some Directors hoped that eligible CEMAC countries would obtain debt relief under the enhanced Initiative for Heavily Indebted Poor Countries.
In March 2000, discussing the monetary and exchange rate policies of the euro area, Directors noted that the near-term outlook had brightened with the deepening and broadening of the recovery, but that the key policy challenge remained to create conditions for sustained rapid growth. To this end, Directors urged a monetary strategy firmly focused on price stability, national fiscal policies aimed at promoting public saving and favorable supply-side responses, and intensification of structural reform efforts.
Directors commended the European Central Bank (ECB) for a policy stance that had been supportive of the euro-area economy throughout 1999, without endangering medium-term price stability. While acknowledging the need for a gradual return to a more neutral position as the cycle matured, many Directors thought this supportive orientation should be maintained in 2000. In particular, they saw no pressing need for an increase in interest rates in the near future, in light of the remaining slack in labor and product markets, the gradual pace at which it had been taken up, the prevailing moderation in wage claims, and downward price pressures stemming from deregulation in key sectors. These Directors also argued that monetary policy should be mindful of the need to probe cautiously the margins of untapped resources, taking into account some signs of an improved inflation-output trade-off in the euro area, as had occurred in the United States. Some Directors, on the other hand, saw risks to price stability on the upside—owing to, among other things, generous liquidity conditions in 1999 and rising oil and commodity prices; they felt it remained necessary to react quickly to threats of inflation. Directors generally agreed that the steadfast pursuit of structural reforms offered the best chance for noninflationary growth in the euro area and maintenance of market confidence, while allowing monetary policy to focus on continued price stability.
The ECB had made important strides in providing information to the public on its strategy and its assessment of economic conditions, but Directors felt that greater transparency could make monetary management more effective. They welcomed the ECB’s intention to publish macroeconomic projections—including projections of inflation—which, without implying a departure from the accepted monetary policy strategy, would promote a better understanding of how the ECB forms its view of the inflation outlook and enhance the credibility and predictability of policy.
Against the backdrop of stronger activity in the euro area and of the current and capital account imbalances among the major currency zones, Directors agreed that the prevailing weakness of the euro was undesirable. Lagged exchange rate responses of trade flows, they emphasized, could worsen existing patterns of trade imbalances and heighten the risks of abrupt exchange rate reversals and of protectionist pressures.
Nonetheless, Directors observed, a monetary policy reaction was appropriate only in the face of a threat to medium-term price stability. To the extent that a weak euro reflected the relative cyclical positions of the United States and the euro area, as well as markets’ concerns about the structural rigidities that could undermine the sustainability of the expansion, a monetary response in the absence of clear risks to price stability would do little to strengthen the currency. In the Board’s view, a recovery of the euro would come from markets becoming better attuned to the fundamental strength of the euro-area economy, greater cyclical convergence between the United States and the euro area, and greater progress on structural and fiscal reform in many euro-area countries.
Directors acknowledged the progress toward fiscal sustainability in the run-up to Stage 3 of the European Economic and Monetary Union, which occurred on January 1, 1999. Most Directors pointed out, however, that the adjustment effort had slackened in 1998–99 and needed to be reinvigorated. Such improvements were necessary to create the scope for discretionary fiscal policy, which is particularly important in the framework of a uniform monetary policy. These Directors indicated that, although the updated stability programs for 2002–03 were, in some cases, more ambitious than the previous ones in proposing tax cuts, the programs did not go far enough in providing the area as a whole with the necessary improvements in structural primary balances and reductions in tax burdens.
In the improved cyclical setting, Directors emphasized that manageable targets for 2003 should include the achievement of fiscal balances or surpluses in all euro-area countries, and reductions in the euro-area revenue-to-GDP ratio. They also stressed the need to ensure durable improvements in the fiscal positions of most countries by further reforming health care and modifying pension systems to guarantee lasting reductions in public spending. Such spending restraint was essential for allowing tax rates to be reduced significantly from current levels, while maintaining fiscal prudence and achieving the approximate fiscal balances or surpluses envisaged under the Stability and Growth Pact.3
While the euro-area countries had made considerable progress in reforming the product, services, and capital markets, the euro-area reform strategy was still too limited in scope. To continue cutting area-wide unemployment, Directors urged the governments to accelerate labor market reform.
In the labor market, most Directors felt that many countries needed to reassess the eligibility conditions for unemployment compensation and welfare assistance, promote a less rigid and more differentiated wage structure, and broaden the scope of the most effective vocational and apprenticeship programs. In the product and service markets, Directors welcomed the ongoing progress in privatization and deregulation but called for stepped-up efforts to lock in the beneficial effects of competition. They cited ample scope for further opening up access to still-sheltered sectors, as well as for removing administrative barriers to business formation, and to job creation in the service sectors and commercial activities.
Finally, some Directors noted that trade liberalization offered important benefits not only for augmenting world growth potential, but for the euro countries themselves, in terms of the implications for domestic prices, resource allocation, and the external position. They encouraged the euro countries to allow increased market access to exports from low- and middle-income countries, noting that trade protection, especially in agriculture, remained high.
Recent world economic developments led to broad international agreement in 1998 on the main elements of a strengthened international monetary and financial system and on the IMF’s key role in the effort to strengthen the system (see Chapter 4). And since IMF surveillance is the central mechanism though which the results of much of the work on strengthening the global financial architecture will come together, efforts to enhance its effectiveness and relevance intensified in FY2000.
As part of these efforts, an external evaluation of surveillance, commissioned by the Executive Board in June 1998, was undertaken and subsequently discussed by the Board in September 1999. The external evaluators were asked to assess the effectiveness of IMF oversight and offer recommendations for improvements consistent with the IMF’s mandate. The external evaluation was an important input to the Board’s March 2000 biennial review of surveillance, whose purpose was to ensure that surveillance remains relevant to evolving global economic conditions.
The Executive Board also commissioned a review by external evaluators of the contribution of IMF research to achieving the goals of the IMF. Soon after the report’s completion and its discussion by the Board, the IMF took steps in response to the evaluators’ recommendations. In addition, the Board commissioned a study by outside experts to review the current formula for calculating quota shares of IMF member countries (See Chapter 6).
Toward the end of the financial year, the Board approved the establishment of an independent evaluation office to complement the IMF’s ongoing internal audit and self-evaluation activities. This decision was a response to growing calls for greater transparency and accountability of the IMF itself. The Board requested that the evaluation office be made operational before the fall 2000 Annual Meetings.
The panel of evaluators for the Report of External Evaluators on IMF Surveillance consisted of John Crow, formerly Governor of the Bank of Canada, who served as Chairman; Ricardo Arriazu, Economic and Financial Consultant, Buenos Aires, and formerly Alternate Executive Director at the IMF; and Niels Thygesen, Danske Bank Professor of International Economics at the University of Copenhagen. Jonathan Fortes, formerly of the United Kingdom Treasury, served as secretary to the team.
The main recommendation of the external evaluators was that bilateral surveillance should focus as much as possible on the core issues of exchange rate policy and directly associated macroeconomic policies (including financial sector and capital account issues). Furthermore, the international implications of such policies should be given significantly greater attention. In regard to the latter, the evaluators identified three distinct areas where the IMF has a clear comparative, and as yet underexploited, advantage:
in relating a country’s position to the international economic situation and prospects;
in analyzing the experiences of other countries confronting similar policy problems; and
in discussing the likelihood of, and possible responses to, significant negative external shocks, whether originating from direct effects through trade flows or interest rates or from more general contagion.
To bring the IMF’s expertise to bear on surveillance more effectively in this way will require some reallocation of resources. Accordingly, among the recommendations of the external evaluators for IMF surveillance were the following:
Curtail the expansion of the scope of surveillance into nonfinancial structural areas, with consequent savings in resources. Analysis outside the areas of core expertise—exchange rate policies, the associated macroeconomic framework, and financial sector and capital account issues—should only be undertaken if directly relevant to macroeconomic performance.
Give more emphasis to more continuous surveillance, through shorter, leaner, more focused visits, and more regular long-distance communication and exchange.
Reduce the resources devoted to surveillance of small and medium-sized industrial countries (and, more generally, participants in the euro area). This would essentially be achieved through the prioritization described above, and through longer intervals between Article IV country consultations, in part replaced by more continuous surveillance.
Give surveillance of the largest industrial countries—the United States, Japan, and the euro area—added focus on the international aspects of policy.
Devote substantially more attention in surveillance to identifying vulnerabilities.
Publish quarterly World Economic Outlook forecasts.
At their September 1999 meeting to discuss the external evaluation, Directors expressed appreciation for the careful work and considered judgments of the panel of evaluators. They welcomed the comprehensive evaluation of IMF surveillance and the evaluators’ high regard for the World Economic Outlook and International Capital Markets reports. They noted the value that member countries placed on IMF surveillance of their economies. In this regard, the evaluators’ observation that IMF surveillance should be viewed as an input to a country’s policies underscored that the IMF’s analysis had to be first rate and stay focused on issues of serious and immediate concern.
Directors underlined the substantial common ground between the evaluators’ report and the IMF’s own internal evaluations. They noted, in particular, the need to revisit the definition of the IMF’s core areas; give more attention to international aspects of a country’s macroeconomic policies and spillover issues; focus more on cross-country comparisons and regional developments; devote substantially more attention to vulnerability analysis; and give more emphasis to financial sector and capital account issues.
The focus of surveillance remained a challenge for the IMF in light of the forces driving an expanding agenda. Core surveillance issues had changed over time, Directors acknowledged, moving from a narrow focus on exchange rate policy and the balance of payments and attendant monetary and fiscal policies, to greater emphasis on capital account, financial sector, and nonfinancial structural issues.
Most Directors thought that a key recommendation of the external evaluation—that surveillance should focus only on the core areas of exchange rate policy and directly associated macroeconomic policies—ran counter to the demands of IMF members and the international community for more emphasis on the interactions among macroeconomic, structural, and social policies. They saw the broader focus of surveillance as appropriate in light of global developments and the need for surveillance to remain relevant to the policy challenges faced by IMF members. Nevertheless, a number of these Directors saw scope for sharpening the focus of surveillance case by case: coverage of issues could differ depending on the circumstances of a particular country, but IMF staff should present a clear case for considering “noncore” issues as relevant to the core concerns of the IMF. Other Directors, however, felt that IMF surveillance had moved inappropriately beyond the original core issues, including into areas such as labor markets, pension reform, social policy, and governance. Most Directors nonetheless agreed that the IMF should, as far as possible, use outside expertise in areas beyond its conventional mandate and when it has little in-house expertise. In this regard, Directors stressed the importance of close cooperation with other international institutions, taking due account of comparative advantage and expertise and avoiding duplication of effort.
Directors strongly supported giving more explicit attention to the international and regional aspects of surveillance—another recommendation of the external evaluators. They saw the need for increased crosscountry comparisons, in which the IMF had a unique advantage. They also endorsed the evaluators’ recommendation to heighten the interaction between country and global surveillance, and looked forward to a better integration of the International Capital Markets and World Economic Outlook analyses with country surveillance. At the same time, Directors agreed that Article IV country consultations should stay focused on a country’s own policies.
Directors strongly supported more explicit attention to vulnerability issues in IMF surveillance, as recommended by the evaluators; this would entail enhanced analysis of the capital account, the financial sector, and the treatment of financial contagion. Directors agreed that, with increased financial and trade flows between countries, IMF surveillance at the country level should pay more attention to the sequencing and pace of moves toward capital account liberalization. The stepped-up level of IMF staff work on financial sector issues in collaboration with the World Bank, the Bank for International Settlements, and other international organizations was being reflected in more comprehensive coverage of vulnerabilities in this area. Directors agreed that surveillance should look more closely at policy interdependence and the risks of contagion, noting that global surveillance had an important role to play in identifying potential spillover effects.
On the evaluators’ recommendations for surveillance procedures, Directors observed that one of the IMF’s strengths as an institution derived from its uniform treatment of countries. While many saw annual consultations as a cornerstone for ensuring the continuity of IMF surveillance, the need for some procedural flexibility was recognized, given the institution’s strained resources. Directors thus agreed that, for most industrial economies, in light of their systemic impact, annual consultations remained appropriate. Most Directors thought that surveillance of these countries should continue to focus on their domestic policies while also covering the international implications of those policies.
To ensure more continuous and resource-efficient surveillance, some Directors suggested shorter annual consultation visits, in some cases, supplemented with interim electronic communications. Other Directors, however, felt this should not diminish the attention paid by national authorities to the formal consultation discussion.
Most Directors felt that annual consultations with smaller industrial countries—particularly members of the euro area—provided a number of critical advantages that could be lost with less frequent consultations. Several Directors pointed out that, in the case of the euro-area countries, fiscal policy remained a national prerogative and many other policies continued to be conducted at the national level; it would thus be impossible to cover these areas adequately in consultations with the European Central Bank or European Union institutions. While several Directors saw possible scope to reduce the size and duration of missions to these countries as European integration proceeded, others were not in favor of diminished attention to the euro area.
Directors noted that the transparency of IMF surveillance had increased considerably in recent years and that a pilot project for the voluntary release of Article IV consultation staff reports had been launched. They agreed that the review of the pilot project in the summer of 2000 would inform the development of a general publication policy for Article IV staff reports.
Looking ahead, Directors stressed that strengthening IMF surveillance was an ongoing process, and that the evaluators’ report provided an informed outside perspective that would be an important input in deliberations on enhancing surveillance. Directors looked forward to further consideration of many of the issues addressed in the report. The key issues to return to could include the focus of surveillance; the increased attention to international, regional, and cross-country issues; vulnerability analysis and early warning systems; and the coverage of financial sector and capital account issues.
At their March 2000 biennial review of surveillance, Executive Directors looked at the experience with surveillance since the 1997 biennial review and reflected further on the conclusions of the external evaluation of surveillance. Directors observed that a complex agenda of initiatives designed to strengthen the international financial architecture had been put in place in response to the crises in emerging market countries since the mid-1990s (see Chapter 4). These initiatives would have profound consequences for IMF surveillance. Directors noted that the results of pilot projects under way in several areas would also have to be carefully assessed, as they would influence the future course of the IMF’s surveillance work.
Directors observed that the modalities for bringing the outcomes of the various initiatives to strengthen the international architecture into surveillance remained to be identified; also to be addressed was how to draw on the expertise and resources of other institutions. Many external forums had made proposals for the conduct and coverage of IMF surveillance; these would need to be taken into account by the Board in providing guidance to IMF staff, and to ensure that surveillance remained focused on its main objectives.
Although the work on new initiatives was under way, Directors were encouraged that surveillance was being strengthened in important areas. These included the treatment of exchange rate policies, the increasing coverage of financial sector and capital account developments, and the assessment of external vulnerability—particularly for emerging market countries. The ongoing strengthening of surveillance had drawn on, and benefited from, the recommendations made by the external evaluation of IMF surveillance.
Directors welcomed the analysis in the staff paper of the coverage of core and noncore issues in Article IV staff reports—an area of much focus in the external evaluation of IMF surveillance. Most Directors felt that this analysis indicated that the coverage of core issues (notably, exchange rate policies and their consistency with macroeconomic policies, financial sector issues, the balance of payments and capital account flows and stocks, and related cross-country themes) in Article IV staff reports had been broadly appropriate. In the period under review, the staff had been selective in covering noncore issues, applying macroeconomic relevance tests—that is, covering noncore issues in most cases only when these had a direct and sizable influence on macroeconomic developments. Directors believed that macroeconomic relevance remained a pertinent test for including issues in Article IV staff reports. Directors observed that, in parallel with the rapid integration of international financial markets, capital account and financial sector issues had been added to the set of core issues in recent years; and given the continuing changes in the global economy, the set of issues considered core was likely to keep evolving.
While some Directors preferred drawing a clearer distinction between core and noncore issues, many others saw a hierarchy of concerns: all issues related to external sustainability and vulnerability to balance of payments or currency crises would continue to be at the apex of this hierarchy. These Directors also recognized that the hierarchy of issues could vary over time and from country to country, with greater scope for overlap with other international agencies on issues further down the hierarchy. It was noted that the IMF did not have the breadth of expertise and experience necessary to cover many areas that, while outside traditional core areas, might at times be critical to a country’s macroeconomic stability. On such issues, staff needed to draw on the expertise of other institutions. Surveillance teams thus had to be aware of the work being done on a country in other institutions, and could feed the results into the surveillance process, whenever they were relevant to the IMF’s core concerns.
On exchange rates, most Directors observed that surveillance over exchange rate policies had been strengthened and better focused. While recognizing a member’s prerogative to choose its own regime, they stressed that an assessment of both the exchange rate regime and the exchange rate level was needed in all cases. Directors welcomed the use of more sophisticated analytical techniques and the greater candor of staff assessments and policy advice, and recommended that these techniques be used for a greater range of countries. Some Directors cautioned, however, that explicit judgments in staff reports on either the exchange rate level or the exchange rate regime could, in some situations, risk an undue and disruptive influence on markets. These Directors suggested that, where such risks existed, the views of staff should be presented to the Board orally or through some other mechanism. It was acknowledged that the potential trade-offs between transparency and candor would have to be kept under review, especially in the context of the pilot project for publication of Article IV staff reports (see Chapter 4).
Directors noted the greater emphasis on financial sector soundness and capital flows in IMF surveillance, and the inclusion of vulnerability analysis in country surveillance for some countries, particularly emerging market economies. Surveillance in these areas had been deepened, supported by the collection of more comprehensive and timely data.
Article IV consultation reports should contain clear and candid information on the quality of data available to staff for the conduct of surveillance, drawing attention clearly to the gaps or deficiencies in data that hamper analysis. For effective diagnosis of financial vulnerabilities and incipient crises, most Directors thought that all countries vulnerable to large capital account swings should provide high-quality and timely information on the usability of reserves, on short-term debt, and on developments in market sentiment. Directors looked forward to the Board discussion on external debt and reserves with a view to making further progress in this area.
Most Directors agreed with the prevailing selective approach to disseminating and using early warning system models, given the state of the art and the sensitivity and imprecision of the results. Since actual currency crises had occurred in only about half the cases for which such models would have issued warning signs, their results needed to be tempered with a good deal of judgment and, in any event, used selectively and carefully. Directors supported stepping up collaboration with the World Bank in the analysis of corporate sector vulnerability, with a view to identifying useful operational indicators. They encouraged staff to continue looking for signs of linkages between potential weaknesses in the corporate sector and external vulnerability, following up, if warranted, on a case-by-case basis.
Directors welcomed the increasing attention paid to cross-country issues and policy interdependence. They emphasized that the IMF had a key role to play in developing and disseminating information and judgments in these areas. Some Directors, while noting the progress, stressed that such issues had to be more systematically included in country surveillance and thought that the IMF’s increasing participation in regional forums was an appropriate way to advance this work.
Directors were satisfied with the focus of global surveillance as reflected in the World Economic Outlook and International Capital Market reports, and in the Board’s informal World Economic and Monetary Developments sessions. They called for continuing periodic assessments of exchange rates and current accounts and of early warning system indicators; the discussion of risk; and the use of alternative scenarios in the World Economic Outlook, which had helped sharpen the analysis. While welcoming recent progress, Directors requested that efforts continue to better integrate IMF global and country surveillance activities.
Maintaining uniform treatment of member countries was important, Directors agreed, and annual consultations constituted the cornerstone for the continuity of surveillance. In the context of strained staff resources, however, most Directors supported some flexibility in consultation frequency, mission size, and documentation to ensure an effective focus of surveillance—provided that adequate contact was maintained with all countries.
The panel of evaluators for the Report of External Evaluators on the IMF’s Economic Research Activities consisted of Frederic S. Mishkin, A. Barton Hepburn Professor of Economics, Graduate School of Business, Columbia University, who served as Chairman; Francesco Giavazzi, Professor of Economics, Bocconi University, Italy; and T.N. Srinivasan, Samuel C. Park, Jr., Professor of Economics and Chairman of the Department of Economics, Tale University. Johanna Honeyfield, Special Projects Officer, served as coordinator.
The external evaluation of IMF economic research activities was another in a series of outside evaluations looking at different aspects of the IMF’s work. The purpose of the evaluation was to assess whether IMF economic research contributed successfully to the achievement of the IMF’s objectives. The evaluators therefore assessed the appropriateness of the current scale and organization of research activities, how the level of resources are chosen, and how they relate to the overall work of the IMF. The evaluation also sought to assess the quality and the added value of different aspects of the IMF’s economic research and to appraise its utility in the IMF, among its member countries, and within the wider economics community.
The external evaluators concluded that the contribution of research to the work of the IMF depends on ensuring that research is relevant, of high quality, and disseminated effectively. They saw room for improvement in the following key areas:
While the IMF produces some excellent research products, there is substantial scope for improvement in the overall quality of the research.
The mix of research at the IMF needs to be directed more to areas where it can add the most value, such as cross-country analysis, research on developing and transition countries, and on financial sector research.
Research in functional departments (for example, those dealing with fiscal, monetary, and other policy development) needs to be integrated to a greater extent into operational work.
IMF researchers do not have the visible profile in the outside world that they had in the past.
The Executive Board met in September 1999 to discuss the report. Directors agreed that research contributed importantly to all areas of the IMF’s work: oversight of the international monetary system; multilateral and bilateral surveillance; policy and financial support for members’ adjustment programs; and technical assistance, cooperation, and training. In all these areas, strong in-house research work was essential for ensuring that the IMF could learn from experience and generate and absorb ideas. As the external evaluators suggested, such research support had necessarily to be multifaceted and to encompass policy foundation, policy development, and policy analysis research. Research had to be carried out by high-quality personnel in a supportive but inevitably demanding environment, and staff had to be free to challenge accepted wisdom.
While welcoming the overall usefulness of the external evaluation, several Directors considered that a longer-term perspective and inclusion of a broader range of research activities would have provided a richer basis for the evaluation. These Directors questioned some aspects of the methodology the evaluators were able to employ in the time available for their study. This meant that the recommendations had to be reviewed carefully, as the evaluators had themselves suggested, not least because several of the recommendations raised significant issues of resource allocation in an institution already characterized by rising work pressures and binding resource constraints.
The evaluators saw no major omissions in the IMF’s research agenda and praised the quality of much of the IMF’s research output. At the same time, they saw substantial room for improvement, particularly in the areas of policy development and research on policy analysis. Directors agreed it was important that the IMF environment support research and researchers, while holding them accountable for their work. They also saw scope for improvement in the quality, focus, and dissemination of IMF research.
Directors reviewed the key recommendations of the report proposing organizational changes in the IMF, or changes in the emphasis of current practices. They agreed that the existing decentralized structure for conducting research in the IMF (where over half of the research output was from departments other than the Research Department) should be maintained, as it encouraged research specialization among departments. Nevertheless, they called for greater coordination than provided by the Working Group on Fund Policy Advice1 in order to help direct research more toward high-value activities, including the analytical underpinnings of IMF policy recommendations. In this light, Directors generally saw merit in creating a (higherlevel) internal Committee on Research Priorities that would elaborate research priorities for the IMF. They agreed it should not operate in a top-down manner to specify individual research projects as this would stifle creativity.
While broadly agreeing with the evaluators that there had been no major gaps in the coverage of research topics in the IMF in recent years, Directors saw a strong argument for shifting the mix of research toward topics that added most value and for minimizing duplication of work done outside the IMF. They also noted that a refocusing of research work as proposed by the evaluators was already under way—especially concerning financial sector research.
Directors expressed appreciation for the excellent work of the IMF’s Research Department in recent years. They supported more Research Department attention to policy foundation research as compared with policy analysis and policy development research,2 where the generally high quality of the department’s work was widely recognized. The Department should attempt to do this, Directors indicated, but a larger rebalancing of work between current research and operational activities was probably not possible within existing resource constraints.
Box 3.1 Follow-Up to the External Evaluation of IMF Research
In the wake of the external evaluation of research, the IMF took a number of initiatives. Responding to a key recommendation, a Committee on Research Priorities (CRP) was established on November 2, 1999. The committee is chaired by the First Deputy Managing Director and includes heads of a number of IMF departments, with the Editor of the IMF Staff Papers serving as an exofficio member.
At its first meeting, in December 1999, the CRP agreed that its main tasks would be to identify priority research areas based on the input provided by departments, review ongoing work in priority areas, and, more generally, increase the profile of IMF research. The CRP also decided to publish and widely distribute an IMF research newsletter, initiate an annual IMF research conference series, and increase the travel budget for staff attendance at outside conferences.
Progress in these areas is already under way. The first annual IMF research conference is scheduled for early November 2000. Conference papers will include those by IMF staff as well as of external researchers. In addition, to enhance World Bank—IMF collaboration on research, a monthly joint Bank-Fund seminar has been initiated.
At its second meeting, in March 2000, the Committee identified four topics as priority areas for research, in line with the recommendations of the evaluators to focus on cross-country studies and work on financial markets and developing countries:
Adjustment policies and their macroeconomic impact;
IMF-supported programs in countries with high capital mobility;
Poverty reduction in the context of IMF-supported programs and macroeconomic policies; and
Financial sector vulnerabilities and program design.
While the CRP is responsible for identifying critical priority topics—and ensuring departmental commitments—the Working Group on Fund Research (previously the Working Group on Fund Policy Advice) will continue to serve as the interdepartmental clearinghouse that gathers and disseminates information on ongoing and planned IMF research projects.
With respect to improving the internal review process for all staff papers and recommendations to management and to the Executive Board, Directors felt that management had to address this from the broader perspective of the role of the review process in the IMF. The issue of how to feed research findings into operational work was among the several considerations that should be brought to bear on any proposals for changes in the review process.
Directors also supported several supplementary recommendations: encouraging research staff to participate in relevant external conferences; identifying significant contributors to IMF publications; improving collaboration with the World Bank and other researchers in central banks and treasuries; writing and disseminating of nontechnical summaries of the most important research; underscoring the preliminary nature of IMF Working Papers; improving the dissemination of research to nontechnical audiences outside the IMF; and creating an ongoing external review process for research products.
On April 10, 2000, the Executive Board considered a paper authored by the Evaluation Group of Executive Directors, “Review of Experience with Evaluation in the Fund,” and a background paper by the Office of Internal Audit and Inspection on independent evaluation in the IMF and other international institutions.
In discussing these papers, the Board agreed to establish an independent evaluation office in the IMF, with the office’s terms of reference, structure, staffing, and operating procedures to be determined by the time of the Annual Meetings in September 2000. Directors noted that the work of the evaluation office would complement the IMF’s ongoing internal and external evaluation activities, and lead to the IMF becoming more open and accountable to its membership.
The Committee’s deliberations have taken place today against the background of a growing public debate about the directions in which the IMF and the international financial system should evolve to adapt to a rapidly changing economic environment. The debate also reflects a concern that the benefits the world economy is deriving from freer trade and more integrated and deeper international capital markets are not reaching everyone, especially in the developing countries. The Committee reaffirms its strong support for the IMF’s unique role as the cornerstone of the international monetary and financial system and its ability, by virtue of its universal character, to help all of its members. With the support of all its members, the IMF has undergone continuous change to equip itself better to assist members to build the strong macroeconomic and institutional underpinnings required for international financial stability and the broader sharing of the benefits and opportunities of an open world economy. But more needs to be done, and the Committee therefore pledges to continue to work toward making the IMF more effective, transparent, and accountable.
—Communiqué of the International Monetary and Financial Committee, April 16, 2000
The financial crises of the 1990s exposed weaknesses in the international monetary and financial system, underscoring that globalization entails risks as well as potentially substantial benefits. The international community has also had to deal with the challenges of helping countries in transition from central planning to market economies, and of promoting growth and reducing poverty in the poorest countries. In response, it has mobilized to reform the system’s “architecture”—that is, the institutions, markets, rules of the game, and practices that governments, businesses, and individuals use to carry out economic and financial activities. A strengthened architecture, in turn, helps make the global economy less vulnerable to damaging financial crises, and enhances prospects for all countries to reap the benefits of globalization through improved growth prospects and reduced poverty (see Box 4.1).
While the effort to reform the financial system, including the IMF, is a longer-term one, by the end of April 2000 substantial progress had been made. In several areas—such as increasing transparency and accountability, assessing observance of standards and codes, and better identifying financial sector vulnerabilities—experimental pilot programs were under way, designed to set the stage for decisions on longer-term action. Work on developing and spreading standards to guide member policies was increasingly focused on promoting implementation with the help of IMF technical assistance, and work was under way to develop better analytical tools and data for assessing vulnerability. In other areas—such as capital account liberalization, exchange rate systems, and involving the private sector in crisis resolution—progress had been made on developing workable recommendations, and discussions were continuing.
The IMF’s efforts in FY2000 were part of a coordinated and comprehensive response from the international community. Many institutions and forums are playing key roles in efforts to strengthen the international financial architecture—including the World Bank, the Financial Stability Forum (FSF), the Bank for International Settlements (BIS), other Basel-based groups, the Group of Twenty (G-20)1 and the Organization for Economic Cooperation and Development (OECD). In addition, the efforts of such standard-setting bodies as the International Organization of Securities Commissions (IOSCO), the International Association of Insurance Supervisors (IAIS), the International Accounting Standards Committee (IASC), the International Federation of Accountants (IFAC), and others—and of such forums as the United Nations Commission of International Trade Law (UNCITRAL)—have become increasingly important given the heightened focus on assessment of financial stability and on standards.
Box 4.1 Globalization: Threat or Opportunity?
The term “globalization” has acquired considerable emotive force. Some view it as a process that is beneficial—a key to future world economic development—as well as inevitable and irreversible. Others regard it with hostility, even fear, believing it increases inequality within and between nations, threatens employment and living standards, and thwarts social progress.
In reality, globalization offers extensive opportunities for truly worldwide development but it is not progressing evenly. Some countries are becoming integrated into the global economy more quickly than others. Countries that have been able to integrate are seeing faster growth and reduced poverty. Outward-oriented policies brought dynamism and greater prosperity to much of East Asia, one of the poorest areas of the world 40 years ago. And as living standards rose, it became possible to make progress on democracy and on such issues as the environment and work standards.
What Is Globalization?
“Globalization” in its economic aspect refers to the increasing integration of economies around the world, particularly through trade and financial flows. The term sometimes also refers to the movement of people (labor) and knowledge (technology) across international borders.
At its most basic, there is nothing mysterious about globalization. The term has come into common usage since the 1980s, reflecting technological advances that have made it easier and quicker to complete international transactions—both trade and financial flows. It refers to an extension beyond national borders of the same market forces that have operated for centuries at all levels of human economic activity—village markets, urban industries, or financial centers.
Markets promote efficiency through competition and the division of labor—the specialization that allows people and economies to focus on what they do best. Global markets offer greater opportunity for people to tap into more and larger markets around the world. It means that they can have access to more capital flows, technology, cheaper imports, and larger export markets. But markets do not necessarily ensure that the benefits of increased efficiency are shared by all. Countries should be prepared to embrace the policies needed both for the country to benefit from globalization and to ensure that its benefits are shared fairly. The poorest countries, and others, may need the support of the international community as they do so.
Are Periodic Crises an Inevitable Consequence of Globalization?
The succession of crises in the 1990s—Mexico, Thailand, Indonesia, Korea, Russia, and Brazil—suggested to some that financial crises are a direct and inevitable result of globalization. Indeed, one question that arises in both advanced and emerging market economies is whether globalization makes economic management more difficult.
Clearly the crises would not have developed as they did without exposure to global capital markets. But neither could most of these countries have achieved their impressive growth records without those financial flows.
These were complex crises, resulting from an interaction of shortcomings in national policy and the international financial system. Individual governments and the international community as a whole are taking steps to reduce the risk of such crises in the future.
At the national level, even though several of the countries had impressive records of economic performance, they were not fully prepared to withstand the potential shocks that could come through the international markets. Macroeconomic stability, financial sector soundness, open economies, transparency, and good governance are all essential for countries participating in the global markets. Each of the countries came up short in one or more respects.
At the international level, several important lines of defense against crisis were breached. Investors did not appraise risks adequately. Regulators and supervisors in the major financial centers did not monitor developments sufficiently closely. And not enough information was available about some international investors. The result was that markets were prone to “herd behavior”—sudden shifts of investor sentiment and the rapid movement of capital, especially short-term finance, into and out of countries. The international community is responding to the global dimensions of the crisis through a continuing effort to strengthen the architecture of the international monetary and financial system. The broad aim is for markets to operate with more transparency, equity, and efficiency.
Conclusion
That the income gap between high income and low-income countries has grown wider is a matter for concern. But it is wrong to jump to the conclusion that nothing can be done to improve the situation. To the contrary: low-income countries have not been able to integrate with the global economy as quickly as others, partly because of their chosen policies and partly because of factors outside their control. No country, least of all the poorest, can afford to remain isolated from the world economy. Every country should seek to reduce poverty. The international community should endeavor—by strengthening the international financial system, through trade, and through aid—to help the poorest countries integrate into the world economy, grow more rapidly, and reduce poverty. That is the way to ensure all people in all countries have access to the benefits of globalization.
For more on globalization, see IMF Issues Brief, “Globalization: Threat or Opportunity?” April 2000, on the IMF website.
Much of the work on reforming the global architecture will be integrated in the context of IMF surveillance (see Chapters 2–3), which poses new challenges for the IMF, especially on how to draw on the expertise of other institutions in its surveillance. At its April 2000 meeting, the International Monetary and Financial Committee encouraged the Executive Board to continue examining how to incorporate into surveillance the various “architecture” initiatives and asked for a status update at its September 2000 meeting.
This chapter describes the progress made on key elements of a strengthened financial architecture as of the end of April 2000. Detailed and up-to-date information on the range of initiatives can be found on the IMF website.
Improved provision of information to the markets and the broader public is a central element of the reform of the international financial system. It is also a cornerstone of the IMF reforms put in place in the past few years—and planned for the future.
Transparency, on the part of IMF member countries and the IMF itself, helps foster better economic performance in several ways. Greater openness by member countries encourages more widespread analysis of their policies by the public; enhances the accountability of policymakers and the credibility of policies; and critically informs financial markets so they can operate in an orderly and efficient manner. Greater openness and clarity by the IMF about its own policies, and the advice it gives members, contributes to a more informed debate on policy and to a better understanding of the IMF’s role and operations. By exposing its advice to public scrutiny and debate, the IMF can also help raise the level of its analysis.
The IMF’s Executive Board has adopted a series of measures aimed at improving the transparency of members’ policies and data, and at enhancing the IMF’s own external communications (see also Appendix V). In taking these steps, the Board has been sensitive to balancing the IMF’s responsibility to oversee the international monetary system with its role as a confidential advisor to its members.
As of April 30, 2000, the Executive Board had agreed to:
Make available more information about IMF surveillance of members
About 80 percent of member countries choose to publish Public Information Notices (PINs) following their country (Article IV) consultations.
Sixty member countries have agreed to participate in the pilot program for the voluntary release of Article IV staff reports begun in April 1999.
Make available more information on countries’ IMF supported programs
Letters of Intent and other country program documents are being released for most countries’ requests for, and reviews of, the use of IMF resources (or financing).
Statements by the IMF’s Chairman of the Board are being issued in News Briefs and Press Releases on the Board’s discussions of requests for the use of IMF resources and reviews.
Carry out internal and external evaluations of IMF practices
The internal and external evaluations of the Enhanced Structural Adjustment Facility (ESAF), the IMF’s concessional lending facility (now the Poverty Reduction and Growth Facility)—and the solicited public comments on the tentative conclusions of these studies—were published.
Further internal and external evaluations of IMF operations have been conducted and published, including the External Evaluation of IMF Surveillance, in September 1999, and the External Evaluation of IMF Research Activities, in March 2000. In April 2000, the Board agreed to establish an independent evaluation office in the IMF, the modalities for which will be determined in FY2001. (see Chapter 3.)
Continue dialogue and consultation with the public on IMF activities
The IMF has carried out, in conjunction with the World Bank, consultations with nongovernmental organizations (NGOs), other members of civil society, and the public at large, as part of the comprehensive review of the Heavily Indebted Poor Countries Initiative (HIPC Initiative), and incorporated their views into the enhanced HIPC Initiative announced in September 1999 (see Chapter 5).
Also in conjunction with the World Bank, the IMF is releasing to the public IMF policy and country documents under the HIPC Initiative and, in the future, will make available staff assessments of members’ Poverty Reduction Strategy Papers.
Key internal reports on IMF policies and operations are being released, including papers and Board discussions on the Asian financial crisis and the link between debt relief and poverty reduction.
Periodic summaries of the Executive Board’s work program and a wide range of policy documents are also being released.
Preliminary standards and codes are being posted for public comment.
Release more financial information about the IMF
The IMF posts on its website “Members’ Accounts in the IMF,” which provide timely information on every member country’s financial position with the IMF.
A new website section, “IMF Financial Activities,” updated weekly, provides key IMF financial statistics, including lending, resources, arrears, and IMF rates; tables on current financial arrangements with members; and the status of commitments to members under the HIPC Initiative.
Information on the IMF’s liquidity position is posted.
The Board decided in March 2000 to post the outcome of the IMF’s quarterly financial transactions plan (formerly called the operational budget), which gives information on the sources of financing for IMF lending.
Public access to the IMF’s archives has been expanded substantially.
The commitment to increased transparency has also led to measures to better explain the IMF’s work to the wider community. Steps have been taken to provide more information to the media and to the public, notably through the IMF website. Further efforts are being made to reach out to civil society, strengthen the IMF’s publications program, and increase dialogue with the private financial sector. In addition, the IMF has implemented a number of elements of a strategy for strengthening its external communications, based on reviews by external consultants (see Appendix V).
In its April 16, 2000, communique, the International Monetary and Financial Committee reiterated the importance it attaches to greater transparency in policymaking in improving the functioning of national economies as well as the international financial system. It underscored as well the importance of enhanced transparency and accountability of the international financial institutions themselves. The Committee welcomed continuing progress in a number of areas, and encouraged further actions to make the policies of the IMF, and of its members, more transparent, without compromising the IMF’s role as confidential advisor
Executive Board discussions on strengthening the international financial architecture have stressed the need to develop and implement internationally recognized standards and codes of good practice. Adopting such standards in areas central to economic and financial system stability can contribute to better-informed lending and investment decisions, increased accountability of economic policymakers and private sector decision makers, and improved economic performance.
Following the development of standards in areas of direct operational concern to the IMF—data dissemination transparency of fiscal, monetary, and financial policies; and banking supervision—efforts have focused on disseminating and implementing these standards, including by providing technical assistance. Material has been prepared to help countries implement the standards: A manual for the Code of Good Practices on Fiscal Transparency has been available on the IMF website since 1998, and the IMF is finalizing a supporting document to the Code of Good Practices on Transparency in Monetary and Financial Policies, which was adopted by the IMFC in September 1999. The operational guidelines for the data template on international reserves and foreign currency liquidity for the Special Data Dissemination Standard (SDDS) will be finalized by the end of 2000, after taking into account members’ experience with its implementation.
The experience with standards must also be reviewed periodically to ensure that their design and implementation remain appropriate. During the financial year, the Board reviewed the experience with the SDDS and the General Data Dissemination System (GDDS) and agreed to changes in the areas of international reserves and external debt.
The Executive Board established the Special Data Dissemination Standard in March 1996 and the General Data Dissemination System in December 1997. The SDDS aims to guide countries that have, or seek, access to international financial markets in disseminating economic and financial data to the public. The GDDS is targeted at countries not yet able to subscribe to the SDDS but which seek to improve their statistical systems. It emphasizes the development of sound statistical systems as preparation for the timely dissemination of data to the public.
In March 2000, the Executive Board concluded a third review of the IMF’s data standards initiatives, citing substantial progress in meeting the requirements of the SDDS. Most subscribers were expected to be fully observing the requirements of the SDDS by the end of June 2000, and systematic monitoring of observance of the standard would begin at that time. The GDDS was moving into its operational phase.
Among the conclusions of the Board review were the following:
To strengthen the provision of data for assessing external vulnerability, a standard format for disseminating data on official reserves and foreign exchange liquidity will be used, based on the SDDS reserves template approved in 1999. Template data will be distributed in this format on the IMF’s website.
A separate SDDS data category for external debt statistics will be introduced; it will involve the dissemination of comprehensive and timely data broken down by major sectors on a quarterly basis. This will be phased in over three years.
The GDDS will also be enhanced with respect to external debt, with public and publicly guaranteed debt and the associated debt-service schedule in the core data categories of the GDDS.
As to data quality, IMF staff is extending earlier work on a framework for assessing quality more systematically. In addition, a Data Quality Reference Site was established on the Dissemination Standards Bulletin Board (www.dsbb.imf.org) to foster a common understanding of data quality, drawing on contributions from the international statistical community.
Box 4.2 Experimental Assessments of the Observance of Standards
The IMF and World Bank have developed an organizing framework to assess the observance of standards in cooperation with national authorities and other international bodies. Assessments are prepared using a range of different instruments.
The joint IMF–World Bank pilot Financial Sector Assessment Program (FSAP) is focused mainly on assessing financial sector vulnerabilities and identifying developmental priorities. This involves, in part, assessing those financial sector standards that are key to stability in each particular case. All FSAPs assess compliance with the Monetary and Financial Policy Transparency Code and the Basel Core Principles. The FSAP is a collaborative effort involving expert support by a range of national agencies and standard-setting bodies.
Adherence to standards on data dissemination and fiscal transparency is assessed in connection with the IMF’s technical assistance activities and in stand-alone exercises connected with surveillance and program reviews.
The World Bank, in cooperation with other bodies, is experimenting with assessments in the areas of corporate governance and accounting and is developing methods of conducting assessments.
The IMF–World Bank Reports on the Observance of Standards and Codes (ROSCs) provide a framework for assembling these assessments. Experimental ROSC “modules” describe country practice in a particular area, along with an assessment of the extent to which practice is consistent with the relevant international standard. At the end of FY2000, ROSC modules covering 15 industrial, emerging market, and developing economies were completed by IMF staff in cooperation with national authorities for countries that had volunteered to join in the pilot program, and modules were being prepared for another 18 countries. World Bank staff plan to prepare about six corporate governance modules by mid-2000, and about the same number of accounting modules by the end of September 2000. Publication of the ROSCs remains at the discretion of national governments, although most completed assessments have been made available on the IMF website.
Self-assessments of the observance of standards complement external assessments. Self-assessments can help promote ownership by national authorities, and, if based on clear and well-developed methodologies, use scarce international resources more effectively. Without external assessments, however, self-assessment may lack credibility and rigor. Clear “how to” manuals are critical to guide selfassessments, ensure complementarity between self-assessments and outside assessments, and promote comparability across jurisdictions. Greater international support for efforts by standard-setting bodies to develop methodologies would help encourage the adoption of standards. Market and official incentives could also boost the commitment of countries to implement and observe standards.
The Board asked the staff to issue a new quarterly report on the SDDS to increase awareness of progress being made and to give the initiative more prominence. It also asked the staff to explore ways to include references to countries’ subscription to the SDDS in country surveillance staff reports and PINs, including how observance should be discussed.
While adopting any individual standard is voluntary, the international community has also recognized the importance of information on the extent to which countries comply with internationally recognized standards and codes. The IMFC has agreed that country (Article IV) consultations provide the right framework within which to organize and discuss with national authorities the implications of assessments of compliance with standards and codes. How this work will best be incorporated into IMF surveillance remains to be decided. Support for these “transparency reports”—now referred to as Reports on the Observance of Standards and Codes (ROSCs)—has nonetheless been wide-ranging, and an experimental program has been under way since early 1999 (see Box 4.2)2
There is a critical distinction, however, between undertaking assessments of a member’s observance of particular standards and using those assessments in IMF surveillance. The former requires detailed knowledge of the relevant standards and the expertise to use this information to benchmark individual country practices. The latter involves an appreciation of how these practices have been changing over time and how they affect economic and financial system stability.
The Board has stressed that, in undertaking assessments, staff should concentrate mainly on areas within the IMF’s direct operational focus—that is, fiscal and monetary transparency, financial sector soundness, and data dissemination. Directors have also emphasized the importance of assessing standards in other areas—with these assessments drawing on the skills of other expert bodies. To this end, the Board endorsed a shared ownership approach to preparing ROSCs. Under this approach, different international institutions take primary responsibility for assessments in different areas, in line with their mandates and expertise. The World Bank has agreed to join the IMF in co-preparing ROSCs and is experimenting with assessments in corporate governance and accounting.
Even working jointly, there are limits to what standards the IMF and World Bank can assess. Other international financial organizations, standard-setting bodies, and national authorities all have roles to play, and mechanisms need to be developed to involve them. In this regard, the pilot project of the joint World Bank-IMF Financial Sector Assessment Program has been particularly effective in bringing the expertise of national agencies and standard-setting bodies to the assessment process (see the discussion on “Strengthening Financial Systems” below).
Country (Article IV) surveillance provides the appropriate framework within which to organize and discuss the implications of assessments with national authorities, although the methods for doing so remain experimental during the period of the ROSC pilot. In addition, linking the monitoring of standards and codes to the country consultation process—with its near universal coverage and uniformity of treatment—ensures a continued focus on promoting standards. A comprehensive range of assessments will also be valuable for the World Bank’s work in helping countries determine reform and development priorities. Similarly, feedback from assessments can help standard-setters identify the strengths and weaknesses in existing standards and guide future work. If assessments are published, they would also help markets make better informed lending and investment decisions. This should, in turn, encourage greater efforts to carry out and adhere to standards.
Recent episodes of financial crises in a number of countries, and cross-border “financial contagion,” have underscored the importance of sound financial systems in member countries, and particularly the need to better identify financial sector risks and vulnerabilities at an early stage (see Box 4.3 for a review of the Board discussion on lessons for financial sector restructuring of the Asian financial crises). Banks and other financial institutions need to improve such internal practices as risk assessment and management, and the official sector must upgrade its supervision and regulation of the financial sector to keep pace with the modern global economy.
Although the IMF has, for some time, given prominence to covering and assessing financial sector soundness in its surveillance and lending activities, deeper and more focused analysis in this area is needed. Priorities are to examine the health of financial sectors systematically and to identify the linkages among macroeconomic policies, the real economy, and structural and developmental issues in the financial sector. To do this work most effectively, and to use scarce expert resources efficiently, the IMF is collaborating with the World Bank
The IMF–World Bank Financial Sector Assessment Program (FSAP)—introduced as a one-year pilot in May 1999—has been the core instrument for more focused financial sector analysis. The program aims to underpin a more effective dialogue with national governments, to help countries reduce vulnerabilities in their financial sectors, and to help decide priorities for financial sector development. To increase collaboration and consistency in policy advice between the IMF and the Bank on financial sector work, and to better coordinate technical assistance, a Financial Sector Liaison Committee (FSLC) has been operating since late 1998.
Within the IMF, staff prepare Financial System Stability Assessments (FSSAs)—with a focus on vulnerability issues—based on the Financial Sector Assessment Program reports for each country. Staff assessments of risks to the macroeconomy from the financial sector are brought into the country consultation process and are used in IMF program design.
The Financial Sector Assessment Program pilot was well under way by the end of FY2000. Of the planned pilot assessments for 12 countries—covering a range of financial systems and geographic regions—4 had been completed and 8 were in progress. Owing to the resource-intensive nature of the program, the specialized skills needed, and the limited staff resources in the World Bank and the IMF, national central banks and supervisory agencies, as well as international standard setting bodies, have been invited to provide experts to contribute to the assessments of individual countries. Feedback so far from national governments has been positive and their suggestions for improvements are helping refine the program.
Box 4.3 Lessons from the Asian Financial Crisis
Executive Directors discussed in early September 1999 the lessons for financial sector restructuring from the Asian crisis. In the most affected countries—Indonesia, Korea, and Thailand—financial sector reforms were at the core of IMF-supported programs. The crisis originated in a combination—in differing proportions across countries—of financial and corporate sector weaknesses and macroeconomic vulnerabilities. A key source of vulnerability had been the large capital inflows in the earlier part of the 1990s, particularly, unhedged short-term foreign borrowing. This had made the three crisis countries vulnerable to capital outflows and exchange rate depreciations. Capital inflows had also fueled a rapid credit expansion that led to asset price inflation and financing of low quality investments. The credit expansion also reflected weaknesses in lending practices, ineffective market discipline, deficiencies in prudential regulation and supervision, and, in some countries, the close links among governments, banks, and corporations. The banking crisis was further deepened by weaknesses in the corporate sector, which, in some countries, was highly leveraged. Many Directors suggested that pegged exchange rate regimes and implicit guarantees were also leading sources of vulnerability, because they induced investors to ignore the foreign currency risks, thereby increasing unhedged external borrowing and maturity mismatches in banks’ portfolios. Those measures had also undermined the incentives to implement efficient prudential rules on foreign exchange exposures.
Once market sentiment had changed, the size and speed of the impact on the financial systems were unprecedented and required substantial and far-reaching government intervention. The Asian crisis had thus highlighted the close linkage between financial sector soundness and macroeconomic stability.
Directors supported the measures taken by the national authorities to address the emergency and stabilize their financial systems. The experience showed the importance of explaining measures clearly to the public and implementing them as a package to reassure the markets of the government’s determination to address the crisis.
In summing up lessons from the Asian crisis for the IMF, Directors highlighted the following:
“Ownership” of IMF-supported programs by governments is critical for the success of the reform process. The IMF should help countries achieve effective ownership and gain public support for the envisaged reforms.
Transparent information and rules, regulations, and administrative procedures can help prevent or lessen the impact of financial crises and facilitate IMF surveillance. At the same time, market participants must use the available information to guide their investment decisions.
Surveillance over financial and corporate sectors is important and should focus on identifying vulnerabilities, assessing the quality of policies, and ensuring transparency of information and regulations.
Prompt and decisive action to deal with banking problems is also important. Preparation should include contingency plans to address potential financial sector difficulties. Specific measures to reduce the possibility and impact of any future crisis should be examined; these could include the adoption of countercyclical prudential policies. Directors cautioned, however, that such policies should not be part of demand management or an excuse for forbearance.
The IMF’s role in dealing with crises—which increasingly have had financial sector turmoil as a major ingredient—points to the need to develop further IMF conditionality and policies to deal with financial sector issues, in close collaboration with the World Bank. To be effective, reform programs should be designed to convince markets that they will be implemented successfully. In this regard, many Directors stressed the need for appropriate sequencing and for setting realistic targets and timetables. The management of these crises has also required intensive technical assistance from the IMF and from other institutions, particularly the World Bank and Asian Development Bank. The IMF therefore needs to have expertise and human resources to support members, especially in developing robust financial systems and in managing financial crises.
In March–April 2000, the Executive Boards of the IMF and World Bank discussed a progress report on the Financial Sector Assessment pilot (see Box 4.4). On the basis of the experience gained with the pilot, both Boards agreed to continue the program. The pace of country coverage is expected to pick up to 24 countries in FY2001.
Countries can benefit substantially from capital account liberalization, if liberalization is properly sequenced and managed. IMF surveillance aims to assess risks and vulnerabilities at both the national and international level. Timely, frequent, and high-quality data are critical for an effective assessment. With the benefit of hindsight, limitation on the availability of such data delayed the early detection of some of the strains that led to the emerging market financial crises and worsened the difficulties in fashioning a timely policy response. As a result, much effort is being focused on how to improve both data quality and reporting and the use of vulnerability indicators in conjunction with standard economic analysis.
Work to develop better methods for evaluating external vulnerability has advanced on several fronts in the IMF (see Box 4.5), World Bank, and in other international institutions. The increased emphasis on the dissemination of comprehensive and timely data on external debt and official reserves under the SDDS is discussed above. Work to make data on external debt and foreign exchange liquidity more available is also under way in other forums. The IMF-chaired Inter-Agency Task Force on Finance Statistics3 has kept a quarterly database of creditor-side data on external debt on the Internet since March 1999. The Task Force is working to increase the timeliness and coverage of these data. The BIS has announced several initiatives to heighten the coverage and analytical usefulness of its international banking statistics. The Financial Stability Forum Working Group on Capital Flows has recommended improvements in data from national, creditor, and market sources. Western Hemisphere finance ministers have called on interested participants to prepare discussion papers on their debt and fiscal management policies and have asked the Inter- American Development Bank, IMF, and World Bank to host a seminar to discuss these papers in FY2001.
Box 4.4 Progress Review of the Pilot Financial Sector Assessment Program: Key Conclusions
The FSAP has helped country authorities identify areas needing strengthening and guided the adoption and sequencing of necessary reforms. In some cases, it has spurred officials to focus attention on significant financial system issues earlier, and in more depth, than otherwise.
At the same time, the FSAP can be improved further. The linkages between macroeconomic and structural conditions and developments need to be better understood. To this end, the research agenda on financial stability and structural issues must be given a high priority. Even greater emphasis on focusing individual assessments as early as possible on the key financial issues for each case will help make most efficient use of the staff resources of both national governments and FSAP missions.
Carrying out the FSAP has required capacity building in the IMF and World Bank. Staff skills in both institutions are being strengthened, particularly in the areas of analytical methods and techniques to assess the health of financial institutions and financial sectors as a whole. In this connection, attention is being paid to stress test methodologies and developments of macroprudential indicators.
The participation of staff from national authorities and other standard-setting bodies provided a valuable contribution to the FSAP pilot, particularly in the areas of supervision and payment systems. Outside participation brought in important specialized expertise and an element of peer review, thereby increasing the credibility and acceptance of the assessments.
In response to a request from the Financial Stability Forum Working Group on Capital Flows, the IMF hosted a conference on capital flow and external debt data in February 2000. The conference brought together a wide range of data users in the public and private sectors and data compilers for an exchange of views on how to produce better and more timely data on debt and capital flows. Views among participants on directions for future work differed widely, although all considered that initiatives to date to promote methodological and data dissemination standards had been useful. (The agenda, background material, and a summary of the conference are posted on the IMF’s website.)
The IMF and World Bank are collaborating on a series of papers on external debt management. Drawing on research at the World Bank, the IMF, and elsewhere, staff have undertaken work on debt- and reserve related indicators of external vulnerability, which considers the analytical usefulness of various indicators and the scope for the derivation of simple benchmarks (such as threshold levels for certain indicators) to better gauge countries’ abilities to withstand external shocks. Also in preparation are a study on sound practices in sovereign debt management, a set of guidelines on sovereign debt management, and a manual for developing domestic capital markets.
In other related areas:
The Board held a number of discussions in FY2000 that dealt with structural and institutional elements in the management of foreign exchange reserves. The results of these discussions will feed into IMF surveillance, financing, and technical assistance activities.
With IMF support, systems for high-frequency monitoring of external liabilities of domestic banking systems have been established in a number of countries to improve the authorities’ capacity to detect emerging signs of vulnerability and help in crisis management. The usefulness of these and other systems for high-frequency monitoring of foreign exchange transactions is being assessed by the IMF staff in consultation with member countries.
The IMF has initiated a project to identify statistical data (referred to as “macroprudential indicators”) needed to support the evaluation of financial systems and to develop strategies to compile the data and encourage their dissemination to the public. A research program has been launched, and the staff is surveying members regarding their needs and practices related to macroprudential indicators. Investigations of data on financial soundness are also being undertaken in conjunction with the joint IMF World Bank Financial Sector Assessment Program.
The IMF has also joined in efforts to develop early warning systems for external crises—that is, formal models that estimate the probability of crisis from a compact set of variables—to better inform surveillance. The Board has noted that while early warning systems could be a useful additional tool for surveillance, they must be used cautiously. Work is continuing to improve the accuracy of these models and find their most useful applications.
Box 4.5 Conference on Reform of the International Monetary and Financial System
In late May 1999, the IMF’s Research Department hosted a conference on the reform of the international monetary system. Participants from academia, the public and private sector, and international financial institutions were invited to take a critical look at issues central to the discussion of how to strengthen the system. These issues covered coping with capital flows, coordinating exchange rate policies, providing financial assistance to countries facing external payment difficulties, and preventing and resolving financial crises.
The main topics of discussion included the exchange rate among major currencies, the exchange rate regime for emerging market economies, analysis of emerging market crises, the role of capital controls, private sector involvement in crisis prevention and resolution, and international official assistance and the role of the IMF.
In summing up the conference, First Deputy Managing Director Stanley Fischer focused on three issues:
Should capital flows to developing and emerging markets be encouraged, in view of the recent crisis experience? There is a serious and analytically coherent case for freedom of capital account transactions, Fischer said. For one thing, the same analytical apparatus that economists use to justify free trade in goods at a point in time applies to trade in assets over time. Second, although net capital flows may be small relative to either domestic saving or domestic investment they are not necessarily small relative to net investment and can thus make a significant difference to growth. Third, capital account transactions allow for better risk sharing for both lenders and borrowers. Fourth, international capital flows, and direct investment in particular, make for healthy competition for domestic financial institutions and are often accompanied by significant technology transfers. Finally, there appears to be an association between tight controls on capital movements and generally inward-looking anticompetitive national economic structures.
This is not to deny there are a number of serious problems associated with capital flows to developing and emerging market economies, including excessive volatility in response to changing market sentiment. In addition, risk often appears not to be priced correctly, as indicated by the behavior of spreads on emerging market debt, signaling the existence of systemic problems. On balance, however, governments have not pulled out of international capital transactions despite the many shortcomings of financial markets. This indicates that the net balance of benefits and costs is, on the whole, perceived to be on the side of remaining open rather than retreating into autarky. It is all the more important to make the world a more stable one and to lessen the dangers countries are subject to when opening up the capital account. In this context, Fischer stated that there was, in some circumstances, a case for market-based controls on short term capital inflows and, certainly, for prudential regulations.
What is the appropriate exchange rate regime? Among countries facing currency crises, those that had fixed or pegged rates tended to get hit the hardest when they tried to defend their rate or maintain the peg. Countries with floating rates that have suffered speculative attacks in the past seem to have suffered less serious hits. The move toward floating, with prudential controls, will likely continue, although hard currency pegs would also be favored by some countries.
Can moral hazard be avoided? Moral hazard will always exist. The question to be asked is: How much moral hazard can be contained in a sustainable equilibrium? A crisis is obviously not a sustainable equilibrium, so measures need to be taken to keep moral hazard within permissible limits. The advanced economies should take the lead in implementing changes.
Mr. Fischer concluded by stressing that, as the worst effects of the Asian crisis fade, the international community, far from relaxing its vigilance, is redoubling its efforts to find new and effective means to deal with future crises.
A seminar volume entitled Reforming the International and Monetary System will be published by the IMF.
Work at the IMF and elsewhere on the analytical framework for evaluating external vulnerability underscores the importance of timely information on the external liabilities and foreign exchange exposures of all sectors of the economy, as well as analysis of the risks posed by derivatives exposures and contingent liabilities. In parallel with the effort to develop better information on these sources of vulnerability, further research is under way on how to measure vulnerability from off-balance-sheet operations. The World Bank is also conducting research on issues of corporate sector vulnerabilities.
In several discussions during FY2000, the Executive Board underlined the substantial benefits of capital account liberalization but stressed the need to manage and sequence liberalization carefully to minimize risks
In September 1999, Directors agreed there was no single approach to securing the benefits of international capital flows while limiting the risks. Views continued to differ as to the net benefit or cost of capital controls and, hence, the usefulness of controls. Based on a series of country studies, the following tentative observations could be made:4
Capital controls cannot substitute for sound macroeconomic policies, although they may provide a breathing space for corrective action. The room for policy maneuver that controls can provide has varied greatly across countries, reflecting a variety of factors including the degree of flexibility in exchange rate policy, the level of financial market development, the quality of prudential policies, and the administrative and enforcement capacities of the authorities. Countries with serious macroeconomic imbalances, and no credible prospects for correction in the short run, however, have regularly been unable to address large-scale capital outflows by using capital controls. Moreover, in some cases, controls have reduced pressures on the authorities to introduce needed policy reform. Some have also pointed to the possible harmful consequences on other countries from the imposition of capital controls.
Although comprehensive and wide-ranging controls appear more effective than selective controls, they also tend to be more distortionary, impede desirable transactions, dampen financial market development, and adversely affect investor confidence and access to international capital markets. Nonetheless, many Directors believed that controls on capital inflows to supplement other policy measures may be warranted in situations where a country experiences large persistent inflows; thus, the possible benefits of controls had to be weighed carefully against their costs.
Building effective regulatory and supervisory institutions for financial markets may take a long time. More work is needed, however, to determine whether capital controls—particularly on short-term inflows—may temporarily and partially substitute for full-fledged prudential arrangements.
Strong prudential policies for the financial sector can play an important role in orderly and sustainable capital account liberalization, and in reducing the vulnerability of an economy to outside shocks. Directors agreed that work in international forums to address potentially destabilizing capital flows should concentrate on efforts to improve prudential regulation and supervision, both in creditor and debtor countries, and aim for coherence in prudential policies among countries.
A case-by-case approach to capital account liberalization was needed. The sequencing and pace of capital account liberalization, capital account opening, and financial sector reform were ongoing and interrelated processes, which are closely linked to the overall level of economic development and a country’s other individual circumstances.
Discussions will continue on these issues in FY2001. Since the emerging markets crises, the surveillance of capital account developments has been given greater prominence in country consultations. Staff reports have increasingly included discussions of vulnerabilities arising from capital flows. Policy discussions have focused increasingly on the composition of capital flows and capital account regulations. Special attention has been given to risks posed by the potential reversal of capital inflows, the impact of selective capital account liberalization, and the rapid buildup of foreign-currency denominated debt. Looking ahead, Directors saw scope to expand the systematic use of vulnerability indicators in surveillance and to investigate the adequacy of prudential safeguards to ensure that the financial sector and the wider economy are resilient to possible shocks.
The choice of the right exchange rate regime has become ever more important as an increasing number of countries have become more integrated in world capital markets. During the financial year, the Executive Board considered the key issues concerning exchange rate regimes in an environment of increasing international capital mobility. Directors drew the following conclusions:
No single exchange rate regime is suitable for all countries or in all circumstances. Whatever exchange rate regime is adopted, its consistency with underlying macroeconomic policy is essential.
The existing system of flexible exchange rates among the three major currencies is likely to continue. Thus, countries need to adapt to a global environment of exchange rate variability. Large misalignments and volatility in major currencies are a cause for concern, particularly for small, open, commodity-exporting countries. IMF surveillance must fully take into account spillover effects of macroeconomic and structural policies in major currency countries.
In recent years, several emerging market countries have adopted a flexible exchange rate regime. The requirements for upholding a peg when capital is internationally mobile are exacting. Even with flexibility, supporting macroeconomic policies should be coherent and credible; an alternate framework to the peg, such as monetary or inflation targeting, is needed to provide a nominal anchor.
Large exchange rate swings in small or medium-sized open economies may have significant economic costs. Although exchange rates must be allowed to adjust in response to market pressures, it may also be appropriate to use domestic monetary policy or intervention to limit swings.
If credible supporting policies and institutions are in place, a peg could still be viable for the smaller, more open economies, especially those less open to short term capital flows or with a dominant trade partner. In particular, very constraining pegs—such as currency boards—can be sustainable when supported by credible macroeconomic policies.
The IMF should continue to respect the exchange rate regime choices of members, but its surveillance and programs must seek to ensure that countries’ policies and circumstances are consistent with their exchange rate regimes. The IMF should not provide large-scale assistance to countries intervening heavily to support an exchange rate peg if this peg is inconsistent with underlying policies. In some cases, it should offer advice on a suitable exit strategy.
In recent years, the assessment of exchange rate policies in the context of IMF surveillance has been strengthened for most countries, and particularly so for advanced and emerging market economies. Analyses of exchange rate determinants have been deepened, and greater candor in assessments and policy advice is evident. There is scope, however, for further improving the analysis of exchange rate policy issues in developing countries, despite the constraints imposed by data limitations. Looking ahead, efforts are under way to extend to a broader group of members the existing framework used in the analysis of exchange rate behavior and policies in advanced countries.
Involvement of the private sector in the resolution of financial crises5 is appropriate in order to have the burden of crisis resolution shared equitably with the official sector, strengthen market discipline, and thereby increase the efficiency of international capital markets and the ability of emerging market borrowers to protect themselves against volatility and contagion. An additional goal is to avoid moral hazard—the danger that investors’ expectations of international “rescues” encourage risky lending.
Prevention is key. Recent experience has confirmed that consistent macroeconomic and exchange rate policies, sound debt management, and effective prudential supervision of financial systems are all vital to prevent and mitigate the severity of crises. At the same time, policies designed to improve the environment for private sector decision making can also help reduce vulnerability. Improvements in the transparency of both the public and private sectors and efforts to promote the adoption of, and adherence to, standards should facilitate risk management by investors. Country authorities also need to maintain regular contacts with private market participants, to ensure the regular reporting of information on economic developments and policies, and to maintain lines of communication both in good times and when difficulties in the country’s economic situation begin to emerge.
In its discussions during the financial year, the Executive Board noted that the international financial community recognized the need to secure the involvement of the private sector in resolving financial crises. In reviewing recent experience, Directors considered the two cases of efforts to secure private sector involvement with members that had lost spontaneous access to capital markets through the restructuring of international sovereign bonds—Ukraine and Pakistan—had been encouraging. Debt exchanges were arranged successfully and disruptive litigation has not, so far, been a problem. While it was premature to assess whether litigation may eventually become an issue, Directors agreed that the risks of such litigation in cases to date were not as great as previously thought. Successful debt exchanges in these cases involved the recognition by creditors of the limited debt-servicing capacity of the debtors, and of the lack of palatable alternatives. The precise form of the recent debt restructurings depended on the structure of the payments falling due and the particular country circumstances and did not necessarily involve comparable treatment of all debt categories or maturities.
The Board saw merit in continuing to work toward an operational framework for securing private sector involvement, building on the principles articulated by the Group of Seven finance ministers in their report to the Cologne Economic Summit in June 1999 and endorsed by the Interim Committee in their September 1999 Communique. Directors agreed that flexibility was needed in handling individual cases. The form of continued private sector involvement would depend on the circumstances of each case, as would the methods used to ensure it. Private sector involvement in resolving a financial crisis could, in some cases, be achieved mainly on the basis of the IMF’s traditional catalytic role, with the strength of an IMF-supported adjustment program boosting market confidence and leading to the restoration of spontaneous private capital flows. In cases where greater assurance was needed, the catalytic role of the IMF would have to be supplemented by more direct or explicit measures to improve coordination among creditors.
In assessing the appropriate means to secure private sector involvement in individual cases, however, a range of complex issues requiring considerable judgment will have to be addressed. These include the size of financing needs, both during the program period and over the medium term; the prospects for a spontaneous return to capital market access; the availability of tools for securing concerted private sector involvement; and the desirability of minimizing possible spillover effects on other countries.
The basic principles underlying the IMF’s approach to private sector involvement should be to allow the IMF to support effective balance of payments adjustment programs leading to sustained growth and medium-term viability, while safeguarding the revolving character of IMF resources. These principles, in turn, require that programs with member countries be fully financed. In addition, the availability of official financing, as far as possible, should not create moral hazard by providing incentives for inappropriate lending or borrowing.
The Executive Board stressed that, in making operational a framework for private sector involvement:
contracts should be honored to the extent possible;
members should seek cooperative solutions to emerging debt difficulties;
no one category of private creditor should be regarded as inherently privileged relative to others; and
the approach taken in individual cases should reflect a country’s specific circumstances—including the composition of outstanding debt instruments—and should be based on an analysis of the country’s medium-term balance of payments prospects and debt sustainability.
Executive Directors considered that, in conjunction with these principles, the framework suggested by staff for private sector involvement (outlined below) constituted a useful start. Nonetheless, they pointed to several problems in making the framework operational, including the difficulty of the underlying analytical judgments.
Under the approach discussed by the Board, private sector involvement could be ensured mostly through reliance on the IMF’s traditional catalytic role:
if the member’s financing needs are moderate; or
even when the financing needs are large, if the member has good prospects of rapidly regaining market access on suitable terms.
More concerted forms of private sector involvement could be required:
if the financing need is large and the member has poor prospects of regaining market access in the near future; or
if the member has a debt burden that appears unsustainable in the medium term.
The IMF’s approach to a given case requires a decision on how much financing the official sector is willing to make available in support of a member’s adjustment program. Most Executive Directors noted that IMF financing beyond that available under the IMF’s access policy was limited and, while the Supplemental Reserve Facility (SRF) was available under specified circumstances, care had to be taken to avoid the impression that the IMF, or the official sector as a whole, would fill all financing gaps. At the same time, the difficulty of determining ex ante the precise distribution between official and private sector financing was noted. Some Directors favored a presumption that private sector involvement would be secured if the IMF’s financing relative to the member’s quota exceeds some limit. Others, however, felt that the size of the financing requirement was only one element in deciding on concerted involvement; they emphasized having a strong program that would assure the rapid restoration of market confidence and limit demands on official resources.
In cases when the IMF’s traditional catalytic role and the assumption about the return to market access proved to be wrong, the risks to the program financing and the IMF’s resources would grow unless there was a switch to more concerted forms of private sector involvement. To justify the strategy of relying on the catalytic role, the member country’s program must be directed to rebuilding market confidence and removing any barriers to the right sort of capital inflows. The government must also be fully committed to sustained implementation. Some Directors felt reduced official financing might be needed in certain cases to ensure proper balance in the contributions of the private and official sectors.
When a member has an unsustainable debt burden, private sector involvement in restructuring or reducing that burden would be required. Determining whether a debt burden is unsustainable is a matter of judgment, and it could take time for the member and its creditors to agree on the extent of the problem and its solution. In such cases, the IMF would be prepared to lend to a member in arrears to its private creditors, as in other cases in which early support for a member’s adjustment program was considered necessary, and provided the member was negotiating with its creditors in good faith.
Where private sector involvement is needed, its precise form will have to be decided case by case. Some Executive Directors considered the approach to be taken in individual cases should seek to avoid prohibitive increases in the future cost of borrowing for the country concerned. Directors believed that, in general, efforts to involve the private sector would be concentrated on the debt payments associated with the immediate financing problem, and would thus not necessarily be comprehensive across all classes of private instruments. Experience suggests, however, that comprehensiveness within an asset class can contribute to a successful outcome. In addition, it is particularly important that no one category of private creditor be seen as inherently privileged.
Only limited progress has been made in lifting institutional constraints to debt restructuring. Directors encouraged the establishment of creditor committees, if needed and on an ad hoc basis, and saw merit in incorporating collective action clauses into international sovereign bond contracts. The inclusion of such clauses in certain U.K. and Canadian sovereign bonds was welcomed, as was the clarification of the status of such clauses by the German government. Directors noted that temporary and voluntary market-based standstill arrangements could be desirable in some circumstances to minimize the risk of disruptive litigation; some believed there should be further consideration of issues related to changing the IMF’s Article VIII, Section 2(b) (which describes members’ obligation to avoid restrictions on current payments).
IMF staff have a role in informing creditors of the status of negotiations between the IMF and the member, and of the member’s economic situation—including its adjustment program and payment capacity—if this is acceptable to the member concerned. Nevertheless, it is important to preserve the principle that the IMF is not a party to the negotiations between a member and its creditors.
In its April 2000 communiqué, the International Monetary and Financial Committee underscored the importance of prevention as the first line of defense against crises and noted that countries participating in international capital markets and their private creditors should seek, in normal times, to establish a strong, continuous dialogue. Collective action clauses could help facilitate orderly crisis resolution.
The Committee noted that the IMF had an important role with regard to crisis resolution and agreed that the approach adopted by the international community should provide for flexibility to address diverse cases within a framework of principles and tools, and be based on the IMF’s assessment of a country’s underlying payment capacity and prospects of regaining market access.
In some cases, the combination of catalytic official financing and policy adjustment should allow the country to regain full market access quickly. In some cases, emphasis should be placed on encouraging voluntary approaches, as needed, to overcome creditor coordination problems. In other cases, the early restoration of full market access on terms consistent with medium-term external sustainability may be judged to be unrealistic, and a broader spectrum of actions by private creditors—including comprehensive debt restructuring—may be warranted to provide for an adequately financed program and a viable medium term payments profile.
In cases where debt restructuring or debt reduction may be necessary, the Committee agreed that IMFsupported programs should emphasize medium-term sustainability and strike an appropriate balance between the contributions of the private external creditors and the official external creditors, in light of financing provided by international financial institutions. The Committee stressed the need to aim for fairness in the treatment of different classes of private creditors, and that no class of creditors should be considered inherently privileged. The IMF should review the country’s efforts to secure needed contributions from private creditors in light of these considerations, as well as medium-term sustainability. The responsibility for negotiation with creditors must be placed squarely with debtor countries. The international financial community should not micromanage the details of any debt restructuring or debt reduction negotiation.
The International Monetary and Financial Committee agreed that the IMF should consider whether private sector involvement was appropriate in programs supported by the IMF. In this regard, the Committee also agreed on the need to provide greater clarity to countries about the terms and conditions of their programs. When all relevant decisions were made, the IMF should set out publicly how and what policy approaches have been adopted.
The Board initiated in FY2000 a review of IMF financial facilities or policies to determine whether and how they need to be modified. The review led to the elimination of four obsolete facilities (and expiration of the temporary Y2000 (Y2K) facility) and consideration of modifications to other nonconcessional facilities (see Chapter 6).
On September 30, 1999, the IMF’s Board of Governors adopted a resolution approving a proposal of the Executive Board to transform the Interim Committee of the Board of Governors on the International Monetary System into the International Monetary and Financial Committee of the Board of Governors. In addition to the name change, the Board of Governors explicitly provided for preparatory meetings of representatives of the Committee members (deputies). The new Committee continues to advise and report to the Board of Governors with respect to the functions of the Board of Governors in:
supervising the management and adaptation of the international monetary and financial system, including the continuing operation of the adjustment process, and in this connection reviewing developments in global liquidity and the transfer of real resources to developing countries;
considering proposals by the Executive Board to amend the Articles of Agreement; and
dealing with sudden disturbances that might threaten the system.
The members of the International Monetary and Financial Committee reflect the composition of the Executive Board: each country that appoints, and each group that elects, an Executive Director, appoints a member of the Committee.
The Committee urges all those with a stake in the HIPC Initiative to work for faster and effective implementation, and to give the HIPC process the highest priority so that as many countries as possible can reach the decision point by the end of the year. The Committee welcomes the progress made in developing-country-owned poverty reduction strategies as the framework for IMF and World Bank concessional lending and for linking debt relief under the enhanced HIPC Initiative to concrete poverty programs and growth strategies, so as to ensure that the resources freed are directed to key poverty reduction measures. The Committee urges all countries involved to move ahead as quickly as possible with the preparation of Poverty Reduction Strategy Papers in a participatory manner, integrating priority measures for poverty reduction and structural reforms within a growth-oriented macroeconomic framework.
—Communique of the International Monetary and Financial Committee, April 16, 2000
Over the past fifteen years, the IMF’s role in helping its poorest member countries achieve sustainable improvements in their balance of payments positions, economic stability, and living standards has increased considerably. Beginning with the Structural Adjustment Facility (SAF) in 1986 and then the Enhanced Structural Adjustment Facility (ESAF) in 1987, concessional assistance to poor countries has become a major feature of the IMF’s work.
This focus has also brought with it growing attention to the social impact of IMF-supported economic adjustment programs and to the broad range of requirements for economic development and poverty reduction, including trade policy reform.
But the persistence of poverty—and mounting public pressure—underscored that more had to be done. While the design of antipoverty programs remains the primary responsibility of member countries with the assistance of the World Bank and other development agencies, the IMF plays an important role, particularly in the areas of macroeconomic and financial sector policies. The IMF and World Bank are cooperating closely, and working with governments in individual countries, on a new approach that strengthens the links among poverty reduction, economic growth, and debt relief.
For the IMF, the centerpiece of the strategy is its concessional loan facility, the Poverty Reduction and Growth Facility (PRGF). In effect, the IMF transformed the ESAF into the PRGF to make poverty reduction a key element of a growth-oriented, country owned strategy by combining concessional lending from the IMF in support of appropriate macroeconomic policies with antipoverty assistance from the World Bank and other development agencies. The programs supported by the PRGF are framed around a comprehensive poverty reduction strategy developed by the authorities of the country in consultation with civil society and supported by the international community. Macroeconomic stabilization and external viability—central goals of IMF lending—are fundamental to the approach because they are essential to sustainable economic growth, the key to poverty reduction.
The PRGF is being combined with a stronger effort to bring debt relief to heavily indebted poor countries (HIPCs). During FY2000, the joint World Bank-IMF HIPC Initiative was enhanced to provide deeper, broader, and faster assistance to eligible countries that are following sound economic policies, to help them reduce their external debt burdens to sustainable levels in a way that promotes effective poverty reduction.
Notwithstanding the broad support for the enhanced HIPC Initiative, by the end of the financial year more remained to be done on the issue of financing for the Initiative: about 60 percent of contributions pledged by many industrial, developing, and transition member countries had either been received or were being contributed according to an agreed schedule. (See Chapter 6 for further information on financing the PRGF and the HIPC Initiative.)
To underline their support for strong coordination to implement the enhanced HIPC Initiative and Poverty Reduction Strategy Paper (PRSP) process, the IMF and World Bank announced the establishment of a Joint Implementation Committee as of May 1, 2000. The Joint Committee will oversee implementation of the enhanced HIPC Initiative and PRSP programs so as to ensure that both are carried out smoothly. The Committee, co-chaired by senior IMF and World Bank staff, will monitor progress in carried out both programs and coordinate the production of regular reports and briefings to the Executive Boards of the two institutions.
The international community recognized, in the mid-1990s, that the external debt situation for a number of low-income countries, mostly in Africa, had become extremely difficult. Without comprehensive debt relief, most of these countries would remain indefinitely dependent on exceptional financing in the form of flow reschedulings of official bilateral debt, even with the continued provision of concessional financing and their pursuit of sound economic policies.
Launched in 1996, the Initiative for Heavily Indebted Poor Countries (HIPC Initiative) marked the first time that multilateral, Paris Club, and other official bilateral and commercial creditors united in a joint effort to reduce the debt stock of the world’s most debt-distressed poor countries to sustainable levels. Central to the Initiative is the debtor country’s continued effort toward macroeconomic adjustment and structural and social policy reforms. The Initiative also seeks to ensure additional financing for social sector programs—including basic health and education.
Assistance under the HIPC Initiative is limited to countries eligible for PRGF and World Bank International Development Association (IDA) loans that have established strong track records of policy performance. This strong track record is intended to ensure that debt relief is put to effective use. Currently, of the 80 members of the IMF that are PRGF-eligible, as many as 37 might qualify for assistance under the enhanced HIPC Initiative (Table 5.1).
Table 5.1 Expected Beneficiaries of the Enhanced HIPC Initiative1
1 Ghana and Lao P.D.R. have indicated that they do not intend to request assistance under the enhanced HIPC Initiative.
2 As of April 30, 2000, five countries had reached their decision points under the enhanced HIPC Initiative: Bolivia, Mauritania, Mozambique, Tanzania, and Uganda.
3 Countries not requiring assistance under the original HIPC Initiative, but eligible for reconsideration under the enhanced HIPC Initiative.
4 Countries that received assistance under the original HIPC Initiative (i.e., that reached the completion point) and have qualified for additional assistance under the enhanced Initiative.
5 Countries to which assistance had been committed under the original HIPC Initiative (i.e., that reached the decision point).
6 Guyana had already reached the completion point under the original HIPC Initiative.
7 Uganda has reached the completion point under the original and the enhanced HIPC Initiatives.
Under the original HIPC Initiative, a country seeking debt relief had to complete a two-stage qualification period that normally could run up to six years before disbursement of debt relief. During the first, three-year stage, the country had to work with the IMF and the World Bank to establish a track record of sound economic and social policies. The end of the three-year period triggered a “decision point,” when the IMF and the World Bank together with the debtor country reviewed the country’s debt burden to determine whether it was “unsustainable” (see Figure 5.1).
Figure 5.1 Enhanced HIPC Initiative Flow Chart
1 Recognizing the need for flexibility in exceptional cases.
For most countries potentially eligible for debt relief under the original HIPC Initiative, debt generally was deemed “unsustainable” if it exceeded 200-250 percent of exports and if debt service exceeded 20-25 percent of exports.1 But in the case of a country with a large export sector, the debt sustainability thresholds could be lowered. To qualify for the lower thresholds under the original HIPC mechanism, a country had to have an export-to-GDP ratio of at least 40 percent and a fiscal-revenue-to-GDP ratio of at least 20 percent. Assuming these criteria were met, the debt-to-export target for the country was set at a level to achieve a 280 percent ratio of debt to fiscal revenue on arriving at the “completion point,” which was generally reached three years later.
The completion point also marked the point at which debt relief promised at the decision point was actually delivered. The period between decision and completion points under the original HIPC Initiative has been shortened to less than three years for countries with an extended track record of sound economic performance.
In response to calls for restructuring the HIPC Initiative to provide faster, broader, and deeper debt relief, the IMF and the World Bank reviewed the Initiative in early 1999, consulting with civil society organizations and public officials. In June 1999, the Group of Eight (G-8) at the Cologne Summit recommended relaxing the eligibility criteria to provide speedier and deeper debt relief to more countries.
In September 1999, the International Monetary and Financial Committee and the Development Committee endorsed—subject to the availability of funding—enhancements to the HIPC framework.
The enhanced HIPC Initiative seeks to provide deeper debt relief by lowering several of the mechanism’s qualifying thresholds:
Under the external window, the debt-to-export target is now 150 percent, down from 200-250 percent.
Under the fiscal window, the debt-to-fiscal-revenue target is now 250 percent, down from 280 percent; the exports-to-GDP ratio is now 30 percent, down from 40 percent; and the fiscal-revenue-to-GDP ratio is now 15 percent, down from 20 percent.
Moreover, the amount of debt relief determined at a country’s decision point is now based on actual data available at the decision point, rather than on projections for the country’s completion point.
The enhanced HIPC Initiative aims to deliver debt relief more quickly by introducing “floating” completion points not linked to a rigid timeframe, but rather focusing on a set of predefined reforms. In addition, under the enhanced Initiative, interim relief is provided between a country’s decision and completion points—as well as faster provision of relief as soon as the completion point is reached in many cases. The main aim is to free up more funds more rapidly to be reallocated to poverty reduction.
The pace at which countries have qualified for debt relief has been slower than hoped, primarily because of armed conflicts, political unrest, and delays in countries’ reform programs. IMF and World Bank staff are taking all steps to ensure speedy implementation; the Joint Implementation Committee seeks to smooth this process and to ensure that implementation receives the highest priority.
The enhancements to the HIPC Initiative framework also result in broadening debt relief by expanding the number of eligible countries. While up to 20 countries are expected to qualify for debt relief by the end of 2000 (see Table 5.1), timing depends on countries’ progress toward implementing IMF- and World Bank supported programs and developing nationally led poverty reduction strategies. (For the status of some country cases, see Table 5.2 and Box 5.1.)
Table 5.2 HIPC Initiative: Status of Country Cases Considered Under the Initiative, May 2000
Sources: IMF and World Bank Board decisions, completion point documents, decision point documents, preliminary HIPC documents, and staff calculations.
1 Assistance levels are at countries’ respective decision or completion points, as applicable.
2 In percent of the net present value of debt at the decision or completion point (as applicable), after the full use of traditional debt-relief mechanisms.
3 Eligible under fiscal criteria; figures provided show the ratios of debt-to-exports that correspond to the targeted debt-to-revenue ratio. For Guyana and Côte d’lvoire, a 280 percent NPV-of-debt-to-revenue ratio was targeted at the completion point; for Honduras and Mauritania, a 250 percent ratio was targeted at the decision point.
4 Nonreschedulable debt to non-Paris Club official bilateral creditors and the London Club, which was already subject to a highly concessional restructuring, is excluded from the NPV of debt at the completion point in the calculation of this ratio.
5 Equivalent to SDR 472 million at an SDR/US$ exchange rate of 0.744.
6 Figures are based on preliminary assessments at the time of the issuance of the preliminary HIPC document and are subject to change. Assistance levels for Ethiopia and Guinea-Bissau were based on the original framework and applied at the completion point; for Nicaragua, Guinea, and Honduras targets are based on the enhanced framework and assistance levels are at the decision points.
In its discussions on the HIPC enhancement, the Executive Board emphasized retaining the basic elements that guided the original HIPC Initiative—including participation by all creditors—and maintaining the financial integrity of multilateral institutions and support for strong policies of adjustment and reform. Directors also stressed that the financing of the enhanced framework had to be secured before it could be implemented.
At the September 1999 Annual Meetings, the Interim Committee (now the International Monetary and Financial Committee) and the Development Committee sought to strengthen the link between debt relief and poverty reduction by making HIPC debt relief an integral part of broader efforts to implement result soriented poverty reduction strategies. The new approach was the focus of intensive work by the IMF and World Bank staffs, as well as of formal and informal Board discussions during the fall of 1999.
The Committees endorsed the adoption of the Poverty Reduction Strategy Paper (PRSP)2 as the central mechanism for developing and coordinating concessional lending to poor member countries under the Poverty Reduction and Growth Facility and International Development Association—including the commitment of resources under the enhanced HIPC Initiative.
The PRSP is formulated by the country with the participation of stakeholders, including central and local government, civil society, donors, and international organizations. It describes and diagnoses the causes of poverty in a country and outlines a medium term action plan to reduce poverty based on explicit antipoverty measures, as well as faster and more inclusive economic growth. The PRSP is intended to provide a framework for concessional assistance from the IMF and the Bank, and it is hoped that bilateral donors and other multilateral financial institutions will link their support to this strategy.
Box 5.1 Country Cases Under the Initiative for Heavily Indebted Poor Countries
During FY2000, five countries1 reached their decision points under the enhanced HIPC framework—Bolivia, Mauritania, Mozambique, Tanzania, and Uganda—with total commitments estimated at $12.6 billion. This represented an average stock-of-debt reduction of more than 50 percent on top of traditional debt relief mechanisms. Earlier in the year, Guyana and Mozambique had reached the completion point under the original Initiative.
Bolivia
Bolivia is the first country in Latin America to be declared eligible for debt relief under the enhanced HIPC Initiative. Under the enhanced Initiative, the debt relief to Bolivia will amount to $854 million in net present value terms. This amount is in addition to the $448 million relief committed under the original Initiative. Over the past decade, Bolivia has experienced a dramatic improvement in its macroeconomic performance. Inflation fell from hyperinflationary rates in 1985 to just 3.1 percent in 1999; official international reserves and foreign direct investment have increased significantly; and the external debt burden—while still high—has eased significantly. Although annual growth has increased from virtual stagnation in the previous decade to an average of about 4 percent in real terms during the 1990s, it remains below potential, and about 70 percent of Bolivia’s population still lives in poverty.
Guyana
On reaching the completion point under the original Initiative in May 1999, Guyana received $410 million in debt-service relief ($256 million in net present value terms). Agreement on the economic and social framework to be supported by the enhanced Initiative is expected to be reached in the second half of 2000.
During the mid-1990s, Guyana reduced financial imbalances substantially while implementing major structural reforms aimed at increasing efficiency through market-oriented policies. Real GDP growth increased to an average annual rate of 7 percent and inflation fell to 3½ percent from more than 100 percent. In 1998, the economic program went off track, in part because of sizable public sector wage increases. The government’s firm resolve to implement the programmed wage policy in 1999 prompted a two month strike by civil service unions, which led to a binding arbitration tribunal award of large wage increases for 1999 and 2000. The authorities contained other expenditures to reduce the overall public sector deficit in 1999 and made substantial progress in implementing the structural reforms (particularly privatization) envisaged in the 1999 program. The authorities remain committed to reducing poverty and achieving sustainable growth over the medium term. To this end, they are discussing with IMF staff a revised medium-term economic program that could be supported by the second arrangement under the Poverty Reduction and Growth Facility.
Mauritania
On reaching the decision point under the enhanced HIPC Initiative in February 2000, Mauritania qualified for $1.2 billion in debt relief ($622 million in net present value terms).
Mauritania has established a good track record of adjustment and reform on the macroeconomic, social, and political fronts. It has implemented substantial structural reforms and achieved fiscal consolidation. Reflecting this effort, GDP has grown by an annual average of close to 5 percent since 1992, with significant improvement in social indicators. Still, 50 percent of the population lives in poverty.
Mozambique
In April 2000, Mozambique qualified for total relief under the enhanced HIPC framework equal to $600 million ($254 million in net present value terms). This amount was in addition to the $3.7 billion relief committed under the original HIPC Initiative.
Mozambique has made substantial progress in implementing economic reforms. During the previous four years, average annual inflation fell to 2 percent from about 47 percent, while real GDP grew by almost 10 percent a year on average. Mozambique has also made a strong structural adjustment effort in recent years, including in the areas of fiscal management, governance and public administration, and private sector development. While 68 percent of the population was still living in poverty in 1996–97, substantial improvements in social indicators have been recorded during the 1990s, most notably in rising school enrollment and a falling infant mortality rate. Household food security has also improved.
In response to the emergency brought on by the extensive floods in the first quarter of 2000, both the World Bank and the IMF decided to rephase the delivery of debt relief; as a result, Mozambique’s debt service to the IMF will be zero for the next 12 months.
Tanzania
In April 2000, Tanzania reached the decision point under the enhanced Initiative, qualifying for more than $2 billion in total relief (in net present value terms), reflecting Tanzania’s progress in macroeconomic stabilization and growth-oriented structural reform. During the past four years, inflation has come down to less than 7 percent, after exceeding 20 percent for many years, and the government has been repaying domestic debt, after many years of borrowing more than 3 percent of GDP annually. Tanzania has also made a strong structural adjustment effort in recent years, including far-reaching reforms in the external, financial, and public sectors. Poverty remains widespread, however, and the authorities are placing increasing emphasis on poverty reduction policies.
Uganda
In February 2000, Uganda reached the decision point under the enhanced HIPC Initiative qualifying for debt relief worth $656 million in net present value terms. This latest debt relief agreement for Uganda was in addition to $347 million in net present value terms of relief provided in April 1998 under the original HIPC Initiative. In early May 2000, the IMF and the World Bank Boards broadly endorsed Uganda’s Poverty Reduction Strategy Paper (PRSP), enabling the country to reach the completion point under the enhanced HIPC Initiative.
Uganda’s eligibility for debt relief under the enhanced HIPC Initiative acknowledges the effectiveness of Uganda’s poverty reduction strategy to date, the application of resources from debt relief under the original HIPC framework to its poverty reduction programs, the highly participatory process involving civil society in the formulation of the poverty reduction strategy, and the government’s continued commitment to macroeconomic stability.
In preparing poverty reduction strategies for its PRSP, Uganda was able to build on a considerable “base” in the form of a preexisting national plan for poverty alleviation: the Poverty Eradication Action Plan (PEAP), which had been launched in 1997 with the central goal of reducing poverty to 10 percent or less by 2017.
While Uganda remains one of the poorest countries in the world, analytic work supported by the World Bank indicates that poverty was reduced to 44 percent in 1996/97 from 56 percent in 1992/93, led by strong economic growth. The country’s various welfare indicators have also improved substantially, most notably in primary education, where the net primary enrollment rate rose to 94 percent in 1998/99 from 56 percent in 1995/96.
The full text of news releases and HIPC progress reports are available on the IMF’s website. In particular see The Heavily Indebted Poor Countries Initiative and Poverty Reduction Strategy Paper: Progress Reports, submitted on April 14, 2000, by the IMF and World Bank staffs to members of the International Monetary and Financial Committee and Development Committee.
1 Up to 20 countries in all are expected to qualify for debt relief by the end of calendar year 2000 (see Table 5.1).
Under the PRSP process, key macroeconomic policies—including targets for growth and inflation, and the thrust of fiscal, monetary, and external policies, as well as structural policies to accelerate growth—will need to reflect the priorities identified in the participatory process. Key social and sectoral programs and structural reforms aimed at poverty reduction and growth also are to be identified and prioritized during the participatory PRSP process, and their budgetary impact costed, taking into account the need for efficient, well-targeted spending. The bottom-up approach to costing is to be reflected in the design of the macroeconomic framework, including the level and composition of government expenditures, and the fiscal and external deficits. In this, the authorities need to take into account effects on domestic demand, implementation capacity, and the need to maintain an adequate level of international reserves. They need to ensure that spending programs can be financed in a sustainable, noninflationary manner.
The new approach also places additional emphasis on improvements in governance as a fundamental underpinning for macroeconomic stability, sustainable growth, and poverty reduction. The primary focus is on improving the management of public resources, achieving greater transparency, active public scrutiny, and generally increased government accountability in fiscal management.
The new approach requires closer World Bank-IMF collaboration in assisting low-income members. At the same time, there is a sharp division of labor between the Bank and IMF in supporting preparation of PRSPs. The IMF’s role will be that of seeking to ensure that countries’ social and sectoral programs aimed at poverty reduction can be accommodated and sustainably financed within a supportive, growth-enhancing, low-inflation, macroeconomic and budgetary framework. The World Bank—along with the regional development banks and UN agencies—will take the lead in discussions with national authorities, civil society, and the poor themselves on how poverty reduction policies should be designed, and in lending in support of those policies. In reviewing a country’s PRSP, the Bank and IMF Boards will consider and broadly endorse the overall strategy as an integrated whole; each institution will focus on those policies and programs in its area of responsibility.
At a December 1999 meeting to discuss PRGF operational issues, IMF Executive Directors stressed that poverty reduction strategies must be country-driven, developed and monitored with broad participation, and tailored to country circumstances, as such strategies were more likely to enjoy broad public ownership and result in effective and sustained policy implementation. These strategies should build on work already under way on poverty eradication in these countries and should be developed from an understanding of the nature and determinants of poverty and the links between public actions and poverty outcomes. Well designed strategies to achieve quantified medium- and long-term goals for poverty reduction—including key outcome and intermediate indicators—are necessary to ensure that policies are effectively carried out and monitored. Development of a poverty reduction strategy is also important in coordinating the work of the World Bank and the IMF, as well as that of regional development banks and other multilateral institutions, bilateral donors, and private sector organizations. The resulting strategy, Directors agreed, should integrate institutional, structural, and sectoral policies into a coherent macroeconomic framework.
The Board also strongly agreed that there could be no rigid blueprint for the PRSP process. Rather, PRSPs must reflect individual country circumstances. They should, however, emphasize consistency between macroeconomic policy and effective poverty reduction measures, and provide for sound use of additional resources released through debt relief. The process for developing and monitoring the PRSP is a participatory one, and Directors recognized that it would vary according to country circumstances and that governments would face challenges in developing these processes. Directors urged governments to ensure that the views of the poor were adequately represented, recognizing that this was an enormous challenge, both in terms of human and financial resources. The international community needs to support governments’ efforts to develop participatory processes.
Directors stressed the value of informal country specific briefings while the PRSP was being developed. This would help Directors formulate views on the emerging strategy, and would be particularly useful when the member-country-led process appeared to be generating policy options that might not have the support of the staff members or the Boards of the World Bank and IMF. Such briefings could also inform Directors of the nature of the participatory process. Directors generally agreed that the PRSP should be published by the country authorities prior to Board discussion to enhance the participatory process.
The development of a PRSP with broad participation is likely to take time—as long as one to two years—depending on individual country circumstances. Thus, Directors saw an unavoidable tension, on the one hand, between PRSPs prepared with the participation of a broad spectrum of stakeholders and, on the other hand, the need to avoid delays in bringing as many countries as possible to their HIPC decision points within a timeframe appropriate to their need for debt relief, or in providing needed assistance through the IMF’s Poverty Reduction and Growth Facility or the Bank’s International Development Association. To address this problem, the Boards of the Bank and the IMF have agreed that countries may, for a transition period, prepare “Interim” PRSPs. The Interim PRSP covers many of the same basic elements as a full fledged PRSP, but it focuses mainly on where the country is at present and the steps it expects to take to complete a full PRSP.
As with full-fledged PRSPs, there is no single prescription for Interim PRSPs. At a minimum, they should include a statement by the government of its commitment to poverty reduction; a description of the main elements of its poverty reduction strategy consistent with available diagnostics; and a three-year macroeconomic framework and policy matrix, both focusing on poverty reduction and specifically noting that outer year commitments and targets are tentative and subject to revision as necessary in the full PRSP. Interim PRSPs should also contain a timeline and a description of the participatory process the government plans to adopt in preparing its full PRSP. While a broad participatory process is not a requirement for interim PRSPs, many are expected to involve at least some participation.
Experience with the Interim PRSPs for Bolivia, Mozambique, and Tanzania—considered by the IMF and World Bank Boards in FY2000—indicates that countries are addressing key proposed program elements.
As to poverty diagnostics, while the quality of data has varied, all the countries concerned have been able to provide poverty estimates that give a concrete sense of the size of the problems countries face, both absolutely and in terms of meeting International Development Goals by 2015 (Box 5.2). In Bolivia, for example, 70 percent of households are estimated to live below the national poverty line. In Tanzania, this proportion is about 50 percent, while in Mozambique it is about 68 percent.
Countries have also provided quantified long-term goals by 2010 for poverty reduction. In Bolivia, the goal is to reduce poverty to 45 percent of the urban population from 55 percent, and to 68 percent of the rural population from 80 percent; in Mozambique, the aim is to cut poverty to about 60 percent by 2004, and to about 50 percent by 2009.
All countries have identified key structural areas for reforms that are focused on poverty reduction; not surprisingly, there has been a high degree of commonality, with measures to promote sustainable economic growth and social sector improvements (education and health) generally prominent, including institutional reform, infrastructure, and agriculture; several countries have also identified improvements in the business environment, especially for small and medium-sized enterprises.
As to macroeconomic developments, countries in the group are targeting rapid GDP growth based on strong macroeconomic policies over the proposed three-year time horizon.
Finally, all country documentation has provided information on how to incorporate participatory processes into the program, building on existing arrangements and, in several cases, proposing well defined and time bound expansion of the process (Bolivia and Tanzania).
Most Interim PRSPs are expected to benefit from consultative processes. Bolivia has been able to benefit from the existence of a National Dialogue since 1997, which produced a document on “Proposals Against Poverty” as early as September 1998. Ghana and Honduras, among others, serve as examples of draft Interim PRSP preparation in close consultation with civil society and the donor community. Nicaragua plans to undertake similar consultations with civil society as part of its Interim PRSP preparation.
While reaffirming that, in principle, countries seeking relief under the enhanced HIPC Initiative should have a PRSP in place at the decision point, Directors noted that this could unduly delay assistance for early cases. In these early cases, Directors agreed that a decision point could be reached with an Interim PRSP in place. In general, however, countries should have adopted a participatory full-fledged PRSP and completed at least one year of satisfactory implementation, as evidenced in the government’s PRSP progress report, by the completion point.
Recognizing that this latter requirement could delay the provision of enhanced assistance under the HIPC Initiative to those countries that have already reached decision points, Directors agreed that some flexibility in the timing of debt relief was required in these cases.
In September 1999, the Interim Committee endorsed the transformation of the IMF’s concessional lending facility—the Enhanced Structural Adjustment Facility (ESAF)—into the Poverty Reduction and Growth Facility. The name of the facility was officially changed in November, and in December, Directors supported the thrust of the proposed policies and procedures for implementing the PRGF and for linking programs supported under the facility to the PRSP. They asked IMF staff to begin implementation quickly, recognizing that it would involve considerable experimentation and innovation. At the end of FY2000, 80 low-income member countries were eligible for assistance (Table 5.3).
Table 5.3 Countries Eligible for the Poverty Reduction and Growth Facility, as of April 30, 20001
1 The Poverty Reduction and Growth Facility (PRGF) replaced the Enhanced Structural Adjustment Facility (ESAF) effective November 22, 1999.
2 China has indicated that it does not intend to use ESAF (now PRGF) resources.
The PRGF and Poverty Reduction Strategies. Regarding the framework linking the PRGF and the poverty reduction papers, Directors emphasized that IMF arrangements under the PRGF must support and be consistent with the country’s poverty reduction strategy. That strategy would be country-owned, with the World Bank taking the lead—between the Bank and the IMF—in helping the country formulate the antipoverty strategy and in lending to support it. A current poverty reduction paper that had been broadly endorsed by the Boards of the World Bank and IMF would be a condition for IMF approval of a PRGF arrangement, or for completion of a review there under. Such a framework would ensure that IMF resources support a comprehensive poverty reduction strategy.
Box 5.2 Development Goals for 2015
The 1990s saw a series of world conferences organized by the United Nations on international development goals. Based on agreements at these meetings on the steps needed to reduce poverty and achieve sustainable development, seven goals have been proposed, most to be reached by 2015.
Economic well-being
Reduce extreme poverty by half relative to 1990 levels.
Social development
Ensure universal primary education.
Eliminate gender disparity in education (2005).
Reduce infant and child mortality by two-thirds relative to 1990 levels.
Reduce maternal mortality by three-fourths relative to 1990 levels.
Environmental sustainability and regeneration
Implement a national strategy for sustainable development in every country by 2005, so as to:
Reverse trends in the loss of environmental resources by 2015.
Timing. Directors generally agreed that discussion of poverty reduction papers could take place at the same time as a PRGF discussion, and at the time of requests for new three-year PRGF arrangements or yearly reviews. They also generally agreed that a prerequisite for a new PRGF arrangement, or completion of a review, would be endorsement of a PRSP or progress report by both IMF and World Bank Boards within the preceding 12 months.
Midyear reviews under the PRGF would normally take place without a simultaneous discussion of a PRSP or progress report. In such situations, Directors agreed that management would recommend Board action only if it felt that implementation of the poverty reduction strategy remained satisfactory, or sufficient corrective measures had been taken to put it back on track. IMF staff and management would continue to assess the progress in macroeconomic and structural areas within the IMF’s mandate. For social policies, most poverty reducing measures, and other structural policies that fall within the World Bank’s primary mandate, the IMF staff should ascertain whether the Bank staff had any major outstanding concerns about the adequacy of implementation before IMF management determined whether to recommend Board approval of disbursements under the PRGF arrangement. Directors welcomed the proposal that IMF staff reports would record the views of Bank staff regarding implementation of the poverty reduction strategy in areas within their mandate.
In cases where Board consideration of a poverty reduction paper (or progress report) and a PRGF arrangement (or a review) do not coincide, the PRGF documents should assess whether unexpected developments had affected the relevance of the latest paper. Any proposed departure from the poverty reduction strategy framework in the PRGF-supported program would have to be identified, agreed with the relevant country authorities and Bank staff, and reconciled in the PRSP when the PRSP was next prepared.
Reducing Overlapping Conditionality. Taking note of the new framework for very close cooperation and communication with the World Bank, Directors welcomed the proposals to reduce overlapping conditionality. They agreed that, for policies identified in the PRSP, the staffs of the Bank and the IMF would decide jointly—on the basis of established guidelines for their collaboration in assisting member countries—in which areas the Bank or the IMF would take primary responsibility for supporting the government’s policy formulation and for monitoring or, where appropriate, liaising with other interested development partners. On the basis of this division of responsibilities, there would be a presumption that PRGF letters of intent and policy memoranda would cover and reach understandings only in those areas where the IMF was primarily responsible (and in these areas conditionality would be used sparingly). Thus, conditionality in areas within the primary mandate of the Bank will be the responsibility of the Bank, except where a condition is judged to have such a direct, critical macroeconomic impact that the PRGF-supported program would be derailed if the measure were not implemented. Directors generally considered it appropriate that the IMF rely on the Bank to monitor implementation of structural reforms consistent with the PRSP in the Bank’s areas of expertise, and welcomed the sharpening of the lines of institutional responsibility and accountability. They emphasized that the IMF staff should not be expected to—and should not—offer assistance in areas that are primarily the responsibility of the Bank.
The macroeconomic conditions in PRGF arrangements would derive from the framework elaborated in the Poverty Reduction Paper, Directors agreed. Structural conditionality in IMF programs would be drawn from, or elaborate on, the structural measures identified in the paper, and would cover only those areas identified as being within the IMF’s area of responsibility, except as noted above.
Transitional Arrangements. During the transitional period needed for countries to prepare their first PRSP under a participatory process, Directors agreed that an Interim PRSP would underpin new PRGF arrangements or new yearly programs under the PRGF (see discussion above).
Review. The PRGF would be reviewed by the end of 2001, in conjunction with a general review of the PRSP approach. These reviews would include contributions from member countries, international institutions, other aid providers, and civil society.
In September 1999 discussions, Executive Directors underscored the importance of economic growth for poverty alleviation, but recognized that the IMF had to be sensitive to the social implications of its policy advice. In particular, Directors noted that:
IMF-supported programs had tried to help members address the potentially harmful impact on vulnerable groups of their adjustment and reform efforts as well as external shocks;
such efforts in turn could make a vital contribution toward sustaining economic reforms and protecting living standards;
sound macroeconomic policies, coupled with effective social and infrastructure spending, foster faster long-term growth; and
social safety nets and appropriately targeted, productive public spending, particularly in the social area, could thus provide critical support for the success of members’ adjustment and reform programs.
Directors discussed broader requirements for raising living standards, including faster growth and employment creation and better integrating poorer countries into the international economy. They suggested that the international community should work to improve the access of these countries to industrial country markets and to halt the excessive flow of weapons to developing countries. Directors also emphasized the importance of good governance, transparency, and accountability for ensuring the effective use of public resources.
In discussing the IMF’s role with regard to social policies, the Board saw the need for mutually reinforcing macroeconomic and social policies. Directors emphasized the importance of closer integration, with the help of the World Bank, of social issues and poverty concerns into IMF-supported programs. Greater attention to social issues was necessary in the context of low income countries, including Heavily Indebted Poor Countries, where structural reforms were particularly critical.
The Board underlined that the World Bank and other relevant international organizations had the primary mandate and expertise with regard to social issues. The social components of countries’ IMFsupported programs should thus rely on the work of these institutions.
Trade reform, broadly conceived, goes far beyond reducing border restrictions and plays a critical role in supporting growth and poverty reduction. The World Bank and the IMF both see trade policy reform as an important element of a more comprehensive framework for economic development and poverty reduction.
At its September 1999 meeting, the Development Committee called on the World Bank, the IMF, and the World Trade Organization (WTO) to cooperate with other parties in supporting enhanced trade performance and capacity building, especially with respect to the least-developed countries. In a follow-up report for the April 2000 meeting of the World Bank-IMF Development Committee, staff indicated that while the percentage of the world’s population living on less than $1 a day has fallen in recent years, the absolute number of people living in dire poverty in 1998 remained at nearly 1.2 billion. Taking a higher cut off point of $2 a day, the total number of poor was an estimated 2.8 billion in 1998—nearly half the world’s population.
Although these numbers conceal wide regional variations, projections for the coming decade are not encouraging. World Bank estimates suggest that under a “business as usual” scenario of continued relatively slow growth and intermittent crises, the number of people living on less than $1 a day would remain roughly constant, at about 1.2 billion, through 2008. Under a brighter scenario of steady, more rapid growth, the total would fall to about 700 million. Nonetheless, two regions—Latin America and the Caribbean and sub- Saharan Africa—would see little change; in fact, in sub- Saharan Africa, where the bulk of least-developed countries are concentrated, projections are for an increase of nearly 40 million, or about 14 percent. Can trade expansion help change the picture?
Economic growth alone cannot guarantee substantial and sustained reductions in poverty and inequality, but accelerated growth is necessary to make continuing progress in reducing poverty. A large body of empirical literature has suggested that more open economies tend to grow faster than closed ones. But available evidence suggests that many of the poorest developing countries have not as yet been able to integrate successfully into global markets, and, hence, to participate in the growth-inducing (and potentially poverty reducing) benefits of trade.
If economic growth is integral to poverty reduction, and if trade opening supports growth, then further trade reform is clearly a priority. Developing countries need to implement appropriately sequenced, outward oriented reforms that will allow trade expansion to help promote development and poverty reduction. Developed countries also have much to do to improve market access for developing countries’ exports. And the global trading system as a whole needs to be more inclusive. A quick examination of recent patterns in world trade suggests some priority areas for further reform.
Global trade expansion has far outstripped global GDP growth for many years. During the past decade, world trade grew at an annual average rate of 6.3 percent, compared with world output growth of 3.0 percent. Developing countries as a group have played a major role in this process, including by substantially, and often unilaterally, liberalizing their trade regimes. They now account for almost 20 percent of total goods exports and some 16 percent of services exports. Taking all developing countries as a group, manufacturing exports have increasingly dominated, now accounting for more than 70 percent of their total exports. Meanwhile, South-South trade has been growing from about 20 percent of developing countries’ total merchandise exports in the 1960s to more than 40 percent at the end of the 1990s. Developing countries have also tended in recent years to come together in regional groupings that liberalize intraregional trade and investment.
These groupings offer the promise of larger and more integrated markets, with the prospect of achieving increased returns to scale and greater foreign direct investment, and other dynamic benefits. Cuts in interregional tariffs, however, must be accompanied by lower external tariffs, if welfare-reducing trade diversion is to be avoided.
The recent improvements in some developing countries’ trade participation have taken place against the background of high, albeit declining, barriers to their export diversification, in both developed and in other developing countries. While average tariff rates in developed countries against developing countries’ manufactured exports are now relatively low (about 4 percent), they mask tariff peaks and escalation on products in which developing countries have a comparative advantage. Developing countries’ tariffs against other developing countries’ manufactures are higher—averaging nearly 13 percent.
For agricultural products, the situation is substantially worse. Industrial countries impose tariffs on developing countries’ agricultural exports exceeding 15 percent, on average. Developing countries’ tariffs against other developing countries’ agricultural exports are even higher—over 18 percent. In addition, developing country exports are frequently subject to nontariff barriers, such as restrictive quotas (for example, bananas); as well as to antidumping and other forms of contingent protection; and to competition from subsidized agricultural production. High trade barriers to agricultural exports clearly have not helped poor developing countries become increasingly integrated in world trade. Moreover, the least-developed countries, as well as the Heavily Indebted Poor Countries (HIPCs), depend disproportionately on agriculture for both national income and exports.
The past decade has been characterized by marked progress in trade liberalization around the world, including developing countries, and most notably, developing countries that are potentially eligible for International Development Association (IDA) and Poverty Reduction and Growth Facility assistance—many of which have substantially reduced tariffs and nontariff barriers. The data nevertheless suggest considerable scope for further liberalization by developing countries, especially the poorest. In addition, substantial new efforts by the international community to enhance the market access opportunities of poorer developing countries would be valuable. Agricultural liberalization is a prime candidate. Moreover, agricultural trade liberalization would actually create larger benefits in aggregate for industrial countries than for developing countries, through more efficient resource allocation, reduced budgetary costs, and enhanced consumer welfare. Quantitative analysis suggests that complete liberalization of global agricultural trade could yield benefits to developing countries of over $40 billion annually.
Further liberalization of trade in manufactures is also important because of their greatly increased weight in the exports of many (predominantly middle-income) developing countries, and because export diversification provides opportunities for the poorest countries to reduce their vulnerability to commodity price shocks. Within manufactures, textiles and clothing are of special significance, because they represent an area of comparative advantage for developing countries, are subject to many tariff peaks, and are seriously constrained by quotas. Industrial countries could abolish these quotas to the benefit of their own economies, and to the export opportunities of developing countries.
Special efforts may also be warranted to help the poorest developing countries. The current systems of trade preferences operated under the former Lomé Conventions3 and the Generalized System of Preferences (GSP) have benefited mainly the higher-income developing countries.4 Moreover, the benefits of many of these schemes to the poorest countries have been diminished by the exclusion of a number of so-called sensitive products, chiefly in the areas of agriculture, textiles, and footwear—the very areas in which many poor countries have the greatest potential to expand and diversify their exports. In addition, the schemes are complex and nontransparent, and the preferences can be withdrawn unilaterally in case, for example, imports from any country increase significantly. To be more effective, new market access initiatives for qualifying poor countries should be comprehensive, predictable, simple, and transparent.
The Director-General of the World Trade Organization has advocated granting duty-free and quota-free access for exports from least-developed countries, and members of the organization have been considering various proposals to this end. In the same vein, the President of the World Bank and the former Managing Director of the IMF have called upon members of the World Trade Organization to approve an initiative that covers all exports from least-developed countries and HIPCs as part of a coherent approach that would also include a reversal of the declining trend in foreign aid flows to these countries. This approach recognizes the critical importance of complementarity between debt relief and enhanced market access.
As noted above, economic growth, while essential, is not always sufficient for sustained poverty reduction. Equally, trade liberalization alone cannot guarantee economic growth. A strategy for trade expansion needs to embrace a far broader set of country-level initiatives, framed within an appropriate macroeconomic environment (including fiscal responses to change in tariffs) and a comprehensive approach to development goals and poverty reduction strategies. Specifically, attention needs to be paid to investments in the necessary infrastructure and human capital development that enhance the payoff to developing countries from trade liberalization. Supportive institutional reform efforts and improvements in the legal environment that increase investor confidence are also critical. Countries are likely to need substantial help from their development partners in undertaking these complementary efforts and investments.
In addition, the social dimension must be addressed. Countries need to have in place social programs including safety nets, retraining, and other transitional arrangements to offset the adjustment costs of freeing trade for those who may initially suffer as a result of moves toward liberalization. Increasingly, World Bank and IMF assistance strategies for a number of economies have supported liberalization efforts with measures to strengthen social safety nets.
The Poverty Reduction Strategy Paper will influence the formulation and implementation of trade reform in at least three ways. First, transitory adverse consequences that planned trade reforms may have on poor groups in the country will be made explicit and the PRSP will provide a framework to design appropriate policies to offset them. Second, the PRSP will be the result of a participatory process, which should strengthen the authorities’ and the public’s sense of ownership of the policies. This is particularly significant in the context of trade reform, because it should help to counter affected interest groups’ resistance to trade reforms and support the implementation of agreed policies. And third, the PRSP process includes monitoring of changes in poverty outcomes over time, as well as evaluation of the impact of key policies, which can be used to inform and enhance the ongoing dialogue about the impact of trade reform on different groups in the society.
The World Bank, the IMF, and the WTO share some common objectives and have taken steps to strengthen mutual coordination and policy coherence. The WTO concluded Cooperation Agreements with the IMF and the Bank in 1996–97. These provide for regular consultations between the heads of the three organizations; a High-Level Working Group on Coherence, consisting of senior staff of the three institutions; enhanced procedures for the exchange of documents; attendance by staff (as observers) at appropriate Board and Committee Meetings in the other institutions; and both formal and informal contacts among the staff, including the pursuit of joint research projects and seminars (see Appendix IV).
The three organizations have continued to explore ways to strengthen cooperation and coherence, each within its own jurisdiction and respecting its own mandate and expertise.
The World Bank and the IMF provide their developing country members with trade-related technical assistance to support trade policy reforms. IMF technical assistance tends to be in the areas of customs administration and reform, statistics, and broad-based tax reforms, including reduction of dependence on trade taxes. Bank technical assistance covers a wider range of areas, such as competition policy, infrastructure development, institution building, and elements of trade facilitation.
The IMF is a cooperative institution—in some ways like a credit union—in which member countries provide temporary financial assistance to other members experiencing difficulties in paying for imports of goods and services and/or servicing their foreign debt; in return, the recipient countries agree to undertake policy reforms to correct the problems that underlie their balance of payments difficulties. The temporary financial assistance from the IMF provides members the “opportunity to correct maladjustments in their balance of payments without resorting to measures destructive of national or international prosperity.”1
The most common type of IMF financial assistance to members takes the form of Stand-By or Extended Arrangements (see Box 6.1). During FY2000, 11 new Stand-By Arrangements and 4 new Extended Arrangements were approved for member countries by the IMF. Including augmentations of several existing arrangements, total new commitments of IMF resources under Stand-By and Extended Arrangements amounted to SDR 22.3 billion.2 The IMF also approved 10 new Poverty Reduction and Growth Facility Arrangements for eligible low-income member countries with commitments totaling SDR 0.6 billion. An additional SDR 0.6 billion was committed under special facilities and policies. (Table 6.1 sets out financial assistance approved during FY2000 by member country.)
Table 6.1 IMF Financial Assistance Approved in FY2000
(In millions of SDRs)
1 For augmentations, only the amount of the increase is shown
Member countries’ drawings from the IMF’s General Resources Account amounted to SDR 6.4 billion in FY2000, and SDR 0.5 billion of Poverty Reduction and Growth Facility (PRGF) loans were disbursed. Net IMF credit outstanding decreased to SDR 50.4 billion as of the end of FY2000, reflecting the large volume of scheduled and advance repayments of credit extended under several very large financial arrangements approved for members in previous years.
As of the end of FY2000, the Executive Boards of the IMF and World Bank had made decisions to assist nine countries that had reached their decision points under the Initiative for Heavily Indebted Poor Countries (HIPC Initiative); the IMF had committed SDR 467 million to these countries, five of which had received grants totaling SDR 213 million.
On a broader policy level, the Executive Board began a comprehensive review of the IMF’s lending facilities and policies during FY2000, to determine whether they were all still needed and appropriately designed; as a result of the review, four facilities were eliminated. The Board also, in response to reports of misreporting of data and misuse of IMF financing, acted to:
strengthen safeguards on members’ use of its financing;
deal with misreporting of information to the IMF by member countries; and
consider helping members achieve sound practices ii foreign exchange reserves management.
In addition, the Board considered program design issues, notably, the implications for IMF conditionality of the use of inflation targeting by member countries.
Under the Eleventh General Review of Quotas, on January 30, 1998, the Board of Governors approved an increase in total IMF quotas to SDR 212 billion from SDR 146 billion. On January 22, 1999, the IMF determined that the participation requirement for the Eleventh Review quota increase (consents from member countries having 85 percent of the total quotas on December 23, 1997) had been fulfilled, and the quota increase took effect. The size of total IMF quotas relative to world trade during 1946–98 is shown in Figure 6.1.
Figure 6.1 IMF Quotas Relative to World Trade1
(In percent)
1World trade is defined as the average of exports and imports. Data for 1946 refer to the IMF quotas set in 1945 and world trade data for 1946. The other data points refer to years in which resolutions for increases in quotas were adopted by the Board of Governors under general quota reviews. A resolution for a general increase in quotas for all members, along with special increases for some members, was first adopted in 1959.
As of April 30, 2000, 172 member countries, accounting for 99 percent of total quotas proposed under the Eleventh Review, had consented to and paid for their quota increases, and total quotas had reached SDR 210.25 billion.3 Four member countries eligible to consent to the proposed increases in their quotas had not yet done so, and six member countries were ineligible to consent to their proposed increases because of their arrears to the IMF’s General Resources Account. The Executive Board approved on July 13, 2000, an extension of the periods for consent to and payment of quota increases under the Eleventh Review until January 31, 2001. Individual members’ quotas in the IMF at the end of April 2000 are shown in Appendix II, Table 11.16.
In June 1999, the Executive Board authorized a panel of external experts to review the formulas used to guide the apportionment of quota increases resulting from general reviews and the setting of new member countries’ initial quotas.4 The terms of reference of the panel were to:
review the quota formulas and their working, and assess their adequacy to help determine members’ calculated quotas in the IMF in a manner that reasonably reflects members’ relative positions in the world economy and their relative needs for, and contributions to, the IMF’s financial resources; the review would take into account changes in the functioning of the world economy and the international financial system in light of the increasing globalization of markets;
propose, as appropriate, changes in the variables and their specification to be used in the formulas; and
examine other issues directly related to the quota formulas.
The report of the panel was submitted to management and the Executive Board on May 1, 2000. The Board is scheduled to discuss the report and an accompanying staff commentary in August 2000.
Following the expansion of IMF resources resulting from the increases in members’ quotas under the Eleventh General Review of Quotas, the IMF’s resource position continued to strengthen throughout FY2000. The improvement occurred against a background of improving global economic and financial conditions and returning investor confidence in many emerging market economies.
The demand for IMF resources declined from the exceptionally high levels experienced in FY1999, and, with the faster-than-anticipated recovery in the economies of a few member countries with large IMF arrangements, repayments rose considerably. Brazil, Mexico, Korea, and Russia, which had drawn large amounts during earlier financial crises, together repaid SDR 19.6 billion in FY2000. Taking advantage of a strong improvement in its balance of payments, Korea made advance repayments of SDR 4.7 billion and eliminated the balance of its credit outstanding under the Supplemental Reserve Facility (SRF) by mid-September 1999. Similarly, in early 2000, Brazil repaid SDR 3.3 billion in advance and eliminated the balance of its outstanding SRF credit.
The IMF’s liquid resources consist of usable currencies and SDRs held in the General Resources Account. Usable currencies, the largest component of liquid resources, are holdings of currencies of members whose balance of payments and reserve positions are considered sufficiently strong to allow the use of their currencies in the quarterly financial transactions plan (see Box 6.2).
The IMF’s usable resources rose steadily throughout FY2000, reflecting the margin of repayments over new drawings, the inclusion of additional members in the financial transactions plan during the course of the financial year, and the receipt of some payments for Eleventh Review quota increases during this period.
At the end of April 2000, the IMF’s usable resources reached SDR 108.2 billion, an increase of SDR 24.5 billion from a year earlier. The related increase in the stock of net uncommitted usable resources (usable resources less resources committed under current arrangements and considered likely to be drawn, and less working balances of usable currencies) was not as steep—SDR 74.8 billion at the end of April 2000, compared with SDR 56.7 billion a year earlier—as the number of arrangements in place and the associated undrawn balances of commitments rose over the course of FY2000.
The IMF’s liquid liabilities at the end of April 2000 totaled SDR 48.8 billion, compared with SDR 63.6 billion a year earlier. The ratio of the IMF’s net uncommitted usable resources to its liquid liabilities—the “liquidity ratio"–increased to 153.1 percent at the end of April 2000 from 89.2 percent at the end of April 1999, reaching levels that prevailed before the onset of the Asian crisis (Figure 6.2).
The IMF’s Articles of Agreement authorize it to borrow to supplement the resources provided through members’ quota subscriptions. To date, the IMF has borrowed only from official sources (such as governments and central banks), but it may also borrow from private sources. The IMF has two sets of credit arrangements—the New Arrangements to Borrow (NAB) and the General Arrangements to Borrow (GAB)–whose purpose is to make supplementary resources available to the IMF when needed to forestall or cope with an impairment of the international monetary system. Total resources available to the IMF under the NAB and GAB combined are up to SDR 34 billion.
The NAB is a set of credit arrangements between the IMF and 25 member countries and institutions. It entered into force in 1998 and is the borrowing facility of first and principal recourse, unless a GAB participant (all GAB participants are also participants in the NAB) requests the use of IMF resources, in which case a proposal for drawings may be made under either the NAB or GAB. The NAB was activated for the first time in December 1998 to help finance a Stand-By Arrangement for Brazil. These drawings were repaid in March 1999, following the increase in IMF resources resulting from Eleventh Review quota payments. Table 6.2 shows the amounts of credit arrangements of participants in the NAB.
Box 6.1 IMF Financial Facilities and Policies
Financial assistance provided by the IMF is made available to member countries under a number of policies, or facilities, the terms of which reflect the nature of the balance of payments problem that the borrowing country is experiencing.
Regular Lending Facilities
IMF credit is subject to different conditions, depending on whether it is made available in the first credit “tranche” (or segment) of 25 percent of a member’s quota or in the upper credit tranches (any segment above 25 percent of quota). For drawings in the first credit tranche, members must demonstrate reasonable efforts to overcome their balance of payments difficulties. Upper credit tranche drawings are made in installments (“phased”) and are released when performance targets are met. Such drawings are normally associated with Stand-By or Extended Arrangements.
Stand-By Arrangements (SBAs) are designed to deal with short-term balance of payments problems of a temporary or cyclical nature, and must be repaid within 3¼–5 years. Drawings are normally made quarterly, with their release conditional upon borrowers’ meeting quantitative performance criteria—generally in such areas as bank credit, government or public sector borrowing, trade and payments restrictions, and international reserve levels—and not infrequently structural performance criteria. These criteria allow both the member and the IMF to assess progress under the member’s program. Stand-By Arrangements typically cover 12–18 month periods (although they can extend for up to three years).
Financial assistance provided through Extended Arrangements under the Extended Fund Facility (EFF) is intended for countries with balance of payments difficulties resulting primarily from structural problems and has a longer repayment period, 4 ½–10 years, to take account of the need to implement reforms that can take longer to put in place and have full effect. A member requesting an Extended Arrangement outlines its goals and policies for the period of the arrangement, which is typically three years but can be extended for a fourth year, and presents a detailed statement each year of the policies and measures to be pursued over the next 12 months. The phasing of drawings and performance criteria are like those under Stand-By Arrangements, although phasing on a semiannual basis is possible.
Precautionary arrangements are used to assist members interested in boosting confidence in their economic management. Under a Stand-By or an Extended Arrangement that is treated as precautionary, the member agrees to meet the conditions applied for such use of the IMF’s resources but expresses its intention not to draw on them. This expression of intent is not binding; consequently, as with an arrangement under which a member is expected to draw, approval of a precautionary arrangement signifies the IMF’s endorsement of the member’s policies according to the standards applicable to the particular form of arrangement.
Special Lending Facilities and Policies
The Supplemental Reserve Facility (SRF) was introduced in 1997 to supplement resources made available under Stand-By and Extended Arrangements in order to provide financial assistance for exceptional balance of payments difficulties owing to a large short-term financing need resulting from a sudden and disruptive loss of market confidence, such as occurred in the Mexican and Asian financial crises in the 1990s. Its use requires a reasonable expectation that strong adjustment policies and adequate financing will result in an early correction of the member’s balance of payments difficulties. Access under the SRF is not subject to the usual limits but is based on the financing needs of the member, its capacity to repay, the strength of its program, and its record of past use of IMF resources and cooperation with the IMF. Financing is committed for up to one year, and repayments are expected to be made within 1 to 1½ years, and must be made within 2 to 2½ years, from the date of each drawing. For the first year, the rate of charge on SRF financing is subject to a surcharge of 300 basis points above the usual rate of charge on other IMF loans; the surcharge then increases by 50 basis points every six months until it reaches 500 basis points.
Contingent Credit Lines (CCLs) were established in 1999. Like the Supplemental Reserve Facility, the CCL is designed to provide short term financing to help members overcome exceptional balance of payments problems arising from a sudden and disruptive loss of market confidence. A key difference is that the SRF is for use by members already in the midst of a crisis, whereas the CCL is a preventive measure solely for members concerned with their potential vulnerability to contagion but not facing a crisis at the time of the commitment. In addition, the eligibility criteria confine potential candidates for a CCL to those members implementing policies considered unlikely to give rise to a need to use IMF resources; whose economic performance–and progress in adhering to relevant internationally accepted standards—has been assessed positively by the IMF in the latest Article IV consultation and thereafter; and which have constructive relations with private sector creditors with a view to facilitating appropriate private sector involvement. Resources committed under a CCL can be activated only if the Board determines that the exceptional balance of payments financing needs faced by a member have arisen owing to contagion–that is, circumstances largely beyond the member’s control stemming primarily from adverse developments in international capital markets consequent upon developments in other countries. The repayment period for and rate of charge on CCL financing are the same as for the SRF.
The Compensatory Financing Facility (CFF), formerly the Compensatory and Contingency Financing Facility (CCFF), provides timely financing to members experiencing a temporary shortfall in export earnings or an excess in cereal import costs, as a result of forces largely beyond the member’s control. In January 2000, the Executive Board decided to eliminate the contingency element of the CCFF since it had rarely been used; see the discussion in this chapter.
The IMF also provides emergency assistance to a member facing balance of payments difficulties caused by a natural disaster. The assistance is available through outright purchases, usually limited to 25 percent of quota, provided that the member is cooperating with the IMF to find a solution to its balance of payments difficulties. In most cases, this assistance has been followed by an arrangement with the IMF under one of its regular facilities. In 1995, the policy on emergency assistance was expanded to include well-defined post conflict situations: where a member’s institutional and administrative capacity has been disrupted as a result of conflict, but where there is still sufficient capacity for planning and policy implementation and a demonstrated commitment on the part of the authorities; and where there is an urgent balance of payments need and a role for the IMF in catalyzing support from official sources as part of a concerted international effort to address the post conflict situation. The authorities must state their intention to move as soon as possible to a Stand-By, Extended, or Poverty Reduction and Growth Facility Arrangement.
The Emergency Financing Mechanism (EFM) is a set of procedures that allow for quick Executive Board approval of IMF financial support to a member facing a crisis in its external accounts that requires an immediate IMF response. The EFM was established in September 1995 and was used in 1997 for the Philippines, Thailand, Indonesia, and Korea, and in 1998 for Russia.
Concessional Lending Facility
On November 22, 1999, the Enhanced Structural Adjustment Facility (ESAF)–the IMF’s concessional financial facility to assist poor countries facing protracted balance of payments problems—was renamed the Poverty Reduction and Growth Facility (PRGF) and given a more explicit antipoverty focus (see Chapter 5). PRGF-supported programs are expected to be based on country designed poverty reduction strategies, and formulated in a participatory manner involving civil society and developmental partners. The strategy, to be spelled out in a Poverty Reduction Strategy Paper produced by the borrowing country in cooperation with the World Bank and the IMF, should describe the authorities’ goals and macroeconomic and structural policies for the three-year program to be supported by PRGF resources, as well as the associated external financing needs and major sources of financing. PRGF loans carry an interest rate of 0.5 percent a year and are repayable over 10 years with a 5;½-year grace period on principal repayments.
For explanations of IMF quotas and other sources of funds, IMF liquidity, and the purchase-repurchase mechanism, see the Factsheet “How We Lend” on the IMF website.
Under the GAB, 11 participants (industrial countries or their central banks) have agreed to provide resources to the IMF in certain circumstances. The GAB was activated in 1998 for the first time in 20 years to finance an augmentation of the Extended Arrangement for Russia, with the drawings repaid upon receipt by the IMF of the bulk of quota payments under the Eleventh Review.Table 6.3 shows the amounts of credit arrangements of participants in the GAB and the associated agreement with Saudi Arabia.
In FY2000, member countries’ drawings (purchases) from the General Resources Account (GRA), excluding reserve tranche drawings,5 amounted to SDR 6.3 billion, well below the SDR 21.4 billion drawn in FY1999 (Appendix II, Table II.7). These drawings consisted of SDR 4.1 billion under Stand-By Arrangements (compared with SDR 12.6 billion in FY1999), SDR 1.6 billion under Extended Arrangements (SDR 5.9 billion in FY1999), SDR 0.2 billion under the Compensatory and Contingency Financing Facility (SDR 2.6 billion in FY1999), and SDR 0.4 billion of emergency financing (SDR 0.2 billion in FY1999) for natural disasters and post conflict assistance. The largest borrowers from the IMF in FY2000 were Mexico and Brazil—which drew SDR 1.9 billion and SDR 0.8 billion, respectively, under Stand-By Arrangements—and Indonesia, which drew SDR 0.9 billion under an Extended Arrangement. (For the general terms of the IMF’s financial assistance to member countries, see Table 6.4.)
Table 6.4 General Terms of IMF Financial Assistance
1 The Buffer Stock Financing Facility (BSFF) and the contingency element of the Compensatory and Contingency Financing Facility (CCFF) were eliminated by Executive Board decision on February 15, 2000. The Executive Board also decided on April 13, 2000, to terminate the policies on IMF support for Debt and Debt-Service Reduction (DDSR) operations and for Currency Stabilization Funds (CSF).
2 The basic rate of charge is set as a proportion of the weekly SDR interest rate and is applied to the daily balance of all outstanding GRA drawings during each IMF financial quarter, with an additional surcharge for any outstanding credit under the SRF.
3 The surcharge is 300 basis points during the first year following a drawing under the SRF, and increases by 50 basis points at the end of that first year and every six months thereafter until it reaches 500 basis points.
4 Repurchases are expected to be made within 1-1 years after a purchase; however, the IMF may, upon a member’s request, decide to extend such repurchase expectation by up to one year. There is an obligation to repurchase within 2-2XA years after purchase.
5 A one-time service charge is levied on each drawing of IMF resources in the GRA, other than reserve tranche drawings, at the time of the transaction.
6 An up-front commitment fee is charged on the amount that may be drawn during each (annual) period under a Stand-By or Extended Arrangement. The fee is, however, refunded on a proportionate basis as subsequent drawings are made under the arrangement.
Repayments (repurchases) in the GRA during FY2000 totaled SDR 23.0 billion, compared with SDR 10.5 billion in FY1999 (Appendix II, Table II.8), including scheduled and advance Supplemental Reserve Facility (SRF) repayments of SDR 6.5 billion by Brazil, SDR 5.5 billion by Korea, and SDR 3.2 billion by Russia.
Taking into account both drawings and repayments, net credit outstanding in the GRA decreased by SDR 16.7 billion in FY2000, to SDR 44.0 billion as of end-April 2000, from SDR 60.7 billion a year earlier. Including also net lending under the ESAF/PRGF (see below), total net IMF credit outstanding decreased to SDR 50.4 billion as of end-April 2000, from SDR 67.2 billion a year earlier, or by SDR 16.8 billion.
New commitments of IMF resources under Stand-By and Extended Arrangements in FY2000 amounted to SDR 22.3 billion. Eleven new Stand-By Arrangements were approved in FY2000; including augmentations of the existing Stand-By Arrangements for Bosnia and Herzegovina and Cape Verde, commitments totaled SDR 15.7 billion (Appendix II, Table II.1). The largest commitments under Stand-By Arrangements were for Argentina (SDR 5.4 billion), Mexico (SDR 3.1 billion), Russia (SDR 3.3 billion), and Turkey (SDR 2.9 billion). As of end-April 2000, 16 member countries had Stand-By Arrangements with the IMF, with commitments totaling SDR 45.6 billion and undrawn balances of SDR 17.4 billion (Appendix II, Tables II.2 and II.3).
Four new Extended Arrangements were approved in FY2000, and the existing Extended Arrangement for Ukraine was augmented, with total commitments of SDR 6.6 billion. The largest commitments under Extended Arrangements were for Indonesia (SDR 3.6 billion) and Colombia (SDR 2.0 billion). As of end-April 2000, 11 member countries had Extended Arrangements, with commitments totaling SDR 9.8 billion and undrawn balances of SDR 8.2 billion (Appendix II, Table II.4).
In January 2000, the Executive Board reviewed the IMF’s Compensatory and Contingency Financing Facility (CCFF) and the Buffer Stock Financing Facility (BSFF). Directors agreed to eliminate the BSFF as it had not been used for 16 years, buffer stocks had not been proven useful in meeting their objectives, there were no longer any commodity agreements for which BSFF eligibility had been approved, and other IMF facilities were sufficient for the purposes the BSFF could serve.
Regarding the contingency element of the CCFF, Directors noted that while the idea behind that mechanism—helping members keep adjustment programs on track when faced with unexpected, adverse current account developments—had some appeal, it had seldom been used, and not at all in the previous eight years. Most Directors favored retaining a streamlined compensatory element of the CCFF—which provides timely financing to members experiencing a temporary shortfall in export earnings or an excess in cereal import costs for reasons largely beyond their control—at least pending a broader review of all IMF facilities. They, however, supported limiting the compensatory element to cases in which an arrangement with upper credit tranche conditionality was in place—with simplified access limits and with phasing of drawings—or where the member’s balance of payments position was satisfactory apart from the temporary export shortfall or cereal import excess.
During FY2000, Algeria and the former Yugoslav Republic of Macedonia drew a total of SDR 237.3 million under the CCFF. The IMF also provided emergency post conflict assistance (totaling SDR 19.1 million) to Guinea-Bissau and Sierra Leone, and emergency natural disaster assistance of SDR 361.5 million to Turkey.
Another special facility—one related to potential Y2K problems—expired unused in March 2000 (see Box 6.3).
The IMF provides concessional financial assistance to low-income member countries under the Poverty Reduction and Growth Facility (PRGF)–successor to the Enhanced Structural Adjustment Facility (ESAF)–which focuses explicitly on poverty reduction. Currently, 80 member countries of the IMF are PRGF-eligible (see Chapter 5).
During FY2000, the Executive Board approved 10 new PRGF Arrangements with commitments totaling SDR 0.6 billion for Burkina Faso, Cambodia, Chad, Djibouti, Ghana, Mali, Mauritania, Mozambique, São Tomé and Príncipe, and Tanzania; in addition, augmentations totaling SDR 44 million were approved of the arrangements for Albania, Georgia, and Mozambique (Appendix II, Table II.l). As of the end of April 2000, 31 member countries’ reform programs were supported by PRGF Arrangements, with IMF commitments totaling SDR 3.5 billion and undrawn balances of SDR 2.0 billion (Appendix II, Table II.5). Total disbursements amounted to SDR 0.5 billion during FY2000, compared with SDR 0.8 billion in FY1999.
Financing for the PRGF is provided outside of the IMF’s quota-based resources. Loans and grant contributions from a broad cross section of the IMF’s membership constitute the bulk of the financing of the PRGF Trust, which is administered by the IMF. The Trust borrows resources at market related interest rates from loan providers—central banks, governments, and government institutions—and lends them to PRGF-eligible borrowers. The Trust receives contributions to subsidize the rate of interest on PRGF loans and maintains a Reserve Account (providing security for creditor claims on the Trust) in the event of nonpayment by PRGF borrowers.
In August 1999, the Executive Board increased the borrowing limit of the PRGF Trust Loan Account to SDR 11.5 billion from SDR 11 billion in order to meet the potential demand for PRGF resources in the period ahead. As of end-April 2000, total effective lending commitments to the PRGF Trust amounted to SDR 10.9 billion. New borrowing agreements concluded during FY2000 include with Belgium (SDR 200 million), Canada (SDR 200 million), France (SDR 350 million), Italy (SDR 250 million), the Netherlands (SDR 250 million), and Spain (SDR 125 million). A borrowing agreement with Denmark (SDR 100 million) became effective in May 2000 and an agreement with Germany (SDR 350 million) became effective in June 2000. The commitment period for PRGF Trust loans to eligible members runs through December 31, 2001, with disbursements to be made through the end of 2003.
Contributions to the Subsidy Account are used to enable loans from the PRGF Trust to be made at a highly concessional rate of interest (currently 0.5 percent a year). The total value of bilateral subsidy contributions is estimated at SDR 3.4 billion. In addition, SDR 0.4 billion was transferred from the SDA to the Subsidy Account in early 1994. This contribution by the IMF, including the interest it will earn, is valued at SDR 0.6 billion.
The resources in the Subsidy Account were SDR 1.7 billion as of end-April 2000. During FY2000, the PRGF Trust made interest payments to lenders of SDR 201 million; of this amount, SDR 28 million represented interest payments by borrowers from the Trust and the balance of SDR 173 million was drawn from the resources of the Subsidy Account.
Box 6.2 Financial Transactions Plan
The amounts of currencies and SDRs to be used in new drawings and repayments by member countries are specified by the Executive Board for successive quarterly periods in the framework of a financial transactions plan (formerly referred to as the operational budget). Use of a member’s currency in new borrowing from the IMF essentially involves the transfer of foreign exchange from the member whose currency is used (the creditor) to the borrowing member, and results in an equivalent increase in the creditor member’s position in the IMF. Similarly, when borrowing members repay the IMF in currencies, this results in the receipt of foreign exchange by the creditor member and in an offsetting decline in its claims on the IMF. These amounts are carefully managed to ensure that the creditor positions in the IMF of the members making their currencies available for use by other members remain broadly equal in relation to quota, the key measure of each member’s rights and obligations in the IMF.
The IMF recently began publishing the outcome of the financial transactions plan. Data on the amounts of resources provided by members to finance IMF transactions are posted on the IMF website after the completion of each quarterly plan, together with an explanatory note to guide readers unfamiliar with the IMF’s particular financial structure and terminology.
Box 6.3 Temporary Y2K Facility
The IMF—like the rest of the world—faced a one-time challenge in FY2000: as 1999 ended, would computers read the term “00” as representing the year 1900 or the year 2000? The IMF ensured that its own systems were “Y2K compliant” and played a role in raising member countries’ awareness of the risks of systems failure and of the importance of developing contingency plans for dealing with key problems.
In September 1999, the Executive Board approved the establishment of a temporary Y2K facility. Under this facility, the IMF would extend short-term financing to countries that encountered balance of payments difficulties arising from potential or actual Y2K-related failures of computer systems. The borrowing country had to be cooperating with the IMF and addressing the Y2K problems that gave rise to its balance of payments problems, to the extent that they were within the country’s control. The country also had to have a generally sound policy stance—including policies to address other sources of balance of payments difficulties, if any—and be making appropriate use of its reserves and other available sources of external financing to meet its balance of payments difficulties.
As it turned out, no member made use of the Y2K facility, which expired at the end of March 2000.
For details of PRGF Arrangements, and of borrowing agreements and subsidy contributions for the PRGF Trust, see Appendix II, Tables II.5 and II.10.
The Initiative for Heavily Indebted Poor Countries (HIPC Initiative), launched in 1996 by the IMF and World Bank, was considerably strengthened in FY2000, to provide deeper, faster, and broader debt relief for the world’s heavily indebted poor countries (see Chapter 5). The IMF provides HIPC assistance in the form of grants that are used to service part of a member country’s debt to the IMF.
As of end-April 2000, the Executive Boards of the IMF and World Bank had decided to assist nine countries that had reached their decision points under the Initiative (Bolivia, Burkina Faso, Côte d’lvoire, Guyana, Mali, Mauritania, Mozambique, Tanzania, and Uganda); the IMF had committed SDR 467 million to these countries, and five countries (Bolivia, Guyana, Mozambique, Tanzania, and Uganda) had received assistance in the form of grants from the IMF totaling SDR 213 million.
The total cost of the IMF’s participation in the enhanced HIPC Initiative and of the continuation of concessional lending under the PRGF is estimated at $3.5 billion (end-1998 net present value (NPV) terms), with the HIPC Initiative accounting for about two-thirds of the total. The envisaged financing package consists of pledged contributions by member countries of $1.4 billion (end-1998 NPV terms) and contributions by the IMF of $2.1 billion (end-1998 NPV terms). In December 1999, the Executive Board made the necessary decisions for the financing of these initiatives to proceed: namely, to terminate the second Special Contingent Account (SCA-2) (see below) and to undertake off-market gold sales of up to 14 million ounces (see Box 6.4).
Substantial progress has been made in securing the necessary financing. Ninety-three members have pledged contributions to the PRGF-HIPC Trust, a number of them by contributing all or part of their SCA-2 balances. As of end-April 2000, about 60 percent of pledged contributions had either been received or were being provided on the basis of an agreed schedule (Appendix II, Table II.11). As to the IMF, the bulk of its contribution will come from the investment income on the profits generated by off-market sales of 12.9 million ounces of gold, which were completed in early April 2000. The IMF will also provide $0.5 billion from other sources, of which about 45 percent has already been contributed to the PRGFHIPC Trust. The available resources in the PRGFHIPC Trust amounted to SDR 511 million as of end-April 2000 (see Box 6.5)
At the beginning of each financial year, the IMF sets a rate of charge on the use of its resources that is intended to allow it to achieve a target amount of net income to add to its reserves. In deciding on the amount of income that should be added to reserves, the Executive Board is guided by two principles: precautionary balances should fully cover the credit outstanding to member countries in protracted arrears to the IMF, and precautionary balances should include a margin for the risk related to credit outstanding to other members in good standing.
The basic rate of charge is set as a proportion of the SDR interest rate and is adjusted for burden sharing, described below. In addition, the IMF levies a surcharge on the use of resources under the Supplemental Reserve Facility (SRF) and the Contingent Credit Lines (CCL) (see Table 6.4). The IMF pays remuneration on member countries’ remunerated reserve tranche positions, which on average are equivalent to 88 percent of their total reserve tranche positions. The rate of remuneration is set at 100 percent of the SDR interest rate and is also adjusted for burden sharing.
Since 1986, the Executive Board has employed burden-sharing mechanisms to strengthen the IMF’s financial position against the consequences of overdue obligations and to distribute the financial burden of overdue obligations among debtor and creditor members:
The Board has adjusted the rates of charge and remuneration to generate amounts equal to unpaid charges due from members in protracted arrears. When deferred charges that have led to these burden-sharing adjustments are settled, an equivalent amount is refunded to members that have paid additional charges or received reduced remuneration.
From FY1989 through FY2000, an amount equal to 5 percent of the IMF’s reserves at the beginning of the financial year was added each year to the first Special Contingent Account (SCA-1) to strengthen the IMF’s financial position. In FY2001, an amount equal to 3.3 percent of the IMF’s reserves at the beginning of the year will be added to the SCA-1.
From 1990 through 1997, debtor and creditor members contributed SDR 1 billion to the second Special Contingent Account (SCA-2) to provide liquidity for—and to protect the IMF’s financial position against the risks associated with—disbursements from the GRA to member countries formerly in protracted arrears to the IMF following the completion of a rights accumulation program6 and the clearance of arrears. Subsequently, to facilitate the completion of the financing package for the continuation of the PRGF and the HIPC Initiative, the SCA-2 was terminated in 1999 and the balances in the account were distributed to contributing members.
Box 6.4 IMF Off-Market Gold Transactions Help Finance the HIPC Initiative
To help finance its contribution to the HIPC Initiative, the IMF in FY2000 conducted a series of off-market transactions in gold with two member countries over a four-month period, thereby realizing profits corresponding to the difference between the value of the gold at the market price and at the official price of gold in the IMF’s balance sheets.
During December 1999–April 2000, the IMF sold a total of 12.944 million fine ounces of gold to Brazil and Mexico at the prevailing market price on the day of each transaction. The total amount sold was equivalent to SDR 2.7 billion ($3.7 billion). After each sale, the gold was immediately accepted back by the IMF at the same price in settlement of financial obligations of these members to the IMF. The net effect of these transactions left the IMF’s holdings of physical gold unchanged, but the gold accepted back was revalued at the market prices of the transactions. No gold was released to the market, and thus there was no impact on the balance of supply and demand in the market.
In accordance with the Articles of Agreement, the equivalent of SDR 35 per fine ounce from the proceeds of the sales was placed in the General Resources Account. The proceeds in excess of this amount (totaling SDR 2.2 billion, or $3.0 billion, net of transaction costs) are held in the Special Disbursement Account and invested (see Box 6.5 on the recent modification of the IMF’s investment approach). The income from these investments, which will be transferred to the PRGF-HIPC Trust when needed, will be used only to help finance the IMF’s contribution to the HIPC Initiative. To date, the Executive Board has authorized the transfer of nine fourteenths of the investment income to the PRGF-HIPC Trust; the transfer of the remainder will require a further Board decision.
The gold transactions reduce the IMF’s liquidity as well as its net income. For FY2000, the Board decided that the IMF would absorb the loss of net income through a reduced accumulation of reserves; it subsequently adopted a decision on how to deal with the loss of income in FY2001 (see text).
In April 1999, the basic rate of charge for FY2000 was set at 113.7 percent of the SDR interest rate in order to achieve a net income target of SDR 128 million, or 5 percent of the IMF’s reserves at the beginning of the year; the allocation to the SCA-1 was also set at 5 percent of reserves. Any income in excess of the target, other than income from the SRF, Y2K Facility, or CCL, would be used to reduce the rate of charge retroactively. The net income target was effectively reduced to SDR 101 million in December 1999, when the Executive Board decided that the income effects of accepting gold in the settlement of financial obligations to the IMF would be borne by the IMF.
Box 6.5 Investment of SDA, PRGF, and PRGF-HIPC Resources
The resources held in the Special Disbursement Account (SDA), in the Reserve and Subsidy Accounts of the PRGF Trust, and in the PRGF-HIPC Trust are the main resources used to finance IMF lending under the PRGF and its contribution to the HIPC Initiative. These resources are invested by the IMF, with the return on the investments used to supplement the resources.
The IMF introduced a new investment approach in March 2000, which is expected to increase investment returns over time while limiting risk. This should enhance the protection provided to lenders to the PRGF Trust, generate additional resources for subsidizing PRGF lending and for interim PRGF and HIPC operations, and expand the size of the self-sustained PRGF.
The large increase in resources available for investment—including those arising from off-market gold sales and the termination of the second Special Contingent Account (SCA-2) in support of interim PRGF and HIPC operations—made the change in investment strategy particularly timely. These resources will peak at about SDR 10 billion in 2003 before declining gradually thereafter.
Previously, investments had been made in short-term SDR denominated deposits with the Bank for International Settlements. Under the new approach, the maturity of the investments will be lengthened by shifting part of the resources to portfolios consisting mainly of bonds issued by the governments of the countries whose currencies are included in the SDR basket and medium-term instruments issued by the Bank for International Settlements.
Unpaid charges due from members in protracted arrears and the allocation to the SCA-1 resulted in adjustments to the basic rate of charge of 16 basis points, and to the rate of remuneration of 17 basis points, in FY2000. The adjusted rates of charge and remuneration averaged 4.33 percent and 3.50 percent, respectively, for the financial year.
The IMF’s net income in FY2000, excluding the effect of the adoption of International Accounting Standard 19 (IAS 19), totaled SDR 271 million. Of this amount, SRF income, net of the annual expenses of administering the PRGF Trust, was SDR 167 million. The GRA was not reimbursed for the expenses of administering the PRGF Trust in FY2000; instead, an equivalent amount was transferred through the Special Disbursement Account to the PRGF-HIPC Trust. Non-SRF income was SDR 104 million. At the end of the financial year, non-SRF income of SDR 3 million in excess of the net income target was returned to members that paid charges, retroactively reducing the FY2000 rate of charge to 113.5 percent of the SDR interest rate.
Following the retroactive reduction in the rate of charge, SDR 268 million was placed to the IMF’s reserves—SDR 167 million of SRF income to the General Reserve and the SDR 101 million of non-SRF income to the Special Reserve. In addition, the adoption of IAS 19 on employee benefits resulted in a onetime accounting gain of SDR 268 million, which was placed to the Special Reserve (see Box 6.6). Total reserves rose to SDR 3.1 billion as of April 30, 2000, from SDR 2.6 billion a year earlier.
Precautionary balances (that is, reserves net of the IAS 19 accounting gain plus the balance in the SCA-1) totaled SDR 4.0 billion as of April 30, 2000, compared with SDR 3.6 billion as of April 30, 1999; they were equal to 409 percent of GRA credit outstanding to members in arrears to the IMF by six months or more and 9.0 percent of total outstanding GRA credit.
In April 2000, the Executive Board decided to set the FY2001 net income target at SDR 48 million (excluding SRF and CCL income)—in light of the loss of income resulting from the off-market gold transactions—and to generate SDR 94 million for the SCA-1 through burden sharing. The FY2001 basic rate of charge was set at 115.9 percent of the SDR interest rate. The Board also renewed the burden-sharing mechanism for deferred charges and agreed to forgo the reimbursement to the GRA for the expenses of administering the PRGF Trust for the financial years from FY2001 through FY2004; an equivalent amount will be made available to the PRGF-HIPC Trust. Finally, the Board decided that net income from the SRF and CCL for FY2001, after meeting the expenses of administering the PRGF Trust, would be placed to the General Reserve at the end of the year.
Total overdue financial obligations to the IMF increased slightly in FY2000, to SDR 2.32 billion as of end-April 2000, from SDR 2.30 billion a year earlier.7 All overdue members as of end-April 2000 were in protracted arrears, that is, overdue by six months or more. No new cases of protracted arrears emerged in FY2000, nor were any of the existing cases resolved, which left the number of member countries in protracted arrears to the IMF at seven. Data on arrears to the IMF by member, type, and duration are shown in Table 6.5.
Table 6.5 Arrears to the IMF of Countries with Obligations Overdue by Six Months or More, by Type and Duration, as of April 30, 2000
(In millions of SDRs)
Overdue financial obligations continued to be concentrated among four member countries—the Democratic Republic of the Congo, Liberia, Somalia, and Sudan—whose arrears accounted for 94 percent of total overdue obligations to the IMF as of end-April 2000. As of that date, these four members were ineligible under Article XXVI, Section 2(a) to use the general resources of the IMF. Declarations of noncooperation—a further step under the strengthened cooperative arrears strategy (see below)–were also in effect for the Democratic Republic of the Congo (issued on February 14, 1992) and Liberia (issued on March 30, 1990); a declaration of noncooperation regarding Sudan issued on September 14, 1990, was lifted on August 27, 1999. The voting rights of the Democratic Republic of the Congo and Sudan were suspended (effective June 2, 1994, and August 9, 1993, respectively). In addition, a complaint with respect to the compulsory withdrawal from the IMF of Sudan (issued on April 8, 1994) remained outstanding.
The strengthened cooperative strategy on overdue financial obligations to the IMF was initiated in 1990. Prevention of the emergence of new cases of arrears is the first line of defense under the strategy. Preventive measures include IMF surveillance of members’ economic policies, policy conditionality required for the use of IMF resources, technical assistance by the IMF in support of members’ adjustment and reform efforts, and the assurance of adequate balance of payments financing for members under IMF-supported programs.
The intensified collaborative element of the strategy provides a framework for cooperating members in arrears to establish a strong track record of policy performance and payments to the IMF and, in turn, to mobilize bilateral and multilateral financial support for their adjustment efforts and to clear arrears to the IMF and other creditors. Pursuit of the intensified collaborative approach has resulted in the normalization of relations between the IMF and most of the members in protracted arrears at the time of establishment of the intensified cooperative strategy.
The rights approach, established in 1990, allows eligible members (limited to the 11 members in protracted arrears to the IMF at the end of 1989) to build a track record of policy performance and payments, and thereby to accumulate “rights” to a future disbursement under a subsequent IMF arrangement following the conclusion of the rights accumulation program and the clearance of arrears to the IMF. In light of the risks associated with large disbursements to members previously in protracted arrears, the second Special Contingent Account (SCA-2) was established as a precautionary balance and source of additional liquidity to assist in the financing of encashments of rights under arrangements in the GRA. Similarly, the IMF pledged to mobilize up to three million ounces of gold in respect of encashments of rights under PRGF Arrangements, in the event of a potential shortfall in resources available to meet PRGF Trust obligations.
At meetings in late August and early December 1999, the Executive Board considered a proposal for an early termination of the SCA-2 to complete a financing package for the continuation of the PRGF and the HIPC Initiative. The Board agreed that under plausible assumptions, the IMF’s other precautionary balances would provide adequate protection against the risks associated with outstanding and future rights-related disbursements, and that termination of the SCA-2 would not prevent a continuation of the rights approach. Subsequently, the Board decided to extend the availability of the rights approach until end-June 2000.
Box 6.6 IMF’s Financial Statements and External Audit
The IMF’s financial statements for FY2000 are presented in full compliance with International Accounting Standards as promulgated by the International Accounting Standards Committee, and have been revised to enhance completeness and transparency.
The financial statements are audited in accordance with International Auditing Standards by an external audit firm. The arrangements for the external audit were revised in FY2000 by shifting the formal responsibility for the audit from the External Audit Committee to the external audit firm, and giving the External Audit Committee an oversight role. The external audit firm is selected by the Executive Board in consultation with the External Audit Committee.
In December 1999, the IMF appointed Pricewaterhouse-Coopers as the external audit firm for a five-year period starting in FY2000, and at the same time named the three members of the External Audit Committee: K.N. Memani of India, Chairman and Country Managing Partner of S.R. Batliboi & Co., a member firm of Ernst & Young International; Giorgio Loli of Italy, Professor of Accounting at Bocconi University in Milan and former Managing Partner of KPMG, Italy; and Juan Humud Giacaman of Chile, Chairman of Ernst & Young Chile.
The final element of the strategy is the timetable of remedial measures applied to member countries with overdue obligations that do not actively cooperate with the IMF in seeking a solution to their arrears problems. This timetable guides Executive Board consideration of remedial measures of increasing intensity, although the application of each particular step is considered in light of the individual circumstances of the member concerned. In the cases of Afghanistan, the Democratic Republic of the Congo, Iraq, and Somalia, where civil conflicts, the absence of a functioning government, or international sanctions have prevented the IMF from reaching a judgment regarding the member’s cooperation, the application of remedial measures has been delayed or suspended until such a judgment can be reached.
In July 1999, the Executive Board decided to establish clear understandings regarding the de-escalation of certain remedial measures to further strengthen incentives for members in protracted arrears to cooperate with the IMF, with the ultimate objective of full clearance of arrears and the restoration of access to IMF resources. Basic steps in the de-escalation process would include a determination by the Board that the member had begun to cooperate in solving its arrears problems, the establishment of an evaluation period during which cooperation would be expected to strengthen further, and the phased lifting of a declaration of noncooperation and, if applicable, the suspension of voting and related rights in the IMF. Shortly after its introduction, de-escalation was applied for the first time in August 1999 in the case of Sudan.
The Executive Board conducted several reviews of member countries’ overdue obligations to the IMF during FY2000. It reviewed Liberia’s overdue obligations on three occasions, deciding to defer further remedial measures in the light of commitments by the authorities to improve policy performance. In February 2000, following the formulation of a new staff monitored program, Directors decided to provide time for the authorities to implement the program and urged Liberia to continue to strengthen its cooperation with the IMF.
No meeting was held during FY2000 on the decision to suspend the Democratic Republic of the Congo’s voting and related rights. In August 1999, prospects for peace improved in the Congo with the signing of a peace agreement by the countries involved in the military conflict that began in August 1998. With the cessation of hostilities, a staff team visited the Congo in February 2000 to review economic developments and discuss with the authorities their readiness to renew cooperation with the IMF. The next review of the Congo’s arrears to the IMF will be held by June 10, 2000.
On two occasions, the Board reviewed the overdue obligations of Sudan, which has the largest and most protracted arrears to the IMF. In August 1999, in view of Sudan’s improved record of cooperation regarding policies and payments to the IMF, the Board decided to lift the declaration of noncooperation with respect to Sudan in place since 1990, and to consider lifting the suspension of Sudan’s voting and related rights in the IMF if Sudan’s cooperation continued to strengthen over the next 12 months. In February 2000, the Board decided not to proceed with a recommendation to the Board of Governors regarding compulsory withdrawal, in light of Sudan’s payments to the IMF and its broadly satisfactory performance under the 1998 and 1999 staff-monitored programs.
The SDR is an international reserve asset created by the IMF under the First Amendment to its Articles of Agreement to supplement other reserve assets. First allocated in January 1970, total SDR allocations currently amount to SDR 21.4 billion. SDRs are held largely by member countries—all of which are participants in the SDR Department—with the balance held in the IMF’s General Resources Account and by official entities prescribed by the IMF to hold SDRs. Prescribed holders do not receive SDR allocations but can acquire and use SDRs in operations and transactions with participants in the SDR Department and with other prescribed holders under the same terms and conditions as participants. During FY2000, the number of prescribed holders remained at 15.8
The SDR is the unit of account for IMF operations and transactions. It is also used as a unit of account, or the basis for a unit of account, by a number of other international and regional organizations and international conventions. In addition, to a very limited extent, the SDR has been used to denominate financial instruments created outside the IMF by the private sector (private SDRs). At the end of FY2000, four member countries’ currencies were pegged to the SDR.
The Board of Governors adopted a resolution in September 1997 proposing a Fourth Amendment to the IMF’s Articles of Agreement to enable all participants in the SDR Department to receive an equitable share of cumulative SDR allocations. The proposed amendment, when approved, will authorize a special one-time allocation of SDR 21.4 billion, which would raise all participants’ ratios of cumulative SDR allocations to quota under the Ninth General Review to a common benchmark ratio of 29.32 percent. Appendix II, Table II.12, shows the amounts of SDRs that existing participants will be eligible to receive under the special allocation. The proposed amendment also provides for future participants to receive a special allocation following the later of the date of their participation, or the effective date of the amendment. The amendment will become effective when ratified by three-fifths of member countries having 85 percent of the total voting power. As of the end of FY2000, 79 members representing 50.2 percent of the total voting power had ratified the proposed amendment. The amendment does not affect the IMF’s existing power to allocate SDRs based on a finding of a long-term global need to supplement reserves.
The SDR’s valuation is determined using a basket of currencies, the composition of which is reviewed every five years. Since 1981, the currencies of five countries—France, Germany, Japan, the United Kingdom, and the United States—have been included in the basket, as successive five-yearly reviews have determined that these are the five countries with the largest exports of goods and services. The five-yearly reviews also specify the initial weights of the currencies in the basket, reflecting their relative importance in international trade and reserves, as measured by the value of exports of goods and services of the countries issuing them and the balances of the currencies held as reserves by members of the IMF.9
With the introduction of the euro on January 1, 1999, the currency amounts of the deutsche mark and French franc in the SDR basket were replaced with equivalent amounts of the euro, based on the fixed conversion rates between the euro and the deutsche mark and the French franc announced by the European Council on December 31, 1998. The calculation of the value of the SDR for the last (business) day of FY2000 is shown in Table 6.6.
Table 6.6 SDR Valuation
(As of April 28, 2000)
1 Exchange rates in terms of U.S. dollars per currency unit except for the Japanese yen, which is in currency units per U.S. dollar.
Since 1983, the SDR interest rate has been calculated weekly as a weighted average of interest rates on selected short-term instruments in the five countries whose currencies are included in the valuation basket. The financial instruments are reviewed every five years to ensure that they are representative of the instruments actually available to investors in a particular currency and maturity, that the interest rates on the instruments are responsive to changes in underlying credit conditions in the respective markets, and that they have risk characteristics similar to the official standing of the SDR. Since 1991, the financial instruments and rates have been the market yield on three month treasury bills for France, the United Kingdom, and the United States; the three-month interbank deposit rate for Germany; and the three-month rate on certificates of deposit for Japan. With effect from January 1, 1999, the French and German instruments have been expressed in euros. The next review of the SDR valuation and interest rate baskets will take place before the end of 2000, with any changes to take effect on January 1, 2001.
After having peaked in FY1999 at SDR 49.1 billion—largely as a result of the payments of Eleventh Review quota increases—total transfers of SDRs by participants, the GRA, and prescribed holders decreased in FY2000 to SDR 22.9 billion. In addition to the winding down of the quota payments, the decline in transfers can be attributed to delays in a number of large disbursements under arrangements with members during FY2000. Summary data on transfers of SDRs are presented in Table 6.7 (see also Appendix II, Table II.13).
Transactions in SDRs are facilitated by arrangements with 12 member countries that stand ready to buy or sell SDRs for one or more freely usable currencies provided that their SDR holdings remain within certain limits. These arrangements have helped ensure the liquidity of the SDR system, obviating the need in recent years for recourse to the designation mechanism (under which participants whose balance of payments and reserve positions are deemed sufficiently strong may be obliged, when designated by the IMF, to provide freely usable currencies in exchange for SDRs up to specified amounts). During FY2000, transactions totaling SDR 6.6 billion were conducted under such arrangements, including sales of SDR 3.9 billion and purchases of SDR 2.7 billion.
Transfers of SDRs among participants and prescribed holders fell to SDR 7.8 billion in FY2000 from SDR 19.4 billion in FY1999, mainly because of substantial decreases in transactions by agreement and in the use of the same-day SDR borrowing facility by members paying the reserve asset portion of their Eleventh Review quota increases.
SDR transfers from participants to the GRA declined to SDR 7.1 billion in FY2000 from SDR 16.2 billion in FY1999, reflecting the decrease in quota payments, lower use of SDRs in repayments of IMF credit, and a decline in charges. The large accumulation of SDRs by the GRA in the early part of the year led to an increase in interest received by the GRA on its SDR holdings.
Drawings from the IMF in SDRs amounted to SDR 3.6 billion during FY2000 and represented the largest category of transfers from the GRA, followed by remuneration payments of SDR 1.7 billion to members with creditor positions. Other transfers included the termination of the second Special Contingent Account (SCA-2) in December 1999, which led to the distribution of SDR 1.0 billion from the GRA to participants.
The IMF’s holdings of SDRs in the GRA are targeted to be within the range of SDR 1.0-1.5 billion. By the end of FY2000, these holdings had fallen to SDR 2.7 billion, from SDR 3.6 billion a year earlier. Holdings of SDRs by participants increased correspondingly to SDR 18.1 billion at the end of FY2000, from SDR 17.4 billion a year earlier.
The SDR holdings of the industrial countries relative to their net cumulative allocations increased to 95.0 percent at the end of FY2000, from 94.6 percent a year earlier. The holdings of the nonindustrial countries rose to 62.5 percent of their net cumulative allocations, from 52.5 percent a year earlier, mainly as a result of the distribution of the balances in the SCA-2 (Appendix II, Table II.14). The SDR holdings of prescribed holders increased during FY2000, mainly reflecting the IMF’s investment of Structural Adjustment Facility (SAF) and PRGF resources in official SDRs held by the Bank for International Settlements.
In March 2000, the Executive Board initiated a general review of IMF financing facilities in the light of changes in the world economy. The discussion was preliminary and part of the broader debate on the reform of the architecture of the global financial system (see Chapter 4).
With regard to eliminating facilities not being used or no longer serving members’ needs, Directors agreed that the policies on Currency Stabilization Funds (CSF) and on IMF support for commercial bank Debt and Debt-Service Reduction (DDSR) operations10 could be eliminated. This would bring to four—including the Buffer Stock Financing Facility and the contingency element of the Compensatory and Contingency Financing Facility eliminated earlier in the year—the number of facilities eliminated. At the same time, Directors thought it appropriate to retain policies on the first credit tranche and on emergency assistance for natural disasters and post conflict cases.
As to the Compensatory Financing Facility, Directors’ views were essentially the same as in January 2000 (see discussion above under “Special Facilities and Policies”). Most Directors favored adopting a streamlined CFF along the lines discussed in January for a period of two years, at which time it could be reviewed again, including the cereal import element, in the light of experience with, and of developments in, other facilities.
Considering the IMF’s financing role more broadly, Directors took note, in particular, of the fact that the bulk of IMF financing in recent years was in support of countries hit by financial market crises and, to a lesser degree, in support of transition economies. Directors emphasized that the globalization of capital markets raised important issues regarding the role of the IMF. They recognized the possibility that the large-scale financing provided by the IMF in the crises of capital market confidence of recent years could create an element of moral hazard. Efforts to stem this effect were important. Directors recalled that the Supplemental Reserve Facility (SRF) was created in 1997 in response to the distinct nature of these new crises—notably, the likelihood that they could be reversed relatively quickly—and its design had been influenced by concerns about moral hazard. These considerations were behind the SRF’s shorter maturity and higher charges. The SRF appeared to have proven itself an appropriate tool, and the expectation that members would be able to repay relatively quickly was well-founded. While it was not proposed that modifications be made to the SRF at the time of the discussion, the issues could be revisited at a later stage.
Directors stressed the importance of continued efforts to strengthen the IMF’s policies in the area of crisis prevention, including by redesigning its facilities to encourage members’ efforts in this area. The idea that large precautionary arrangements could perhaps substitute for the Contingent Credit Lines (CCL) was raised. Many Directors, however, noted that a separate CCL facility brought greater flexibility, particularly in terms of maturity and charges, and that the signaling role of the CCL would be difficult to replicate in the context of precautionary arrangements. Most Directors thus favored additional experimentation with the design of the CCL.
Many Directors favored considering a number of suggestions for adjusting the CCL’s design—in particular, lowering the surcharge on the use of CCL resources, reducing the commitment fee, and reducing the IMF’s discretion in its activation; these would increase the incentives for members to use the CCL, rather than relying on access to the SRF once a crisis had begun. A few Directors cautioned against any weakening in CCL conditionality. A few others suggested that modifying the CCL, as well as possibly changing the SRF, should await progress on the issue of private sector involvement in resolving crises.
Many Directors saw merit in permitting precautionary arrangements to be larger than typically in the past, even as experimentation with the design of the CCL continued. Nevertheless, they agreed, average access under precautionary arrangements should continue to be relatively small, with high access limited to a small number of cases.
Directors differed on the use of IMF resources by members with access to capital markets. The Board recognized that, under the Articles of Agreement, these members, like any others, had the right to represent that they had a balance of payments need that justified the use of IMF resources. At the same time, the Board noted that the IMF had instruments through which it could limit access to its resources by members and through which it could influence their incentives to use IMF resources. Most Directors, however, did not see access to IMF resources by members with access to capital markets as a source of concern. They did not believe that such access either discouraged members from, or substituted for, access to capital markets; rather, IMF financing was clearly in some cases complementary to market access as it helped catalyze private financing.
A number of other Directors, however, were concerned that some members might rely unduly on IMF financial assistance in place of market financing. These Directors emphasized that IMF financial support should be available where required in support of a member’s adjustment efforts, thus helping to avoid “excessive” adjustment. But they cautioned against the possibility that members might use IMF resources only to reduce their borrowing costs. They believed that countries should make significant efforts to meet their own financing needs, and stressed that the structure of IMF facilities was a key element in the degree to which the IMF helped market discipline work and supported countries in working with capital markets.
Noting that the rate of charge was key in determining whether and for how long members used IMF resources, a few Directors argued that the rate of charge on credit tranche and/or Extended Fund Facility (EFF) resources should be raised. However, some Directors argued that a “subsidy” element in the rate of charge could be justified based on the positive externalities for the world economy from stronger economic policies. A number of Directors, moreover, indicated that other “costs” not captured by the rate of charge were involved in using IMF resources and emphasized the IMF’s cooperative nature. All in all, Directors wished to consider further the issue of the rate of charge, and possible differentiation of charges among facilities.
The Board discussed what should be the maximum maturities offered by the IMF, consistent with the revolving character of its resources and with members’ evolving needs. It agreed that IMF resources should be used to resolve temporary balance of payments problems, but that interpretations could differ as to what constituted a “temporary” need. Most Directors argued that, within this framework, the EFF continued to play an important role and should be retained. They stressed that certain balance of payments problems required a long time to resolve; by way of example, these Directors cited the transition economies with limited access to capital markets and some of the lower-income members that were ineligible for the Poverty Reduction and Growth Facility. In this connection, many of these Directors believed the 10-year maturity of the EFF remained appropriate. A number of other Directors, however, questioned whether 10-year maturities were consistent with the revolving nature of IMF facilities, and the degree to which the IMF should finance structural reforms. They observed that primary responsibility for such policies had to remain with the World Bank and other development institutions. Some Directors also felt that the distinctions between Extended and Stand-By Arrangements had become less clear, as many Stand-By Arrangements had come to feature important structural reforms, and as multiyear Stand-By Arrangements had become more common. A few Directors proposed that successive Stand-By Arrangements could be a more effective way to address longer-term balance of payments problems. As to the EFF, Directors agreed it was important to ensure that access was granted only when balance of payments difficulties were expected to be longer term, and when an ambitious structural reform program was being pursued. A number of Directors indicated that precautionary extended arrangements should be discontinued, as it was unlikely that a potential balance of payments need would ever be of an extended nature. It was agreed that the discussion would need to continue in the light of the many ideas tabled to modify the EFF’s terms.
Directors noted that the question of tailoring maturities, under both the credit tranches and the EFF, would become a less-pressing issue if the IMF had a well-functioning early repurchase (repayment) policy. Many Directors saw a need to strengthen that policy, although they recognized the difficulty of doing so.
While noting that few members drew on IMF resources year after year, a number of Directors were concerned about repeated IMF arrangements for a relatively large number of members. In particular, Directors were concerned about the number of instances of such arrangements going off-track, and thought that this issue warranted further investigation. Many Directors saw room for the IMF to strengthen its review of country programs when there had been successive arrangements, including the extent to which implementation capacity had constrained performance. Some Directors also emphasized the need for front-loading of policy actions and back-loading of financing in cases where previous IMF-supported programs had not been successful or had gone off-track.
In his summary, the Acting Chairman noted that the Board had made progress in understanding, and narrowing, the differences of view on many points. The area of “streamlining” had proved relatively uncontroversial. On more fundamental issues, there was a broad consensus that the Supplemental Reserve Facility represented an important tool, and that the IMF must continue to make strong efforts to limit moral hazard and involve the private sector in resolving crises. The Board agreed, also, to reconsider the design of the Contingent Credit Lines with a view to strengthening their potential contribution to crisis prevention. Directors expressed various views on the Extended Fund Facility, agreeing that the IMF should grant access only when balance of payments difficulties were expected to be of an extended nature and when the structural reform content was substantial. There was a strong sense that the Stand-By Arrangement in the credit tranches would remain the IMF’s principal instrument, but many Directors felt the need to ensure that there was no undue reliance on IMF resources, particularly by members with ongoing access to capital markets. Concern was also expressed that the IMF had to do more to prevent a succession of arrangements for a given country, and to better monitor members’ performance after their IMF-supported programs had ended.
The Board asked the staff to come back to it with specific proposals for follow-up in FY2001.
Several episodes of misreporting and allegations of misuse of IMF resources in FY2000 led to a reassessment of the adequacy of the IMF’s existing procedures to safeguard its resources. While such episodes have been rare, the IMF views them with the gravest concern, as they represent a breach of trust by certain members and could undermine the IMF’s credibility and reputation as a careful and prudent manager of the resources entrusted to it and as a provider of financial assistance and policy advice to its members. This, in turn, could undermine the IMF’s ability to operate effectively in the longer term.
In September 1999, the Interim Committee called on the IMF to review its procedures and controls to identify ways to strengthen safeguards on the use of its resources. The review of safeguards was aided by a panel of eminent outside experts, who provided the Executive Board with an independent assessment of staff proposals. In October 1999, the IMF’s Executive Board also initiated a separate review of the IMF’s legal framework, policies, and procedures related to misreporting.
In early 2000, the Executive Board discussed both misreporting and safeguards issues. Directors noted that reliable information was essential to every aspect of the IMF’s work—including surveillance, financing, and technical assistance—and that it was critical to ensure that the IMF’s resources were used for their intended purposes.
The existing safeguards for the reliability of information stem from program design, conditionality, and monitoring, and the availability of technical assistance, as well as transparency and governance initiatives; the latter include the establishment and monitoring of codes and standards for data dissemination, fiscal transparency, and transparency in monetary and financial policies (see, for example, Box 6.7 on managing foreign exchange reserves). The IMF also had legal procedures for addressing cases of misreporting that arise.
Nevertheless, Directors felt that strengthening safeguards within member countries would be both desirable and appropriate. The Executive Board agreed on a multifaceted approach to strengthening safeguards on the use of IMF resources. A key element of safeguards within member countries is that central banks publish annual financial statements, independently audited in accordance with internationally accepted standards. Members with existing arrangements and possible disbursements subject to program review after September 2000 are required to furnish the IMF with items 1-3 listed in the Annex. IMF staff would review these documents to assess the adequacy of the external audit arrangements and report to the Board their findings together with any recommendations for improvements.
Box 6.7 Managing Foreign Exchange Reserves
At an Executive Board seminar in November 1999, Directors discussed the importance of good reserve management practices to ongoing work within the IMF on ways to strengthen safeguards on the use of its financial resources. The discussion, many Directors observed, was an initial airing of views on a complex set of issues.
Directors underscored that strong IMF-supported programs and the IMF’s preferred creditor status remained the first line of defense for safeguarding IMF resources and preventing crises. At the same time, the IMF had to address how, and to what extent, recent events had underscored the need for improved governance and transparency in reserve management, and possibly in the broader area of the use of governmental resources. Although intentional misuse of IMF resources appeared to have been rare, cases of mismanagement of foreign exchange reserves may have been more common, with implications for the IMF’s assessment of a country’s external position and policies, and, consequently, for the safeguarding of IMF resources. These cases had raised the issue of how to ensure that the IMF’s resources were being used for their intended purposes, and that members accurately reported their true foreign reserve position.
Directors broadly supported an attempt by the IMF staff to identify generally accepted sound reserve management practices and the auditing and control of these practices, including by promoting greater transparency in members’ foreign exchange operations and reserve holdings. The IMF staff would rely as much as possible on information on member country practices already collected during Article IV consultations and by others, including the World Bank and the Financial Stability Forum. Recognizing, however, the need for consistency and completeness of information, Directors asked the IMF staff to review current risk management and control and transparency practices relating to central bank and exchange fund reserve management operations in several countries. They asked the staff to minimize the demands on both country authorities and IMF staff resources and emphasized that participation in the survey should be voluntary.
The focus of the staff paper on reserve management had potential implications for IMF surveillance. Directors offered a range of views on the merits of including in the surveillance process an assessment of the risk control and management systems that safeguard the integrity of foreign exchange and reserve management operations and supported the transparent reporting of reserves. They noted that a member’s observance of the IMF’s transparency codes and the Special Data Dissemination Standard (SDDS) initiative—supported by sound accounting standards—would be seen as contributing to good governance and, specifically, to good reserve management practices. Directors also noted that faulty reserve management practices could have implications for protecting the use of IMF resources, in the context of both the perceived integrity and credibility of IMF operations, and possible financial risks to the IMF. They stressed that sound management of reserves was indeed a precondition for protecting the use of IMF resources.
The IMF will also introduce two-stage safeguards assessments for countries with new IMF arrangements to evaluate whether the control, accounting, reporting, and auditing systems within their central banks are adequate to control and monitor the resources entrusted to these central banks, including resources provided by the IMF under financial arrangements. In the first stage, the central bank will be asked to provide information and documents related to its internal control and external auditing procedures (see Annex below). If these procedures are judged adequate, the IMF would regard the safeguards assessment as complete. In other cases, a second stage, of an on-site assessment, would follow. The assessment teams for the second stage will be headed by IMF staff, and will include experts from central banks, other multilateral agencies, and private accounting firms. The assessment teams will then propose actions to address any identified weaknesses in internal procedures.
The safeguards assessments and the transitional procedures for countries with existing arrangements are required, on an experimental basis, for all countries starting in mid-2000. The experience with these assessments will be reviewed within 12–18 months with the involvement of the same panel of outside experts that reviewed the original staff proposals.
Experience in FY2000 also underlined the need to ensure that the IMF’s framework of rules adequately covers cases of misreporting that may arise. The main pillars of the IMF’s existing legal framework for addressing cases of misreporting are its Articles of Agreement and the 1984 Guidelines on Misreporting and Corrective Action for the IMF’s general resources (plus analogous guidelines adopted in 1998 for the Poverty Reduction and Growth Facility (PRGF)). The Articles establish the obligations of member countries to provide the IMF with information it needs for its work and specify legal remedies—such as a temporary declaration of ineligibility to use the IMF’s resources—if a country breaches this obligation. The guidelines state that, if the Board has approved a country’s use of IMF resources on the basis of information that proves to be incorrect, the country is expected to repay the IMF promptly.
The Executive Board agreed to broaden the application of the tools for addressing misreporting. In particular, it will act to strengthen the guidelines by applying them to prior actions and other essential information, lengthening the two-year limitation, and applying them to outright drawings. The staff will return to the Board with detailed proposals for implementation. The Board also decided to make public appropriate information on each case of misreporting, after the Board had made its determination, and with Board review of the text.
The IMF’s procedures for gathering and using economic and financial information from members are being reinforced. These procedures have typically been among the institution’s strengths, as the process of assembling information to form an overall assessment of the economic situation provides the opportunity to cross-check, question, and refine the information initially received. IMF staff are taking steps to tighten these procedures further and will continue their efforts to ensure that the information on which the IMF’s decisions are based is the best available.
The Board agreed that in the past the IMF had been able to rely primarily on trust in members’ readiness to provide needed information and to use the IMF’s resources for the purposes envisaged. While it should be able to continue to operate on this basis, recent cases of misreporting had driven home the need to strengthen the IMF’s procedures. The IMF’s response to misreporting of information and the misuse of its resources combines three elements:
strengthening safeguards within member countries,
broadening the application of the available legal procedures, and
strengthening procedures for handling information in the IMF.
None of these is necessarily sufficient in itself to prevent misreporting—particularly if it is intentional. But a combination of actions on all three fronts, the Board agreed, represented a constructive way of addressing these issues and narrowing the scope for potential problems.
Copies of audited (or unaudited if no audit is performed) financial statements for the past three years, together with related audit reports.
Copies of all management letters issued by the external auditors in connection with their audit of the financial statements for the past three years.
Copies of all audit reports (including agreed-upon procedures engagements) issued by the external auditors during the past three years.
A description of the central bank’s management structure, including the organizational reporting structure.
A description of the organizational structure and reporting lines of the internal audit department, including details of the senior management staff in the department and a summary of staff resources (experience and qualifications).
A summary of high-level internal controls in place for the banking, accounting, and foreign exchange departments of the central bank.
Listing of all reports issued by the internal audit department in the past three years and a summary description of findings. Potentially, copies of reports dealing with operational and financial controls during the same period.
Details of the full legal names of any subsidiaries of the central bank, and a description of their business and the nature of their relationship with the central bank. A listing of all correspondent banks.
A listing of all accounts held by government agencies with the central bank.
Copies of current legislation governing the central bank.
The Executive Board met in January 2000 to discuss the implications of inflation targeting for IMF conditionality. 11 Directors noted that, in light of the growing consensus that price stability should be the main objective of monetary policy, formal inflation targeting had been increasingly used as a framework for monetary policy, typically in the context of flexible exchange rate arrangements. Inflation targeting generally implies that the monetary authorities’ discretion is constrained by the announcement of an explicit inflation target, accompanied by a considerable degree of transparency regarding the link between current monetary policy actions and the pursuit of that inflation target.
Directors saw no inherent obstacle to carrying out monetary policy on the basis of inflation targeting in the context of an IMF-supported program, and they considered the goals of the two to be broadly complementary. Indeed, in the case of Brazil, the IMF had already approved a program with some modifications to traditional conditionality prompted by the government’s inflation-targeting regime.
Successful inflation targeting requires central bank independence and other supportive institutional features, the absence of fiscal dominance, a reasonably good understanding of the inflation process, and a considerable degree of exchange rate flexibility. Although the staff paper did not discuss how frequently these conditions were likely to be met in emerging market economies, a number of Directors thought it essential to examine whether these conditions were in place in a given case before determining if it was appropriate to make use of the “reviews-based” approach to program monitoring proposed by staff. Under such an approach, monetary policy would be subject to periodic reviews focusing on recent inflation results, together with indicators of the implications of monetary policy for future inflation.
Directors generally noted that inflation targeting could be accommodated within the traditional structure of IMF conditionality, including a floor on net international reserves and a ceiling on net domestic assets. While this structure was designed mainly to safeguard IMF resources and check against excessively accommodative monetary policies that would jeopardize macroeconomic stability, Directors thought it could continue to serve those purposes under inflation targeting. A number of Directors, however, saw the possibility of inconsistencies between net domestic asset ceilings and inflation targeting in some circumstances, and consequent confusion about the country’s monetary policy priorities. It was generally acknowledged that this possibility warranted close attention and that the relationship between net domestic asset ceilings and inflation targets—the latter serving as the primary guide to monetary policy—would need to be made clear to the public.
At the same time, Directors noted that bringing conditionality more closely into line with the inflation targeting framework could help enhance the credibility of inflation targeting, and the effectiveness of monetary policy. Such congruence was particularly desirable because of the increasing transparency of the IMF, together with the greater transparency of central bank decision making required by inflation targeting.
Discussing the reviews-based approach to monetary policy conditionality, Directors underscored the importance of broad advance agreement between the IMF and the government on timely monetary responses to possible deviations from the targeted inflation path. The reviews would be held quarterly, or more frequently if needed. If there were no issues of particular concern, completion of such reviews could be proposed on a lapse-of-time basis. At the same time, Directors emphasized that the main responsibility for day-to-day conduct of monetary policy should continue to reside with governments and that the IMF should not seek to micromanage the implementation of monetary policy.
Directors stressed the indispensable need to safeguard the IMF’s resources, regardless of the monetary policy framework. A floor on net international reserves would remain essential, under the reviews-based approach, as well as under traditional conditionality. Directors agreed that, in any case in which it was necessary to set the net international reserves floor allowing a significant margin for unprogrammed intervention, some mechanism would be needed to limit sterilization. Such a mechanism could entail a reaction function of monetary policy (how the central bank would adjust interest rates in response to threatened target breaches) to unprogrammed reserve losses, or simply the traditional ceiling on net domestic assets. The specific mechanism would have to be worked out case by case.
For an inflation-targeting country, the reviews-based approach had both advantages and disadvantages. Most Directors were therefore ready to support the staff proposal that the reviews-based approach be made an option for countries conducting monetary policy on the basis of inflation targeting. The choice of whether to use the reviews-based approach had to take account of the country’s economic circumstances. Directors believed, therefore, that the appropriate form of monetary policy conditionality should be decided on a case-by-case basis in consultation with governments.
Directors recognized the practical challenges entailed both in adopting an inflation-targeting approach and in implementing the reviews-based approach to conditionality. They suggested that the staff proceed cautiously, advising that further consideration be given to the broad issues related to a reviews-based approach; these included the role of current versus forward-looking indicators of policy, how to address likely data limitations, preparation of inflation forecasts, and similar issues. Directors agreed, however, that, in negotiating programs, the staff should be allowed to set monetary policy conditionality experimentally according to the reviews-based approach. This approach would be reviewed, possibly after about a year.
The IMF offers its member countries a broad range of technical assistance and training in macroeconomic management covering fiscal, monetary, statistical, and legal areas. In the field, it provides this assistance through missions by IMF staff from various departments, supplemented by hired consultants and experts. The work is complemented by headquarters’ support. Training courses and seminars are conducted by the IMF Institute and other departments, both at headquarters and overseas. A Technical Assistance Committee—composed of senior staff from each of the IMF’s departments and assisted by a Technical Assistance Secretariat—advises IMF management on priorities and policies and coordinates assistance activities within the IMF.
Technical assistance continued at a high pace in FY2000, with demands placed on the IMF as part of the international effort to strengthen the global financial architecture. The Board conducted a major review of technical assistance in June 1999 and published an IMF Policy Statement on Technical Assistance in March 2000.
Technical assistance to members remained a major part of the IMF’s work in FY2000, accounting for about 19 percent of total IMF administrative spending. Staff and experts supplied more than 300 person-years of services (see Table 7.1), comparable to the annual average for the past five years and more than double that of the late 1980s and early 1990s. The regional distribution of IMF technical assistance in FY2000 was similar to that in the previous year, except that the share for Asia and Pacific area countries was lower as their demand eased with the resolution of the Asian financial crisis. Technical assistance was equally allocated between the fiscal and monetary areas, which together accounted for about 70 percent of total assistance (see Figure 7.1).
Table 7.1 Technical Assistance Delivery
(Effective person-years)1
1 An effective person-year of technical assistance is 260 days.
2 Estimated.
3 “Other” includes the Policy Development and Review Department, Bureau of Information and Technology Services, and Technical Assistance Secretariat.
Figure 7.1 Composition of Technical Assistance, Financial Year 2000
(As a percent of total resources in effective personyears)1
1An effective person-year of technical assistance is 260 days. For the IMF Institute, figure excludes training provided or coordinated by the Institute at headquarters.
In addition to its own budgeted resources for technical assistance and training, the IMF administers financing provided by several bilateral and multilateral donors—including Australia, Denmark, France, Switzerland, Japan, New Zealand, and the United Kingdom, as well as the Asian Development Bank, the United Nations Development Program (UNDP), and the World Bank—either through the Framework Administered Account for Technical Assistance (established by the IMF in 1995), or through cost sharing under UNDP projects executed by the IMF or other arrangements with the IMF. Some donors—such as Norway, Sweden, the United Kingdom, the Inter-American Development Bank, and the European Union—have also coordinated technical assistance cofinancing arrangements with the IMF. In FY2000, external financing accounted for about 30 percent of the IMF’s total technical assistance and training activities, with Japan continuing to be the largest source of such external financing. The Technical Assistance Secretariat coordinates the management of this financing.
The IMF Institute continued to expand its training in different parts of the world. Building on earlier collaborative arrangements with partners, it launched the Joint Africa Training Institute (JAI) in 1999 with the World Bank and the African Development Bank. In 2000, it established the Joint China-IMF Training Program with the People’s Bank of China to deliver training to government officials in China, with six courses and one high-level seminar to be conducted in 2000. The Institute also delivered for the first time a distance learning course on financial programming and policies for 50 government officials. Participants received eight weeks of training in their home countries and attended a two-week residential workshop in Washington. Finally, as part of the Institute’s continuous restructuring of its curriculum to better meet the need for training in new, specialized policy areas, the Institute delivered several courses in financial sector issues at headquarters and overseas.
In FY2000, a number of IMF initiatives relating to strengthening the architecture of the international monetary system began to generate new demands for technical assistance. Work on standards and codes, including fiscal transparency assessments, led to requests for technical assistance in carrying out the assessments, and in implementing recommendations, particularly on fiscal transparency issues. Financial Sector Assessment Programs (FSAPs), under which financial vulnerabilities are reviewed and measures recommended to strengthen financial systems, have also identified needs that prompted requests for assistance in such areas as secondary market development and risk assessment methodologies. Similarly, work on the Special Data Dissemination Standard and the General Data Dissemination System has generated needs for technical assistance and training in macroeconomic statistics. (see Chapter 4 for details on these initiatives.)
Technical assistance to support rehabilitation and recovery in countries emerging from conflict has always demanded a fast, flexible, and wide-ranging response from the IMF. In FY2000, several new entities (East Timor and Kosovo; see Box 7.1) and other countries recovering from violence (Liberia and Sierra Leone) received considerable IMF technical assistance—coordinated with the help of other providers—to support the creation or rehabilitation of fiscal, financial, and statistical institutions, and the development of policymaking capacity.
In June 1999, the Executive Board discussed the IMF’s technical assistance program and how to make it more efficient and effective, drawing on a review prepared by the IMF’s Office of Internal Audit and Inspection. Generally, the Board favored better integrating technical assistance into a country’s overall policy framework; improving the follow-up and implementation of recommendations; strengthening communication and coordination among providers, and between providers and national authorities; and improving the process for selecting experts. The Board underscored the importance of better integrating technical assistance with IMF surveillance and program activities—which all contribute to the same ultimate objectives. Directors supported pursuing, selectively and experimentally, consultations on technical assistance needs in connection with country (Article IV) discussions and drawing up Technical Cooperation Action Plans that place needs in a medium-term framework for countries with substantial need for technical assistance.
Technical assistance will clearly have a more sustained impact if governments are committed to effective implementation. It should be confined to areas within the IMF’s core responsibilities and for which the staff has significant specialized expertise. Directors agreed that ongoing work on internationally agreed standards and codes of transparency could affect the demand for such assistance. Long-term experts could usefully complement assistance by staff and short-term experts, but requests for them should be scrutinized carefully and such experts should be overseen by headquarters staff. The impact of technical assistance would depend substantially on the transfer of knowledge and skills to officials in the recipient country. Assistance thus had to be conveyed in a clear and operationally useful way. Directors agreed with an enhanced effort to promote the public dissemination of best practices and lessons of technical assistance of general interest.
Directors stressed the need for comprehensive and rigorous evaluation of IMF technical assistance activities, including both ongoing self-evaluations and periodic broader independent assessments. They encouraged the staff to review, with the Board’s Evaluation Group, possible approaches to evaluation, including those of other providers. Directors favored resuming periodic and comprehensive reporting to the Board on the IMF’s technical assistance activities, the first report to be issued by mid-2000. They requested that a policy statement be prepared for Executive Board discussion presenting specific proposals on objectives, and the operational framework and evaluation methodologies of technical assistance.
Following the June 1999 review, the steps taken by the IMF to implement the Board’s recommendation included:
Preparation and publication of a policy statement on technical assistance. In March 2000, the IMF issued its first Policy Statement on IMF Technical Assistance (see below). The statement reflects Executive Directors’ views expressed during the Board discussions in June and December 1999. It covers the scope and focus of technical assistance, criteria for its allocation, the need for recipient ownership, and the issues associated with publication and evaluation.
Resumed annual reporting on technical assistance to the Board. Regular annual reporting to the Board on technical assistance activities will resume in mid-2000. The report covers the traditional areas of technical assistance delivery by department, but also focuses on evolving issues, new trends, and evaluations.
Integrating technical assistance more closely with surveillance and program activities. To achieve this, the IMF proceeded on a pilot basis and in a limited number of countries to carry out consultations with governments on technical assistance needs in connection with country (Article IV) consultations. These consultations include, among other things, a review of past technical assistance where applicable, and agreement on broad priorities for future IMF technical assistance. For countries with substantial technical assistance needs, the IMF also prepared—on a pilot basis, with governments, and where appropriate, other multilateral and bilateral aid agencies—medium-term technical cooperation action plans. In mid-2001, the IMF will report on the experience with these pilots to the Executive Board, which will then review their effectiveness and resource implications.
Strengthened monitoring and evaluation. A paper on “The Evaluation of Technical Assistance by Other Providers” was circulated to Executive Directors for their information in March 2000. This paper examines the technical assistance policies and procedures of other institutions and is serving as background for guiding the ongoing work on developing appropriate systems for more rigorous monitoring of technical assistance in the IMF.
Enhanced collaboration with other technical assistance providers. The additional technical and institutional capacities that governments will need to develop under the Poverty Reduction Strategy Papers and the Initiative for Heavily Indebted Poor Countries (see Chapter 5), as well as the architecture initiatives noted above, are expected to boost demand for IMF technical assistance resources even further. These requirements, together with needs identified under the Technical Cooperation Action Plans, will likely exceed the IMF’s technical assistance resources and it will be necessary to involve other donor agencies more closely. Thus, in FY2000 the IMF initiated a series of consultations with other multilateral and bilateral donor agencies to strengthen ongoing collaboration and coordination and to forge new partnerships.
Box 7.1 post conflict Technical Assistance for Kosovo and East Timor
In the case of two recent post conflict situations, Kosovo and East Timor, the United Nations asked the IMF to provide immediate technical assistance to help establish basic institutional capacity in the monetary and fiscal areas.
Monetary
The IMF’s Monetary and Exchange Affairs Department (MAE) advised on how to establish essential money and payment services quickly and on developing the institutional structure for modern, market-economy-based money and banking services. Most of MAE’s recommendations have been carried out by the respective local UN administrations, with MAE technical assistance providers coordinating the efforts of other donors.
In Kosovo, MAE personnel prepared four draft laws (on the use of currencies, banking, the establishment of the Banking and Payments Authority of Kosovo (BPK), and payment transactions). The first three of these were adopted in late 1999. The IMF is providing financing for the Managing Director of the Kosovo Banking and Payment Authority, and the U.S. Agency for International Development is financing four resident senior executives; both have provided many short term expert visits as well. The BPK officially opened on May 19, 2000. It has already licensed four banks and is providing payment services in deutsche mark. The training of Kosovars in the new operating procedures began in May 2000. Most foreign experts are expected to be replaced early in 2001.
In East Timor, MAE assisted with the preparation of key financial legislation. Regulations to establish the Central Payments Office, to designate the U.S. dollar as the official currency of East Timor, to license currency exchange bureaus, and to oversee a comprehensive banking system were approved by the UN Transitional Authority for East Timor in January and February 2000.
Fiscal
The IMF’s Fiscal Affairs Department (FAD) advised on how to establish essential fiscal institutions virtually from scratch. The approach taken was similar in both cases, and most of FAD’s recommendations have been implemented in Kosovo; it is too soon to assess progress in East Timor, where the assistance began six months later. Following the passage of enabling legislation in Kosovo, the central fiscal authority is now operating as a fledgling ministry of finance. The Fiscal Affairs Department coordinated this effort with the World Bank, the Euro The IMF’s Fiscal Affairs Department (FAD) advised on how to establish essential fiscal institutions virtually from scratch. The approach taken was similar in both cases, and most of FAD’s recommendations have been implemented in Kosovo; it is too soon to assess progress in East Timor, where the assistance began six months later. Following the passage of enabling legislation in Kosovo, the central fiscal authority is now operating as a fledgling ministry of finance. The Fiscal Affairs Department coordinated this effort with the World Bank, the European Union, and bilateral donors, orchestrating assistance from different sources and guiding the work of the provided experts. In Kosovo, where the major bilateral partner has been the U.S. government, progress has been excellent, with the central fiscal authority operating smoothly and nationals soon ready to take over.
The challenge in East Timor is more daunting. Although a central fiscal authority exists by law, it is not currently functional. Few East Timorese have the background or skills to work in such an institution. Equally problematic is finding experts to staff the central fiscal authority and to finalize the donor funding arrangements required to pay for the technical assistance.
The IMF’s Fiscal Affairs Department drew two conclusions from these post conflict experiences in Kosovo and East Timor. First, the overriding concern should be to establish a minimum fiscal administrative capacity as quickly as possible while meeting an acceptable level of transparency and accountability. Second, unlike most situations where experts act as advisors to the authorities, in these situations experts need to be given executive and line responsibility to have the central fiscal authority operating effectively even before training of counterparts takes place.
In accord with the IMF’s first Article of Agreement, the objective of the IMF’s technical assistance1 program is to contribute to the development of the productive resources of member countries by enhancing the effectiveness of economic policy and financial management. The IMF’s technical assistance program works to achieve this objective in two ways. First, much of the IMF’s technical assistance seeks to support the efforts of members to strengthen their capacity—in both human and institutional resources—to formulate and implement sustainable, growth-oriented, and poverty-reducing macroeconomic, financial, and structural policies. Second, the IMF assists countries in the design of appropriate macroeconomic and structural policy reforms, taking account of the lessons learned by other countries in addressing similar economic policy concerns. In both ways, IMF technical assistance provides a cooperative framework for the sharing of knowledge and international experience, in a lasting manner, with member countries.
The IMF seeks to provide technical assistance as efficiently and effectively as possible in its core substantive areas of competency, namely:
macroeconomic policy formulation and management;
monetary policy; central banking; the financial system; and foreign exchange markets and policy;
fiscal policy, public finances, and fiscal management;
external debt monitoring; and
macroeconomic, external, fiscal, and financial statistics.
The specific topics covered, and the relative emphasis given, are very much influenced by the issues that emerge in the course of the IMF’s surveillance and program activities, such as the recent focus on the links between high-quality growth and poverty reduction.
The Annex to this statement describes the technical assistance provided by the functional departments of the IMF. The IMF’s regional (or area) departments, which are responsible for country-level management of surveillance and program operations, collaborate closely with the functional departments in the planning, implementation, monitoring, and follow-up of technical assistance.
Mode of delivery. Technical assistance is provided in a variety of forms. These include staff missions from headquarters; the placement of experts for periods ranging from a few months to a few years (depending on the nature of the tasks to be done and the capacity and interest of the countries concerned); the preparation of technical and diagnostic reports; the delivery of training courses, seminars, and workshops; and the on-line provision of advice and support from headquarters. Technical assistance and training are also delivered from regionally based centers.
Recruitment of experts. The IMF provides the services of qualified experts, either directly from its staff or from external sources. These are often drawn from the staff, or former staff, of member country ministries, institutions, and agencies. The IMF seeks to expand and review its roster of experts, in order to ensure an adequate supply of well-qualified specialists that are conversant with technical developments in their particular fields of expertise. The principal approach to identifying candidates is through the IMF’s contacts with central banks, financial supervision agencies, ministries of finance, tax and customs departments, and statistical offices. Advertising is also occasionally used for highly specific scarce skills. The importance of appropriate language, communication, and pedagogic skills is recognized in the recruitment of staff and experts. All IMF experts are professionally supervised and administratively backstopped by technically qualified IMF headquarters staff. The IMF’s resident representatives also liaise closely with experts during their assignments. During staff visits, area departments may follow up on the implementation of technical assistance related policy advice and the work of experts.
Collaboration with other technical assistance providers. The IMF is committed to cooperate and collaborate with other providers of technical assistance. The global decline in Official Development Assistance levels underscores the need to ensure that duplication and overlap in coverage are avoided and that technical assistance is delivered by the most appropriate source within a carefully coordinated framework. The limited character of the technical assistance provided by the IMF offers a fruitful basis for such collaboration, with the IMF’s provision of experts usefully complemented by technical assistance-related services and equipment offered by other technical assistance agencies.
The sources of demand for IMF technical assistance. The IMF’s technical assistance services are one of the benefits and rights of membership, and its provision, in almost all cases, is not related to IMF conditionality.2 Much of the demand by countries for the IMF’s technical assistance services arises from the perception of recipient governments that such assistance can play an important role in helping them to strengthen their implementation of policies. As indicated above, the IMF’s surveillance and program activities may also generate requests for technical assistance. Specifically, it is often in discussions with country authorities during Article IV consultations, or when designing and monitoring IMFsupported programs, that the needs for capacity building and policy strengthening are mutually recognized and the concomitant requirements for technical assistance clearly identified. Recently, the IMF has given added emphasis to the importance of a better integration of technical assistance with its surveillance and program activities. In this regard, it stresses the importance of encouraging countries to identify their technical assistance needs and priorities well in advance, rather than waiting for problems to emerge. Working in partnership, the IMF and governments are thus moving further from a “reactive” to a more “proactive” stance in the planning, prioritization, and delivery of technical assistance.
Linking technical assistance with surveillance. This objective is currently being pursued, on an experimental basis, in two respects. First, Technical Assistance Consultations (TCs) have been added to the agenda of a selected number of Article IV missions. A TC provides an opportunity for discussions on the effectiveness of past IMF technical assistance and on the scope and direction of future possible assistance from the IMF. Secondly, for countries facing critical capacity constraints in their efforts to implement programs of economic and financial reforms, the IMF initiated a pilot project involving the preparation of medium-term Technical Cooperation Action Plans (TCAPs). TCAPs are intended to comprise a comprehensive assessment of a country’s or subregion’s macroeconomic and financial management weaknesses in the core areas of the IMF’s work and an elaboration of a technical assistance program for addressing these. Such exercises are carried out by IMF staff and the country authorities with the active participation and support of other interested donors. The preparation of a TCAP is seen as the beginning of a dynamic process that would involve a commitment by the authorities, the IMF, and other donors to provide resources to implement the TCAP and jointly to monitor and adjust its implementation over an agreed time period.
Unanticipated sources of demand. Despite the intention to improve projections of technical assistance requirements through the TCs and TCAPs, some of the demand for technical assistance from the IMF will still arise in response to unexpected changes in the policy environment of a country—a change in government, an unanticipated crisis, or an external shock. There is thus expected to remain a continuing element of unpredictability in the demand for technical assistance services, and an important characteristic of the IMF’s technical assistance program will remain its capacity to respond quickly to such situations.
Prioritizing technical assistance requests. Technical assistance is provided only when requested by a country’s authorities. 3 Since the demand for such assistance normally exceeds the resources available from the IMF, a number of considerations are taken into account in prioritizing country requests. In order of their relative importance, these are the extent to which:
a country’s authorities are strongly supportive of obtaining the technical assistance and committed to ensuring its implementation. Such commitment is critical for the technical assistance to be effective and have a measurable impact. A strong prior track record in effectively using the IMF’s technical assistance services is one key indicator of country commitment;
the technical assistance addresses those weaknesses in a country’s institutional capacity for macroeconomic policy implementation that have been identified in the course of the IMF’s surveillance and other work;
technical assistance contributes to strengthening a country’s capacity to design and implement an IMF-supported program, especially in the preparation of a Poverty Reduction Strategy Paper and in the implementation of a Poverty Reduction and Growth Facility program;
technical assistance supports a country’s efforts in complying with internationally agreed standards and codes of statistical, fiscal, and financial transparency;
other donors cannot provide the requested assistance;
technical assistance would be the only benefit of IMF membership accruing to a country; and
technical assistance can be provided in collaboration with other technical assistance providers, since this allows the IMF to use its cooperation with other donors to leverage its limited resources.
While emphasizing the need to apply the above criteria systematically when appraising individual requests for technical assistance, the IMF recognizes that at times two additional factors may influence a decision to provide technical assistance:
the systemic or regional importance of the requesting country; and/or
the emergence of the need for technical assistance as a result of a postcrisis situation.
With respect to the former, even when it is clear that a technical assistance project may not be fully effective, the IMF may provide critically necessary technical assistance in order to maximize the prospects for successful macroeconomic policy implementation. With respect to the latter, when countries are faced with the task of rebuilding their basic macroeconomic management institutions, the international community has come to expect that the IMF will be able to respond to these needs, even when the risk of failure is considered high.
Strengthening recipient country ownership. The IMF’s technical assistance program is based on the fundamental principle that to be effective and to have a high impact, it is important to ensure that a partner country is fully committed to owning the work associated with the assistance and implementing the recommendations flowing from the technical assistance. This underscores the importance of having IMF technical assistance activities planned and implemented with the full involvement of the recipient authorities at each of the various stages of the process, from identification of need through discussion and agreement on terms of reference and project objectives, to implementation, monitoring, and evaluation. Particularly when it is intended to field a long-term expert—whether on a full-time or peripatetic basis—close consultation with the authorities is critical in order to ensure that the conditions are right for making good use of an expert’s time. Such consultation should result in reaching agreement on the type of expert required; the needed qualifications and experience; and, ultimately, on the individual chosen to provide the technical assistance. A mutual review of the results of past and current technical assistance efforts, including a country’s track record in the implementation of technical assistance recommendations, and a consideration of future needs, are important aspects of the process of enhancing ownership by recipient country authorities.
Charging policy of the IMF for its technical assistance. In line with the practice of other bilateral and multilateral agencies, the IMF’s technical assistance is generally provided free of charge. The exception relates to the assignment of long-term experts (defined as experts residing in a country for six months or more), for which countries may be asked to make a specified financial (or equivalent in-kind) contribution to the IMF. Whether a contribution is required, and the amount charged, depends on the country’s ability to pay, although no member is denied access to technical assistance because it is unable to pay. The IMF’s management determines the charges within a basic policy framework on country contributions established by the IMF’s Executive Board. As a cooperative undertaking between the IMF and the requesting country, the IMF recognizes that successful technical assistance requires careful preparation and commitment of resources by the recipient authorities. Important in this regard are the assignment of counterpart staff and adequate complementary resources (for example, office space and equipment, administrative support staff, communications facilities, material supplies, and utilities), all of which amount to a considerable real cost for the recipient government, over and above whatever charges may be levied by the IMF.
Development of a cost-effective and well-integrated system of monitoring and evaluation. Monitoring and evaluation are essential for ensuring accountability and transparency in technical assistance activities; for assessing their relevance, efficiency, effectiveness, and impact; and for drawing lessons on how to strengthen ongoing and future technical assistance operations. The size of the IMF’s technical assistance program, though still modest by international standards, has reached a level requiring the adoption of a systematic approach to technical assistance monitoring and evaluation. Staff are in the process of preparing proposals in this area, drawing on the experience and current practices of other agencies. Monitoring needs to involve both IMF staff and country authorities in order to ensure that all ongoing technical assistance efforts are meeting agreed targets and objectives and producing the required outputs. Monitoring also inevitably involves making evaluative judgments during a project’s lifetime, which are then used to improve ongoing implementation efforts. In contrast, more analytical evaluation exercises generally take a longer-term perspective, are often carried out independently of the directly involved staff (sometimes by external evaluators), and focus mainly on completed operations or on completed operations of an ongoing program.
A common approach to monitoring and evaluation will be developed to enable judgments across countries and selected subject areas, so that lessons can be drawn and used to strengthen future operations. All monitoring and evaluation activities will require input from the recipient authorities, at the project and policy level, to ensure their views on the reasons for success and failure of technical assistance are fully taken into account. In-depth, thematic evaluation studies on selected topics are expected to complement routine and comprehensive monitoring activities by individual technical assistance departments. Such studies serve as a cross-check on the consistency and quality of the advice rendered, and allow for an assessment of the policy and capacity-building impact of the technical assistance provided and of its sustainability. Independent evaluations will also be undertaken, taking account of budgetary implications.
The IMF recognizes the importance of disseminating information on its technical assistance activities of general interest both to the membership and the public at large. One vehicle for this will be an Annual Report on Technical Assistance to the Executive Board, which will summarize technical assistance activities and related technical assistance policy developments over the previous year, as well as the outcome of monitoring and evaluation efforts. The report will also highlight any policy issues on which Board guidance may be needed.
In the interests of transparency and a well-informed public, the IMF believes that information on the lessons learned from the IMF’s technical assistance program, as well as on the assistance provided to individual countries, should be disseminated as widely as possible. Thus, information on the general substance of the IMF’s technical policy advice in the different functional areas is disseminated both through IMF research and other publications (e.g., handbooks, occasional papers, and pamphlets), and increasingly on the IMF’s external website. 4 While the IMF recognizes the public interest would also be served by the provision of information on the country specific advice tendered by the IMF, it is also important to recognize that members may seek the IMF’s technical advice on a confidential basis. It is thus appropriate that a member country should have the right to decide on whether to allow publication of this advice. For this reason, individual technical assistance reports will continue to be circulated on a restricted basis within the IMF, the World Bank, and other cooperating donor agencies, with wider distribution contingent upon the permission of the country concerned.
Although the management of the IMF’s technical assistance program is largely devolved to individual departments, IMF wide policies and procedures governing the financing, planning, implementation, monitoring, evaluation, and reporting of technical assistance are coordinated and developed by a senior-level Technical Assistance Committee (TAC). Reporting directly to the Deputy Managing Director responsible for technical assistance matters, the TAC also acts as a forum for reaching agreement on recommendations to management on the allocation of technical assistance resources across the different geographic regions and functional areas. In addition, it serves as the coordinator for pilot technical assistance initiatives undertaken by the IMF (such as the recent experiment with TCs and TCAPs) and for the implementation of the reforms that emanated from the Executive Board’s June 1999 review of the IMF’s technical assistance activities. The TAC and its subcommittees are supported by a small unit, the Technical Assistance Secretariat (TAS), attached to the Office of Budget and Planning in the Office of the Managing Director, which also assists in negotiating and administering technical assistance agreements with other agencies and donors. The TAS compiles aggregate data on planned and actual technical assistance delivery for internal and external reporting purposes.
In recent years, the IMF has sought to expand its range of contacts and collaboration with other technical assistance providers. For example, the IMF has cooperated with other donor agencies on a number of large-scale integrated multiyear technical assistance projects of administrative and institutional reform. Equally, the IMF’s technical assistance program has benefited from generous cofinancing from a few multilateral and bilateral agencies, which have supplemented the IMF’s own budgetary resources for these activities. As the IMF’s mandate broadens, the pressure of demand on its technical assistance resources is likely to increase further—for work on implementing the new international codes and standards; for work on strengthening the banking sector and financial systems; for helping HIPC countries undertake debt sustainability analyses and manage their debt reduction programs; and for public expenditure management and statistical technical assistance in connection with the design and implementation of Poverty Reduction Strategy Papers and IMFsupported policy programs under the new Poverty Reduction and Growth Facility. The IMF will seek every opportunity to cooperate with other agencies in these areas. The TCAPs in particular will require the close involvement of other donor agencies,5 since effecting and financing their implementation will greatly exceed the technical assistance resources and instruments available to the IMF.
The IMF encourages member countries who have not yet done so to consider providing such complementary financial support in order to enhance the resources available for technical assistance, preferably in a manner that is as unrestricted as possible. Meanwhile, the IMF’s efforts to deepen technical assistance collaboration with its multilateral and bilateral development partners will continue.
Tax policy: advising on improving the administrative and economic efficiency of indirect taxes (sales taxes, VAT, and excises), corporate and personal income taxes, payroll and social fund taxes, property taxes, and tariffs—including issues arising in connection with minimum taxes, tax incentive provisions, taxation of financial services and transactions; tax treatment of international capital flows, cross-border issues in both direct and indirect taxes, agricultural taxation, ad valorem versus specific excise rates; and interactions between inflation and taxation.
Tax and customs administration: providing advice and assistance on improving the effectiveness of tax and customs administration; increasing tax compliance through strengthening of collection, audit, and taxpayer service functions; implementing significant new taxes; establishing special controls over the largest taxpayers; introducing measures to bring small and medium-sized taxpayers into the tax net; and rationalizing customs procedures to secure revenue and facilitate trade.
Budgeting and public expenditure management: advising on strengthening budget planning and preparation, budget execution, auditing, classifying government accounts and data reporting, establishing treasury systems, harmonizing regional budget practices, assessing transparency of fiscal systems, and, in particular, ensuring conformity with the Code of Fiscal Transparency.
Expenditure policy: although principally the responsibility of the World Bank, occasional missions carrying out expenditure reviews, formulating social safety net schemes, and rationalizing social insurance schemes.
Fiscal federalism: although principally the responsibility of the World Bank, occasional missions to assess approaches to rationalizing interregional transfers systems, consider assignments of tax and expenditure responsibilities, and formulate approaches to regulate borrowing by decentralized governmental units.
Fiscal and macroeconomic management: advising on ways to strengthen the capacity to undertake fiscal management in a macroeconomic context through institutional restructuring, adoption of improved techniques of macrofiscal analysis, and provision of appropriate training.
Training: preparation and delivery of courses on topics in public finance in a number of languages and, on occasion, in country-tailored seminars.
Delivery of policy-oriented training: organizing policy oriented training courses and seminars for officials of member countries on a range of topics relating to macroeconomic and financial policy formulation and implementation. These courses, seminars, and conferences—held in Washington, at regional training centers, and in member countries—are designed to improve the ability of officials to manage economies and conduct appropriate policies. Schedules, administrative information, and training material are accessible from the IMF website (www.imf.org/external/np/ins).
Drafting legislation, commenting on draft legislation prepared by the authorities of member countries, drafting implementing regulations, and providing other legal advice and training with a focus on the following areas: central banking, commercial banking, foreign exchange, taxation (including all taxes as well as tax administration and procedure), customs regulations, budget law, collateral law, bankruptcy law, and other economic laws.
Central banking and currency arrangements: advising on the establishment and strengthening of the organization and operation of central banks, currency boards, and other currency arrangements; the issuance of new currencies; central bank accounting and internal audit; and associated legislative, regulatory, and organizational reforms.
Monetary and exchange policy operations, and public debt management: advising on the design and implementation of monetary policy instruments and operations; money and exchange market intervention techniques and procedures; institutional framework and instruments for public debt management; and coordination with monetary management.
Financial market development, focusing particularly on money, government debt, and foreign exchange markets: advising on the development of efficient primary, secondary, and derivative markets and instruments; market regulation and organization (agents, trading arrangements, accounting, settlement systems, and codes of conduct); and measures to strengthen market depth and liquidity.
Exchange systems and currency convertibility: advising on the design of exchange systems, exchange regulations, and the choice of exchange rate arrangements; foreign exchange reserve management practices and operations; and reforms to support progress toward currency convertibility for current and capital account transactions.
Payment systems: advising on the organization and oversight of payment systems, policies to reduce systemic risk in payment clearing and settlement systems, as well as on the promotion of operational efficiency; also, advising on interbank and securities settlement systems and linkages to monetary policy.
Bank supervision and regulation: advising on techniques of prudential regulation and supervision, including licensing, on-site and off-site inspection procedures, risk assessment and risk management, capital adequacy, loan classification and provisioning, other prudential rules, reform of banking laws, and organization of the banking supervision function.
Bank restructuring and banking safety nets: in collaboration with the World Bank, advising on the development and implementation of strategies for banking system restructuring and bank exit, management of systemic banking crises, deposit guarantee schemes and liquidity support facilities, techniques for bank recapitalization, and arrangements for loan recovery.
Implementation of international standards: in collaboration with international regulatory bodies, regional supervisory organizations, cooperating central banks, financial supervisory agencies, and the World Bank, assisting members in their assessments of compliance with international standards related to the financial system, including Basel Core Principles and Code of Good Practices on Transparency in Monetary and Financial Policies, and advising on the implementation of such standards.
External debt monitoring: advising and assisting in the creation of wide-coverage, high-frequency debt monitoring systems created by authorities (usually based in central banks) in emerging markets to provide them with timely information on market sentiment and to help them monitor the participation by banks or other creditors in the context of efforts to prevent or resolve financial crises.
In all the areas listed below, technical assistance is designed to improve the collection, compilation, and dissemination of official statistics. In addition to providing assessments with respect to accuracy, coverage, and timeliness, technical assistance missions in each area often deliver on-the-job training, and help design statistical reporting forms and classification keys, as well as short- and medium-term action plans for improving statistical procedures.
Multisector statistical issues: carrying out multisector missions to provide an assessment of weaknesses in specific areas, as well as assisting in the development of statistical legislation, institutional organization of statistics, national statistical policy and strategy, and interagency coordination and consistency issues.
Balance of payments and external debt statistics: assessing the accuracy and comprehensiveness of data collection and compilation systems for international transactions in goods and services; financial flows, including direct and portfolio investment; and international investment position statistics.
Government finance statistics: providing guidance on the compilation and reporting of fiscal data, focusing on comprehensiveness of institutional coverage of government, preparation of bridge tables linking national classifications with international standards, and assessment of the consistency of bank financing of the deficit with the monetary accounts.
Monetary and financial statistics: advising on the adequacy of institutional coverage; appropriate classification of monetary accounts in terms of financial instruments, residency, and institutional sector; proper valuation of instruments; and correct statistical treatment of derivative instruments and banks under liquidation.
National accounts and price statistics: providing guidance to governments in their efforts to develop annual and quarterly national accounts, and advising on efforts to overhaul or update a producer price, consumer price, or international trade price index system.
Data dissemination standards: assisting countries in preparing metadata submissions and complying with the requirements of the Special Data Dissemination Standard (SDDS) or with participation in the General Data Dissemination System (GDDS); and advising countries on the status of their dissemination practices vis-a-vis the dissemination standards.
Support for technical assistance projects keyed to other IMF departments: for example, for Monetary and Exchange Affairs: assisting in developing systems for central banking operations, book-entry systems for government securities, banking supervision systems; for Fiscal Affairs: assisting in designing computer-based financial, budget, and expenditure control and information systems for ministries of finance; for Statistics: elaborating systems to collect and manage financial and economic time-series data or systems that facilitate econometric analyses.
Financial year 2000 saw several important staffing and organizational changes, most notably the changes in the IMF’s management team. On November 9, 1999, Managing Director Michel Camdessus announced his intention to resign in early 2000, after 13 years of service. This led the Executive Board to embark on a process to name his replacement, which culminated with the Board’s selection of Horst Köhler, a German national, on March 23, 2000. Prior to this, on December 14, 1999, Eduardo Aninat, then-Finance Minister of Chile, assumed office for a five-year term as Deputy Managing Director, to replace Alassane D. Ouattara, who left the IMF at the end of his appointment on July 31, 1999.
On the organizational front, in FY2000, IMF internal service functions were reorganized into two departments to facilitate the planning, streamlining, and efficiency of services and to create a separate human resources department. As to the Administrative Budget, the Executive Board saw justification for additional staffing and other resources to carry out the new initiatives—work on various aspects of strengthening the global financial architecture, the Poverty Reduction and Growth Facility, and the enhanced Initiative for Heavily Indebted Poor Countries (HIPCs)—while maintaining the IMF’s capacity to implement its core work program.
The IMF consists of a Board of Governors, an Executive Board, a Managing Director, a First Deputy Managing Director, two Deputy Managing Directors, and a staff of international civil servants. The institution’s founding Articles of Agreement require that staff appointed to the IMF demonstrate the highest standards of efficiency and technical competence and reflect the organization’s diverse membership.
The IMF’s 24-member Executive Board, as the IMF’s permanent decision-making organ, conducts the institution’s day-to-day business. In 1999, the Board held 137 formal meetings, 6 seminars, and 6 informal sessions. The Executive Board carries out its work largely on the basis of papers prepared by IMF management and staff. In 1999, the Board spent 59 percent of its time on member country matters (Article IV consultations and reviews and approvals of IMF arrangements); 29 percent of its time on multilateral surveillance and policy issues (world economic outlook, developments in international capital markets, IMF financial resources, the architecture of the international monetary system, the debt situation, and issues related to IMF lending facilities and program design); and its remaining time on administrative and other matters.
The IMF staff is organized mainly into departments with regional (or area), functional, information and liaison, and support responsibilities (Figure 8.1). These departments are headed by directors who report to the Managing Director.
Six area departments—African, Asia and Pacific, European I, European II, Middle Eastern, and Western Hemisphere—advise management and the Executive Board on economic developments and policies in countries in their region. Their staffs are responsible also for reaching understandings on arrangements for the use of IMF financial resources and review performance under IMFsupported arrangements. Together with relevant functional departments, they provide member countries with policy advice and technical assistance, and maintain contact with regional organizations and multilateral institutions in their geographic areas. Supplemented by staff in functional departments, area departments carry out much of the IMF’s country surveillance work through direct contacts with member countries. In addition, 75 area department staff are assigned to members as IMF resident representatives (see Box 8.1).
The Fiscal Affairs Department is responsible for activities involving public finance in member countries. It participates in area department missions on fiscal issues, reviews the fiscal content of IMF policy advice and IMF-supported adjustment programs, and provides technical assistance in public finance. It also conducts research and policy studies on fiscal issues, as well as on income distribution and poverty, social safety nets, public expenditure policy issues, and the environment.
The IMF Institute provides training for officials of member countries—particularly developing countries—in such areas as financial programming and policy, external sector policies, balance of payments methodology, national accounts and government finance statistics, and public finance.
The Legal Department advises management, the Board, and the staff on the applicable rules of law. It prepares most of the decisions and other legal instruments necessary for the IMF’s activities. The department serves as counsel to the IMF in litigation and arbitration cases, provides technical assistance on legislative reform, responds to inquiries from national authorities and international organizations on the laws of the IMF, and arrives at legal findings regarding IMF jurisdiction on exchange measures and restrictions.
The Monetary and Exchange Affairs Department provides analytical and technical support, including development and dissemination of good policies and best practices, to member countries and area departments on issues related to financial sector systems and soundness—including prudential regulation, supervision, and systemic restructuring; central banking, monetary, and exchange policies and instruments; and capital flows and exchange measures and systems. In surveillance activities and requests for the use of IMF resources, the department reviews issues related to its areas of competence and provides its expertise in policy assessment and development. It also delivers and administers technical assistance in these areas, coordinating with collaborating central banks, supervisory agencies, and other international organizations.
The Policy Development and Review Department traditionally plays a central role in the design and implementation of IMF financial facilities and operations; in recent years, it has spearheaded the IMF’s work in the area of strengthening the architecture of the international financial system. Together with the Research Department, it takes the lead also in multilateral surveillance, policy coordination, and associated review and support activities. With area departments, the Policy Development and Review Department helps mobilize other financial resources for member countries using IMF resources, including work on debt and program financing (through the Paris Club and international banks).
The Research Department conducts policy analysis and research in areas relating to the IMF’s work. The department plays a prominent role in developing IMF policy concerning the international monetary system and surveillance and cooperates with other departments in formulating IMF policy advice to member countries. It coordinates the semiannual World Economic Outlook exercise and prepares the annual International Capital Markets report, as well as analysis for the surveillance discussions of the Group of Seven, Group of Twenty, and such regional groupings as the Asia Pacific Economic Cooperation (APEC), and the Executive Board’s seminars on World Economic and Market Developments. The department also maintains contacts with the academic community and with other research organizations.
Box 8.1 IMF Resident Representatives
At the end of April 2000, the IMF had 75 resident representatives covering 79 member countries in Africa, Asia, Europe, the Middle East, and the Western Hemisphere. These posts—usually filled by one staff member—enhance IMF policy advice and are often set up in conjunction with an IMF-supported reform program. The representatives, who typically have good access to key national policymakers, can have a major impact on the quality of IMF country work. In particular, resident representatives alert the IMF and the host country to potential policy slippage and provide on-site program support. They can also play an active role in IMF outreach in member countries. Resident representatives are helping countries develop their poverty reduction strategies (see Chapter 5): they participate and present IMF perspectives in country-led discussions on the strategy, and support monitoring of its implementation, working with different branches of government, civil society organizations, donors, and other stakeholders.
The Statistics Department maintains databases of country, regional, and global economic and financial statistics and reviews country data in support of the IMF’s surveillance role. It is also responsible for developing statistical concepts in balance of payments, government finance, and monetary and financial statistics, as well as producing methodological manuals. The department provides technical assistance and training to help members develop statistical systems and produces the IMF’s statistical publications. In addition, it is responsible for developing and maintaining standards for the dissemination of data by member countries.
The Treasurer’s Department formulates the IMF’s financial policies and practices; conducts and controls financial operations and transactions in the General Department, SDR Department, and Administered Accounts, controls expenditures under the Administrative and Capital Budgets; and maintains IMF accounts and financial records. The department’s responsibilities also include quota reviews, IMF financing and liquidity, borrowing, investments, the IMF’s income, and operational policies on the SDR.
Figure 8.1 IMF Organization Chart
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The External Relations Department edits, produces, and distributes the IMF’s nonstatistical publications; provides information services to the press and general public; maintains contacts with nongovernmental organizations and parliamentary bodies; drafts speeches for management; and manages the IMF’s website (see also Appendix V).
The IMF’s Offices for Asia and the Pacific, in Europe, in Geneva, and at the United Nations maintain close contacts with other international and regional institutions (see Appendix IV).
As noted in last year’s Annual Report, effective July 1, 1999, most IMF service functions were reorganized into two new departments:
The new Technology and General Services Department manages and delivers a full range of services essential for the IMF’s operation. These include information services (information technology, telecommunications, document management, and library services); facilities and general administrative services (facilities management, building projects, travel management, graphics, and procurement services); and language services (translation, interpretation, and foreign language publications). Bringing these services under one department facilitates planning for the IMF’s future requirements; increases efficiency through reducing some overlapping in related functions; and helps develop and apply common instruments for measuring and assessing services. It thus allows more informed judgment and trade-offs in decisions about budgetary resources to meet service requirements.
The new Human Resources Department has been organized along the same lines as the former personnel function with a front office and four divisions to manage recruitment, staff development, benefits, and compensation and job grading. The IMF faces significant challenges in the period ahead to maintain a lean, highly motivated, well-trained, and diverse staff to meet the needs of its members. The establishment of a stand-alone Human Resources Department will have clear advantages in allowing the new department to focus exclusively on the important human resource function.
The Secretary’s Department organizes the work of the IMF’s governing bodies and provides secretariat services to them. In particular, it assists management in preparing and coordinating the work program of the Executive Board and other official bodies, including scheduling and assisting in the conduct of Board meetings. The department also manages the Annual Meetings, in cooperation with the World Bank.
The IMF’s offices and secretariats are responsible for internal auditing and evaluation, work practices, budget matters, technical assistance, and investments under the staff retirement plan.
The Managing Director appoints a staff whose sole responsibility is to the IMF, whose efficiency and technical competence are to be of the “highest standards,” and whose diversity—reflecting its membership—is to give “due regard to the importance of recruiting personnel on as wide a geographical basis as possible.” To this end, and to provide the continuity and institutional memory necessary to maintain a good and close working relationship with member countries, the IMF’s employment policy is designed to recruit and retain a corps of international civil servants interested in spending a career, or a significant part of a career, at the IMF. At the same time, the IMF recognizes the value of shorter-term employment and recruitment of mid-career professionals consistent with the changing labor market and the benefit of fresh perspectives. And, in the case of a number of skills and jobs—relating mainly to technology, certain services, and highly specialized skills in economics—business considerations have called for shorter-term appointments or for outsourcing activities.
As of December 31, 1999, the IMF had 2,297 employees: 693 assistant staff and 1,604 professional staff (approximately two-thirds of whom were economists). In addition, the IMF had 444 contractual employees, which include experts, consultants, and other short-term staff, charged to nonregular resources. Of the IMF’s 182 member countries, 127 were represented on the staff. (See also “Diversity” below.)
During FY2000, 3,082 staff-years were expended in the IMF, compared with 3,006 in FY1999. Included in the FY2000 total were 2,069 regular staff-years (1,990 in FY1999), supplemented by other resources, including Economist Program staff, overtime, and contractual and other temporary staff-years for a total of 2,728 staff years (2,641 in FY1999); 233 staff-years for the Office of Executive Directors (as in FY1999); and 121 staff years for externally financed technical assistance experts and related overhead resources (132 in FY1999).
For FY2001, the Executive Board approved a net increase of 108 new authorized staff positions.
Over the course of 1999, 218 new staff members joined the organization (104 economists, 41 in professional and managerial grades in specialized career streams, and 73 assistants)—an increase of 48 over the 170 staff members hired in 1998. Of the new hires in 1999, 67 were mid-career economists and 37 entered the Economist Program—a two-year program aimed at familiarizing “entry-level” economists with the work of the IMF by placing them in two different IMF departments each for a 12-month period. Candidates for the Economist Program typically are completing a Ph.D. in macroeconomics or a related field, or have already finished their graduate studies and have one or two years’ work experience. Economist Program participants who perform well during the two-year period are offered regular staff appointments.
During 1999, 128 staff separated from the organization. The separation rate of staff in professional and managerial grades declined to 5.9 percent (92 staff) in 1999 from highs of 8.1 percent (122 staff) in 1998 and 7.0 percent (104 staff) in 1997. The high turnover in 1997 and 1998 was largely the result of a sudden and sharp rise in resignations of economists joining private sector financial firms and a larger number of retirements, including those encouraged by incentives. The turnover rate in 1999 for staff in professional and managerial grades returned to the medium-term average (excluding 1997 and 1998) of 5.2 percent.
Excessive work-related stress among IMF staff has grown steadily in recent years as a result of both internal and external expectations. Internally, a hard-driving work style, a need for more attention to the management of human resources, and the failure to provide sufficient additional resources—or reprioritize existing activities—when additional items are added to the work program have contributed to excessive stress. Most prominent among the external factors are the constant addition of new tasks for the IMF, given its need to adapt to the changing global economic environment.
Directors have expressed concerns about the heavy work pressures in the IMF, and at the end of 1999 a Working Group on Stress, appointed by management, submitted a report proposing a practical plan for reducing negative stress. Also, the IMF’s Office of Internal Audit and Inspection completed, in March 2000, a review of personnel management practices in IMF departments. Finally, a survey by the IMF’s Staff Association Committee suggested measures to address stress related to staff participating in missions to member countries. Building on these recommendations, the Human Resources Department prepared a comprehensive framework for introducing and monitoring stress reducing initiatives:
defining more clearly the work of the institution as a whole;
finding new ways to prepare and prioritize the IMF’s work program and ensure that departments have sufficient resources to meet work demands;
finding new ways to prepare and prioritize the IMF’s work program and ensure that departments have sufficient resources to meet work demands;
improving managerial practices, which would entail adding staff resources and funding for specialized personnel, work program management, and budget management in departments and raising managerial training in the IMF to standards observed elsewhere;
providing for more flexible work arrangements; and
giving staff more information on how to deal with the stress they experience.
To recruit and retain the staff it needs, the IMF has developed a compensation and benefits system designed to be competitive, to reward performance, and to take account of the special needs of a multinational and largely expatriate staff. The IMF’s staff salary structure is reviewed and, if warranted, adjusted annually on the basis of a comparison with salaries paid by selected private financial and industrial firms and public sector organizations in the United States, France, and Germany. On the basis of updated analyses of comparator salaries, the salary structure was increased by 4.1 percent for FY2000, and the Board approved an increase of 4.5 percent for FY2001 (see Table 8.1 for the IMF staff salary structure).
Table 8.1 IMF Salary Structure, effective May 1, 20001
(In U.S. dollars)
1 The salary structure for IMF staff is intended to be internationally competitive to enable the IMF to secure highly qualified staff from all member countries. Salaries are reviewed annually by the Executive Board. The salaries are kept in line with the salaries for equivalent grades and positions in private sector financial and industrial firms and in representative public sector agencies, mainly in the United States. Because IMF staff other than U.S. citizens are usually not required to pay income tax on their IMF compensation, the salaries are set on a net-of-tax basis, which is generally equivalent to the after-tax take-home pay of the employees of the public and private sector firms from which IMF salaries are derived.
Table 8.2 Nationality Distribution of Professional Staff by Region
(In percent)
1 Regions are defined on the basis of the country distribution of the IMF’s area departments. The European region includes countries in both the European I and European II Departments. The Middle East region includes countries in North Africa.
2 The Baltics, Russia, and other countries of the former Soviet Union.
In mid-1999, the Executive Board established a Working Group on Management Remuneration to review and consider possible changes in the system for determining the remuneration of the Managing Director of the IMF. The Working Group was chaired by Executive Director Thomas A. Bernes; other members were Executive Directors Sulaiman M. Al-Turki, Roberto F. Cippa, Riccardo Faini, Stephen Pickford, and Hernan Oyarzabal.
The Working Group’s formation was prompted by concerns that the prevailing process, in which the remuneration of the IMF’s four management positions was considered separately and at different times, did not allow Executive Directors to take a comprehensive or integrated view of the compensation of the management team and staff, or to establish and maintain over time an appropriate and consistent structure of management remuneration. Also, the components of the Managing Director’s remuneration—the base salary and the representation allowance—had become unbalanced, with too large a share of total remuneration provided through the allowance.
The proposals of the Working Group were considered by the Executive Board in March 2000. The Board approved the Working Group’s proposal to maintain the total remuneration of the new Managing Director, Horst Köhler, at $363,660—the same as for his predecessor, Michel Camdessus. Total remuneration will consist of a salary of $308,460 and an allowance of $55,200, reflecting a reduction relative to the previous Managing Director’s allowance and a corresponding increase in salary. These amounts will be held constant in real terms throughout the five-year term of appointment through annual adjustments.
To appropriately reflect the responsibilities of each management position and the relationship between the management and staff salary structures, the salary structure for management, as of May 1, 2000, will be the following:1
The new management pay structure will be subject to a combination of periodic structural reviews by the Executive Board and annual revisions. It will be autonomous and not formally linked to remuneration in other international organizations.
At the same time as the new Managing Director’s contract was approved, the Board endorsed other recommendations of the Working Group, among them, the need for greater public transparency on management remuneration. Therefore, details on total remuneration of IMF management will be included in the IMF’s Annual Report, beginning with this edition.
Upon the recommendation of the Board of Governors’ Committee on the Remuneration of Executive Directors, the Governors approved from July 1, 1999, increases of 3.5 percent in the remuneration of Executive Directors and 4.1 percent in the remuneration of Alternates. The remuneration of Executive Directors is $160,630, consisting of a salary of $151,630 and a supplemental allowance of $9,000. The remuneration of Alternate Executive Directors is $138,140, consisting of a salary of $130,940 and a supplemental allowance of $7,200.2
The Executive Board continued to emphasize staff diversity as an important asset for improving the IMF’s effectiveness as an international institution. The IMF’s Special Advisor on Diversity, who reports to the Managing Director, designed a number of initiatives and indicators to strengthen and monitor nationality and gender diversity (Tables 8.2 and 8.3), as well as diversity management in the organization. The Special Advisor works closely with departments to identify needs and opportunities for promoting diversity and implementing departmental action plans, which have been prepared and monitored annually since 1996. In FY2000, departments continued to implement these plans, which typically included measures to help ensure grade and salary equity, initiatives in recruitment and career development, orientation and mentoring programs for newcomers, measures to improve communication and increase the transparency of information, and promotion of family- friendly work arrangements.
In addition, the IMF is placing greater emphasis on people management skills in the performance assessment of supervisors and in promotion decisions, which are of particular importance in an institution with a diverse workforce.
The departmental annual progress reports submitted to the Managing Director in FY2000 showed consistent improvements in diversity awareness, systematic effort, and management practices. Progress had been achieved in the recruitment, promotion, and overall representation of underrepresented staff groups and those earlier identified as having unequal career opportunities relative to others. These favorable trends were most visible among junior level staff. Only with persistent effort will the balance improve at managerial levels. Achieving satisfactory diversity of staff in an institution that emphasizes career employment is a goal that will necessarily take time to achieve.
The IMF’s Administrative and Capital Budgets are considered in the context of rolling three-year and five-year medium-term budget plans that are reviewed each year by the Executive Board. During the period just prior to the Fall 1999 Annual Meetings, the Executive Board discussed and agreed on several new policy initiatives, which were then endorsed by the International Monetary and Financial Committee. The major new initiatives added to the IMF’s agenda were:
the establishment of Poverty Reduction Strategy Papers (PRSPs) as the basis for concessional lending under the Poverty Reduction and Growth Facility (which replaced the Enhanced Structural Adjustment Facility); and the enhancement of the joint World Bank-IMF HIPC Initiative;
the Financial Sector Assessment Program, also jointly with the World Bank; and
work on international standards and codes, carried out with the active involvement of international organizations—including the World Bank—and a number of other standard-setting agencies.
In addition, Directors recognized that enhancements were needed in some of the IMF’s traditional program activities, including surveillance, technical assistance, and external communications.
The five-year plan for the Capital Budget remained consistent with the strategy to continue and finalize the major building projects already approved (see below) and to continue with other capital investments that would result in cost savings—or that are required to comply with building codes or maintain existing buildings and equipment inventory.
Given the major new initiatives, establishing a framework for the IMF for the medium term posed challenges in terms of the magnitude of additional resources needed in the immediate future against the uncertainties about subsequent years. The planning began in early November 1999 with a series of meetings of the Committee on the Budget to consider the medium-term plans and resource implications of a number of initiatives already agreed upon in principle, and that were in their early stages of implementation. The planning process culminated in Board meetings in January and February 2000, at which Directors agreed there was justification for additional staffing and other resources in order to carry out the new initiatives without further aggravating work pressures on the staff. Given the uncertainty surrounding the world economic situation, and the difficulty in estimating resource needs for new activities, Executive Directors focused on the period immediately ahead. Against this background, the IMF’s major budget objectives for FY2001 are to:
Maintain and enhance its capacity to carry out the IMF’s core work program—namely, surveillance, lending, and technical assistance.
Equip the organization to handle the new and expanded activities needed to improve the functioning of the international financial system—in particular, to increase transparency and improve the IMF’s outreach to member countries, markets, and others; promote financial sector soundness and transparency in monetary and fiscal policies, standards, and data dissemination—as well as to play a role in promoting growth and poverty reduction in the poor countries eligible for the enhanced HIPC Initiative and the Poverty Reduction and Growth Facility.
Continue to enhance the effectiveness and efficiency of IMF internal operations in the face of increasing demands, by streamlining internal work procedures, sharing tasks where possible with other organizations, and improving management of the staff’s workload.
The IMF’s Administrative Budget for the financial year ended April 30, 2000 (FY2000) was approved at $575.8 million, net of reimbursements, and revised by a supplementary appropriation in January 2000 to $585.1 million, net of reimbursements. For the Capital Budget, $67.3 million was approved for projects beginning in FY2000 ($18.0 million for building facility projects, $29.3 million for electronic data processing (EDP) and information technology projects, and $20.0 million for the new building design and preconstruction). The estimated cost of major IMF activities is shown in Table 8.4. Actual administrative expenditures during the year totaled $583.0 million, and capital project disbursements totaled $39.3 million, including $8.5 million for major building projects (Table 8.5).
Table 8.4 Estimated Cost of Major IMF Activities, Financial Years 1999–20011
(In millions of U.S. dollars
Note: Because of rounding, details may not add to total.
1 Cost estimates for financial years 1999 and 2000 are based on year-end data and reflect a new cost allocation methodology when compared with prior year’s Annual Reports.
2 The Executive Board costs include salaries and benefits of Executive Directors and their Alternates, Advisors and Assistants; business and other travel; communications; building occupancy; books and printing; supplies and equipment; data processing; other miscellaneous costs of Executive Directors’ offices, and the costs of staff support services provided for Executive Directors. The costs of the Board of Governors consist mainly of the travel and subsistence of Governors, the costs of staff support services provided for the Board of Governors, including the costs of the Annual Meetings, and other miscellaneous administrative services.
Table 8.5 Administrative and Capital Budgets, Financial Years 1998-20011
(Values expressed in thousands of U.S. dollars)
1 Administrative Budget as approved by the Board for the financial year ending April 30, 2001, compared with actual expenses for the financial years ended April 30, 1998, April 30, 1999, and April 30, 2000; and Capital Budgets as approved by the Board for capital projects in financial years 1998, 1999, 2000, and 2001. Because of rounding, details may not add to total.
2 The reimbursement of $55,500 was not included in the Administrative Budget by Executive Board decision.
3 The reimbursement of $56,180 was not included in the Administrative Budget by Executive Board decision.
4 The reimbursement of $62,651 was not included in the Administrative Budget by Executive Board decision.
5 Net Administrative Budget expenses exclude valuation or loss on administrative currency holdings.
6 Multiyear Capital Budgets for projects beginning in each financial year.
During FY2000, Administrative Budget resources were used to support the IMF’s work in the following proportions: surveillance and use of IMF resources, with 130 countries classified as program intensive, and technical assistance (66 percent of expenses); external relations activities to continue to provide greater transparency of the IMF’s policies and operations (5 percent); administrative support, where investments in technology and work practice improvements continue to produce savings in the diverse activities within this category (20 percent); and Board of Governors and Executive Board (9 percent). The distribution of estimated administrative costs by major IMF activities is shown in Figure 8.2.
The Executive Board approved in April 2000 an Administrative Budget for FY2001 of $649.8 million, net of reimbursements, an 11.1 percent increase over the revised budget for the previous year. In addition, a capital projects budget of $50.6 million was approved for building facility projects, electronic data processing equipment, and major software development. The FY2001 Administrative Budget includes a net increase of 108 positions in the authorized staffing level (a total of 130 positions offset by savings of 22 positions from the internal review process and savings in other activities). Most of the new positions are earmarked for work related to the major new initiatives:
The preparation of assessments and programs for member countries jointly with the World Bank in the context of the Poverty Reduction and Growth Facility (PRGF), including work on debt relief under the Initiative for Heavily Indebted Poor Countries.
The Financial Sector Assessment Program (FSAP), also in collaboration with the World Bank, will become an instrument of IMF surveillance to promote financial sector soundness and reduce the risk of crisis by detecting vulnerabilities and identifying corrective policies at an early stage.
The work on standards and codes will focus on assessments of data dissemination practices, fiscal transparency, monetary and/or financial policy transparency, and banking supervision.
Most of the remaining positions are for planned enhancements to ongoing activities:
The IMF’s work program on surveillance will be strengthened on the basis of recommendations from recent external reviews.
In the area of technical assistance, the links between technical assistance and surveillance are to be strengthened through Technical Consultations and Technical Cooperation Action Plans. The program of training officials from member countries will also be broadened, and some resources will be set aside to meet demands for technical assistance from member countries associated with PRGF work.
The IMF is also reshaping its strategy for external communication. The main goals are to support the IMF’s increasing openness and transparency in general, which should in turn improve public understanding of the IMF’s work and strengthen communications with the private financial sector.
A pilot program is to be initiated for the assessment of central bank safeguards on the use of IMF financial resources. Work on improving fiscal data in program countries will also be strengthened.
The Capital Budget represents a continuation of plans for completing major building projects, replacing older facilities and electronic data processing equipment, and major software development projects.
The addition to the I M F headquarters building (Phase III), completed in late 1998, hosted for the first time many of the functions of the 1999 Annual Meetings. The Executive Board approved a proposal in late 1999 to construct a new building on property owned by the IMF immediately adjacent to the headquarters building. Plans are under way to complete the project by 2005. Under current staffing projections, when the new building is complete, the I M F will no longer need to lease space in downtown Washington. This will reduce overall occupancy costs and realize the IMF’s long-term goal of housing all staff in owned space.
Figure 8.2 Estimated Cost of Major Activities, Financial Year 2000
(As a percent of total costs)
Note: Information is based on outturn of expenditures in financial year 2000. The cost of general supervision, training, professional development, and leave has been distributed proportionally to each of the other categories. Because of rounding, components may not add to total.
Following the announcement by Michel Camdessus in November 1999 of his intention to step down as Managing Director, the Executive Board embarked on a process to select a successor. Executive Directors agreed to choose the Managing Director by consensus, which would be achieved through discussion and flexibly structured steps intended to narrow the range of candidates to one.
Directors held several discussions, under the chairmanship of the Dean of the Executive Board (the longest-serving Executive Director). Following these discussions and consultations in capitals, the choice of candidates was progressively narrowed down to one candidate. On March 23, 2000, the Executive Board, by a unanimous vote, selected Horst Köhler as Managing Director.
Mr. Köhler, 57, a national of Germany, was, prior to joining the IMF on May 1, 2000, President of the European Bank for Reconstruction and Development, a post to which he was appointed in September 1998. Prior to that, Mr. Köhler was President of the German Savings Bank Association from 1993 to 1998. From 1990 to 1993, he served as Germany’s Deputy Minister of Finance, responsible for international financial and monetary relations. During this time, he led negotiations on behalf of the German government on the agreement that became the Maastricht Treaty on European Economic and Monetary Union, was closely involved in the process of German unification, and was Deputy Governor for Germany at the World Bank. He was personal representative ("sherpa") of the Federal Chancellor in the preparation of the Group of Seven Economic Summits in Houston (1990), London (1991), Munich (1992), and Tokyo (1993).
Mr. Köhler earned a doctorate in economics and political sciences from the University of Tubingen, where he was a scientific research assistant at the Institute for Applied Economic Research from 1969 to 1976. After completing his education, he held various positions in Germany’s Ministries of Economics and Finance between 1976 and 1989.
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Total international reserves increased by 9 percent during 1999 and stood at SDR 1.6 trillion at the end of the year (Table I.1). This reflected an 11 percent increase in foreign exchange holdings, which constitute the largest component of international reserves (SDR 1.29 trillion). In contrast, IMF related assets declined by 10 percent, to SDR 73 billion, resulting in a smaller overall increase of 9 percent in nongold reserves. The market value of gold reserves held by monetary authorities increased by 3 percent, to SDR 204 billion, at the end of 1999.1
Foreign exchange reserves constituted 95 percent of nongold reserve assets at the end of 1999. Developing countries’ foreign exchange reserves rose by 12 percent to SDR 766 billion, while foreign exchange reserves of industrial countries rose by 9 percent to SDR 520 billion. At the beginning of 1999, euro-area countries’ foreign exchange reserves were affected by the introduction of the euro as reserves denominated in euro legacy currencies2 were converted into euros and thus ceased to be foreign claims.
Developing countries have steadily increased their share of foreign exchange holdings; at the end of 1999, they held 60 percent of total foreign exchange reserves. Foreign exchange reserves of oil-exporting developing countries increased by 13 percent during 1999. Net creditor developing countries’ foreign exchange reserves increased by 15 percent to SDR 161 billion, and those of net debtor countries rose by 11 percent to SDR 605 billion at the end of the year. Foreign exchange reserves of net debtor countries that have debt-servicing problems remained unchanged from the previous year, at SDR 121 billion, while those of countries without debt-servicing problems increased by 14 percent, to SDR 484 billion, at the end of 1999.
During 1999, total IMF-related assets—which comprise reserve positions in the IMF and SDR holdings of all IMF members—fell by 10 percent, to SDR 73 billion at the end of the year, following annual increases of about 20 percent in the previous two years. The share of IMF-related assets in non-gold reserves has remained between 5 percent and 7 percent throughout the 1990s. At the end of 1999, members’ reserve positions in the IMF, which comprise their reserve tranche and creditor positions, stood at SDR 55 billion, and their SDR holdings stood at SDR 19 billion. The decline of 10 percent in IMF members’ holdings of SDRs reflects a shift of SDR 2 billion in SDR holdings to the IMF from its members. Industrial countries hold a majority of IMF-related assets: 84 percent at the end of 1999.
The market value of gold reserves was SDR 204 billion at the end of 1999 (a 3 percent increase over 1998). The physical stock of gold reserves held by monetary authorities declined marginally during 1999, but this was more than offset by an increase in the price of gold.3 The share of gold reserves has declined gradually from about 50 percent of total reserves in 1980 to 13 percent in 1999. In 1999, gold represented 23 percent of the total reserves of industrial countries, and only 4 percent of those of developing countries.
During the first quarter of 2000, total reserve assets increased by SDR 36 billion, led by an increase in the foreign exchange reserves. IMF-related assets and the stock of gold reserves remained effectively unchanged. Because of a decline in the price of gold, however, the market value of gold reserves held by monetary authorities fell by SDR 7 billion.
The currency composition of foreign exchange reserves has changed gradually but fairly steadily over the past decade, with holdings of U.S. dollars, the dominant international reserve currency, rising to 66 percent of foreign exchange reserves at the end of 1999 from 51 percent at the beginning of the decade (Table 1.2). In 1999, the euro was the second most important reserve currency, accounting for a 13 percent share. The share of the euro at the end of 1999 was 2 percentage points lower than the end-1998 combined share of the four euro legacy currencies identified in Table 1.2: deutsche mark, French franc, Netherlands guilder, and private ecu. However, on January 1, 1999, the Eurosystem’s reserves previously denominated in euro legacy currencies became domestic assets of the euro area; hence, the 1998 data need to be adjusted before attempting to evaluate the development of the share of the euro since its introduction. On the basis of adjusted data (not shown in the tables), the combined share of these euro legacy currencies held outside the 11 euro-area countries in 1998 was practically identical to the share of the euro at the end of 1999.
Table I.1 Official Holdings of Reserve Assets1
(In billions of SDRs)
Note: Components may not sum to totals because of rounding.
Source: International Monetary Fund, International Financial Statistics.
1 End-of-year figures for all years except 2000. “IMF-related assets” comprise reserve positions in the IMF and SDR holdings of all IMF members. The entries under “Foreign exchange” and “Gold” comprise official holdings of those IMF members for which data are available and certain other countries or areas.
2 One troy ounce equals 31.103 grams. The market price is the afternoon price fixed in London on the last business day of each period.
Table I.2 Share of National Currencies in Total Identified Official Holdings of Foreign Exchange, End of Year1
(In percent)
Note: Components may not sum to total because of rounding.
1 Note that ecus are treated as a separate currency. Only IMF member countries that report their official holdings of foreign exchange are included in this table; accordingly, the entries in this table cannot be calculated solely from the entries in Table I.3.
2 Not comparable with the combined share of euro legacy currencies in previous years, part of which reflected holdings of the Eurosystem that became domestic assets, and thus were no longer recorded as foreign currency holdings, upon conversion into euros on January 1, 1999 (e.g., Germany’s holdings of French francs became holdings of domestic assets after their conversion into euros).
3 The residual is equal to the difference between total foreign exchange reserves of IMF member countries and the sum of the reserves held in the currencies listed in the table.
4 The calculations here rely to a greater extent on IMF staff estimates than do those provided for the group of industrial countries.
Overall, the shares of continental European currencies and the Japanese yen in total reserve holdings declined during the 1990s, while the share of pound sterling gradually increased from 3 percent to 4 percent. The Japanese yen and Swiss franc had shares at the end of 1999 that were virtually unchanged from the previous year, at 5 percent and 1 percent, respectively. The share of unspecified currencies increased from 7 percent in 1990 to 12 percent in 1999; this category includes currencies not identified in Table I.2, as well as foreign exchange reserves for which no information on currency composition is available.
In the calculation of currency shares, the ecu is treated as a separate currency. Ecu reserves held by the monetary authorities existed in the form of claims on both the private sector and the European Monetary Institute (EMI), which issued official ecus to European Union central banks through revolving swaps against the contribution of 20 percent of their gross gold holdings and U.S. dollar reserves. On December 31, 1998, the official ecus were unwound into gold and U.S. dollars; hence, the share of ecus at the end of 1998 was sharply lower than a year earlier. The remaining ecu holdings reported for 1998 consisted of ecus issued by the private sector, usually in the form of ecu deposits and bonds.
Table I.3 Currency Composition of Official Holdings of Foreign Exchange, End of Year1
(In millions of SDRs)
Note: Components may not sum to totals because of rounding.
1 The currency composition of foreign exchange is based on the IMF’s currency survey and on estimates derived mainly, but not solely, from official national reports. The numbers in this table should be regarded as estimates that are subject to adjustment as more information is received. Quantity changes are derived by multiplying the changes in official holdings of each currency from the end of one quarter to the next by the average of the two SDR prices of that currency prevailing at the corresponding dates. This procedure converts the change in the quantity of national currency from own units to SDR units of account. Subtracting the SDR value of the quantity change so derived from the quarterly change in the SDR value of foreign exchange held at the end of two successive quarters and cumulating these differences yields the effect of price changes over the years shown.
2 Represents the change from end-1998 holdings of euro legacy currencies by official institutions outside the euro area.
3 Each item represents the sum of the currencies above.
4 Includes a residual whose currency composition could not be ascertained, as well as holdings of currencies other than those shown.
On January 1, 1999, these holdings were automatically converted into euros.
For industrial countries, the share of the U.S. dollar in foreign exchange reserves continued to increase, by 2 percentage points in 1999, to 68 percent of the total, a level not observed since the 1970s. The euro, which replaced 11 European national currencies and the ecu in January 1999, accounted for 11 percent of the foreign exchange reserves of industrial countries. The Japanese yen’s share in industrial countries’ currency holdings remained at about 6 percent, and that of the pound sterling was about 2 percent. In 1999, about 12 percent of the industrial countries’ foreign exchange holdings were in unspecified currencies.
The U.S. dollar’s share in developing countries’ foreign exchange holdings has remained in the range of 61 percent to 65 percent throughout the 1990s. Fourteen percent of developing countries’ foreign exchange reserves were held in euros at the end of 1999, a 1 percentage point increase from the combined share of identified holdings of the euro’s legacy currencies for the previous year. The Japanese yen and pound sterling each had a share of 5 percent in developing countries’ foreign exchange holdings. The share of unspecified currencies has remained at a level of 10–12 percent since the mid- 1980s.
Changes in the SDR value of foreign exchange reserves can be decomposed into quantity and valuation (price) changes (Table I.3). Official reserves held in U.S. dollars increased by SDR 79 billion, which reflects an increase of SDR 61 billion in the quantity of U.S. dollar holdings and a valuation increase of SDR 18 billion. The SDR 28 billion increase in the quantity of euro holdings was partly offset by a price decline of SDR 18 billion, resulting in a net increase of SDR 10 billion from the combined share of the euro’s legacy currencies in reserves held outside the euro area in 1998. Despite a quantity decline of SDR 6 billion, a price increase of SDR 9 billion resulted in a net increase of SDR 3 billion in holdings of Japanese yen. An increase of SDR 6 billion in holdings of pound sterling mostly reflects a quantity change, since the valuation of pound sterling holdings did not change significantly during 1999. A quantity increase of SDR 2 billion in Swiss franc holdings was partly offset by an SDR 1 billion valuation decline in 1999.
The tables in this appendix supplement the information in Chapter 6 on the IMF’s financial operations and policies.
Table II.3 Stand-By Arrangements in Effect During Financial Year Ended April 30, 2000
(In millions of SDRs)
1 The authorities have indicated their intention not to draw under the arrangement.
2 Extended from 5/28/99, 8/28/99, and 4/28/00. Augmented by SDR 17 million on 6/28/99 and SDR 17 million on 3/30/00.
3 Brazil’s undrawn SRF (SDR 2.6 billion) expired on 12/1/99.
4 Extended from 5/31/99 and 12/31/99. Augmented by SDR 0.4 million on 5/24/99.
5 Extended from 3/31/00.
6 Less than SDR 0.5 million.
Table II.4 Extended Arrangements in Effect During Financial Year Ended April 30, 2000
(In millions of SDRs)
1 Replaced by a three-year Stand-By Arrangement on 3/10/2000.
2 Extended from 12/19/99.
3 The authorities have indicated their intention not to draw under the arrangement.
4 Inoperative arrangement.
5 Augmented by SDR 274 million on 5/27/99.
6 Extended from 10/28/00.
Table II.5 Arrangements Under the Poverty Reduction and Growth Facility in Effect During Financial Year Ended April 30, 2000
(In millions of SDRs)
1 Augmented by SDR 9.74 million on 6/14/99.
2 Extended from 1/24/00.
3 Extended from 1/7/00.
4 Augmented by SDR 5.55 million on 7/23/99. Extended from 7/26/99.
5 Extended from 1/12/00.
6 Extended from 11/26/99.
7 Augmented by SDR 28.4 million on 3/27/00.
Table II.6 Summary of Disbursements, Repurchases, and Repayments, Financial Years Ended April 30, 1948–2000
(In millions of SDRs)
1 Includes reserve tranche purchases.
2 Excludes reserve tranche purchases.
Table II.7 Purchases and Loans from the IMF, Financial Year Ended April 30, 2000
(In millions of SDRs)
1 Includes reserve tranche purchases made in connection with the use of the same-day SDR borrowing arrangements by members paying the reserve asset portion of their quota increases.
2 Includes emergency post conflict assistance.
3 Includes emergency natural disaster assistance.
4 Includes Micronesia, which made a reserve tranche purchase of less than SDR 0.5 million.
Table II.8 Repurchases and Repayments to the IMF, Financial Year Ended April 30, 2000
(In millions of SDRs)
1 SRF repurchase.
2 Includes the Comoros, the Federal Republic of Yugoslavia (Serbia/Montenegro), Guinea-Bissau, Liberia, and São Tomé and Príncipe, which made repurchases/repayments of less than SDR 0.5 million.
Table II.9 Outstanding IMF Credit by Facility and Policy, Financial Years Ended April 30, 1992–2000
(In millions of SDRs and percent of total)
1 Includes outstanding credit tranche and emergency purchases.
2 Includes outstanding associated loans from the Saudi Fund for Development.
3 Less than ½ of 1 percent of total.
Table II.10 Poverty Reduction and Growth Facility, Estimated Value of Contributions (Commitments as of April 30, 2000)
(In millions of SDRs)
1 The amounts reported for grant contributions are the “as needed” equivalent of the resources committed, or implicit in loans or deposits at concessional interest rates. The calculations are based on actual interest rates through end-April 2000 and an assumed rate of 5.0 percent a year thereafter. Grants committed in local currency are valued at April 30, 2000 exchange rates.
2 Loan contributions are provided either at concessional interest rates or on the basis of weighted averages of market interest rates in the currencies comprising the SDR basket.
3 The ESAF Trust, predecessor to the PRGF Trust, was enlarged and extended effective February 23, 1994.
4 The sum of individual contributions has been adjusted downward to take into account additional loan costs.
5 The SDR equivalent of US$50 million valued at the exchange rate of end-April 2000.
6 Corresponds to loans under the associated loan agreement with the Saudi Fund for Development (SFD) at an interest rate of 0.5 percent a year.
Table II.11 PRGF-HIPC Trust, Estimated Value of Pledged Bilateral Contributions (Commitments as of April 30, 2000)
(In millions of SDRs “as needed”)1
1 The term “as needed” refers to the nominal undiscounted sum of the assumed time profile of resources required by the PRGF-HIPC Trust for the delivery of HIPC assistance and subsidies related to interim PRGF lending. The value of a contribution in “as needed” terms is estimated taking into account the timing of its availability in relation to the timing of the resource requirements of the PRGF-HIPC Trust. All calculations are based on an SDR interest rate assumption of 5 percent a year.
Table II.12 Special One-Time Allocation of SDRs Pursuant to Schedule M of the Proposed Fourth Amendment to the Articles of Agreement
(In SDRs)
1 Participants as of September 19, 1997, will receive a special one-time allocation of SDRs in an amount that will result in their cumulative allocations of SDRs being equal to 29.315788813 percent of their Ninth General Review quota.
2 These countries currently have Eighth General Review quotas. The Federal Republic of Yugoslavia (Serbia/Montenegro) has not completed arrangements for succession to membership and is not currently a participant in the SDR Department.
3 A country that becomes a participant in the SDR Department after September 19, 1997, and within three months of its membership in the IMF will receive a special one-time allocation of SDRs based on a notional Ninth General Review quota. Palau, which became a member and a participant in the SDR Department in December 1997 with an initial quota of SDR 2.25 million, will be entitled to receive a special one-time allocation of SDR 659,605.
Table II.13 Summary of Transactions and Operations in SDRs, Financial Year Ended April 30, 2000
(In thousands of SDRs)
1 The assets and liabilities of the former Socialist Federal Republic of Yugoslovia were assumed by five successor states. As of April 30, 2000, the Federal Republic of Yugoslavia (Serbia/Montenegro) had not completed arrangements for succession to membership in the IMF.
Table II.14 Holdings of SDRs by All Participants and by Groups of Countries as Percent of Their Cumulative Allocations of SDRs, at End of Financial Years Ended April 30, 1991–2000
1 Member countries that are participants in the SDR Department. At the end of FY2000, of the total SDRs allocated to participants in the SDR Department (SDR 21.4 billion), SDR 3.4 billion was not held by participants but instead by the IMF and prescribed holders.
2 Based on IFS classification (International Monetary Fund, International Financial Statistics, various years).
Table II.15 Key IMF Rates, Financial Year Ended April 30, 2000
(In percent)
1 Under the FY2000 decision on burden sharing, the rate of remuneration was adjusted downward and the rate of charge adjusted upward to share the burden of protecting the IMF’s income from overdue charges and of contributing to the IMF’s precautionary balances. The amounts generated from burden sharing in FY2000 are refundable when overdue charges are paid and when overdue obligations cease to be a problem. The basic rate of charge presented is the effective rate following the retroactive reduction implemented after the end of the financial year. The basic rate of charge, set at 113.7 percent of the SDR interest rate, was reduced to 113.5 percent of the SDR interest rate as a result of the retroactive reduction.
Table II.16 Members’ Quotas in the IMF, April 30, 20001
(In millions of SDRs)
1 Board of Governors Resolution No. 53-2, adopted January 30, 1998.
2 Member has overdue financial obligations to the General Resources Account and consequently cannot consent to its quota increase under Resolution No. 53-2.
3 Member has not consented to its quota increase under Resolution No. 53-2.
Table II.17 Members That Have Accepted the Obligations of Article VIII, Sections 2, 3, and 4 of the Articles of Agreement
Table II.18 Exchange Rate Arrangements and Anchors of Monetary Policy as of December 31, 1999
Sources: IMF staff reports.
1 A country with an asterisk, *, indicates that the country adopts more than one nominal anchor in conducting monetary policy. It should be noted, however, that it would not be possible, for practical reasons, to infer from this table which nominal anchor plays the principal role in conducting monetary policy.
2 These countries also have a currency board arrangement.
3 The country has no explicitly stated nominal anchor but rather monitors various indicators in conducting monetary policy.
4 Until they are withdrawn in the first half of 2002, national currencies will retain their status as legal tender within their home territories.
5 Member maintained exchange arrangements involving more than one market. The arrangement shown is that maintained in the major market.
6 The indicated country has a de facto arrangement under a formally announced policy of managed or independent floating. In the case of Jordan, it indicates that the country has a de jure peg to the SDR but a de facto peg to the U.S. dollar. In the case of Mauritius, the authorities have a de facto policy of independent floating, with only infrequent intervention by the central bank.
7 Exchange rates are determined on the basis of a fixed relationship to the SDR, within margins of up to ±7.25 percent. However, because of the maintenance of a relatively stable relationship with the U.S. dollar, these margins are not always observed.
8 Comoros has the same arrangement with the French treasury as do the CFA franc zone countries.
9 The band width for these countries is Cyprus (±2.25 percent), Denmark (±2.25 percent), Greece (±15 percent), Iceland (±6 percent), Libya (±77.5 percent), and Vietnam (0.1 percent daily movement, one-sided).
10 The band for these countries is Honduras (±7 percent), Hungary (±2.25 percent), Israel (symmetric band of 43 percent), Poland (±15 percent), Sri Lanka (±1 percent), Uruguay (±3 percent), and Venezuela (±7.5 percent).
11 No relevant information is available for the country.
12 Brazil maintains an IMF-supported program.
The new classification system is based on the members’ actual, de facto, regimes that may differ from their officially announced arrangements. The system ranks exchange rate regimes on the basis of the degree of flexibility of the arrangement. It distinguishes among the more rigid forms of pegged regimes (such as currency board arrangements); other conventional fixed peg regimes against a single currency or a basket of currencies; exchange rate bands around a fixed peg; crawling peg arrangements; and exchange rate bands around crawling pegs, in order to help assess the implications of the choice of exchange rate regime for the degree of independence of monetary policy. This includes a category to distinguish the exchange arrangements of those countries that have no separate legal tender. The new system presents members’ exchange rate regimes against alternative monetary policy frameworks with the intention of using both criteria as a way of providing greater transparency in the classification scheme and to illustrate that different forms of exchange rate regimes could be consistent with similar monetary frameworks. The following explains the categories.
The currency of another country circulates as the sole legal tender or the member belongs to a monetary or currency union in which the same legal tender is shared by the members of the union. Adopting such regimes is a form of ultimate sacrifice for surrendering monetary control where no scope is left for national monetary authorities to conduct independent monetary policy.
A monetary regime based on an explicit legislative commitment to exchange domestic currency for a specified foreign currency at a fixed exchange rate, combined with restrictions on the issuing authority to ensure the fulfillment of its legal obligation. This implies that domestic currency be issued only against foreign exchange and that it remain fully backed by foreign assets, eliminating traditional central bank functions such as monetary control and the lender of last resort and leaving little scope for discretionary monetary policy; some flexibility may still be afforded depending on how strict the rules of the boards are established.
The country pegs (formally or de facto) its currency at a fixed rate to a major currency or a basket of currencies, where the exchange rate fluctuates within a narrow margin of at most ±1 percent around a central rate. A weighted composite is formed from the currencies of major trading or financial partners and currency weights reflect the geographical distribution of trade, services, or capital flows. The currency composites can also be standardized, such as those of the SDR and the ecu. The monetary authority stands ready to maintain the fixed parity through intervention, limiting the degree of monetary policy discretion; the degree of flexibility of monetary policy, however, is greater relative to currency board arrangements or currency unions, in that traditional central banking functions are, although limited, still possible, and the monetary authority can adjust the level of the exchange rate, though infrequently.
The value of the currency is maintained within margins of fluctuation around a formal or de facto fixed peg that are wider than ±1 percent around a central rate. It also includes the arrangements of the countries in the exchange rate mechanism (ERM) of the European Monetary System (EMS)—replaced with ERM-II on January 1, 1999. There is some limited degree of monetary policy discretion, with the degree of discretion depending on the band width.
The currency is adjusted periodically in small amounts at a fixed, preannounced rate or in response to changes in selective quantitative indicators (past inflation differentials vis-a-vis major trading partners, differentials between the target inflation and expected inflation in major trading partners, etc.). The rate of crawl can be set to generate inflation adjusted changes in the currency’s value (“backward looking”), or at a preannounced fixed rate below the projected inflation differentials (“forward looking”). Maintaining a credible crawling peg imposes constraints on monetary policy in a similar manner as a fixed peg system.
The currency is maintained within certain fluctuation margins around a central rate that is adjusted periodically at a fixed preannounced rate or in response to changes in selective quantitative indicators. The degree of flexibility of the exchange rate is a function of the width of the band, with bands chosen to be either symmetric around a crawling central parity or to widen gradually with an asymmetric choice of the crawl of upper and lower bands (in the latter case, there is no preannouncement of a central rate). The commitment to maintain the exchange rate within the band continues to impose constraints on monetary policy, with the degree of policy independence being a function of the band width.
The monetary authority influences the movements of the exchange rate through active intervention in the foreign exchange market without specifying, or precommitting to, a preannounced path for the exchange rate. Indicators for managing the rate are broadly judgmental, including, for example, the balance of payments position, international reserves, and parallel market developments, and the adjustments may not be automatic.
The exchange rate is market determined, with any foreign exchange intervention aimed at moderating the rate of change and preventing undue fluctuations in the exchange rate, rather than at establishing a level for it. In these regimes, monetary policy is in principle independent of exchange rate policy.
Members’ exchange rate regimes are presented against alternative monetary policy frameworks in order to present the role of the exchange rate in broad economic policy and help identify potential sources of inconsistency in the monetary-exchange rate policy mix.
The monetary authority stands ready to buy and sell foreign exchange at given quoted rates to maintain the exchange rate at its preannounced level or range (the exchange rate serves as the nominal anchor or intermediate target of monetary policy). These regimes cover exchange rate regimes with no separate legal tender, currency board arrangements, fixed pegs with and without bands, and crawling pegs with and without bands, where the rate of crawl is set in a forward looking manner.
The monetary authority uses its instruments to achieve a target growth rate for a monetary aggregate (reserve money, M1, M2, etc.) and the targeted aggregate becomes the nominal anchor or intermediate target of monetary policy.
A framework that targets inflation involves the public announcement of medium-term numerical targets for inflation with an institutional commitment by the monetary authority to achieve these targets. Additional key features include increased communication with the public and the markets about the plans and objectives of monetary policymakers and increased accountability of the central bank for obtaining its inflation objectives. Monetary policy decisions are guided by the deviation of forecasts of future inflation from the announced inflation target, with the inflation forecast acting (implicitly or explicitly) as the intermediate target of monetary policy.
An IMF-supported or other monetary program involves implementation of monetary and exchange rate policy within the confines of a framework that establishes floors for international reserves and ceilings for net domestic assets of the central bank. As the ceiling on net domestic assets limits increases in reserve money through central bank operations, indicative targets for reserve money may be appended to this system.
The country has no explicitly stated nominal anchor but rather monitors various indicators in conducting monetary policy, or there is no relevant information available for the country.
1. Pursuant to Decision No. 11876-(99/2)1, January 6, 1999, the Fund has reviewed the guidelines and the limits for access by members to the Fund’s general resources under the credit tranches and the Extended Fund Facility and decides that they remain appropriate in the present circumstances.
2. The next of the annual reviews prescribed by Decision No. 11876-(99/2)1, January 6, 1999, shall be completed by December 31, 2000.
Decision No. 12103-(99/135
December 20, 1999
SDR 100,873,481 of the Fund’s net income for FY 2000 derived from the application of paragraph 2 of Decision No. 11944-(99/49)2, adopted April 30, 1999 shall be placed to the Fund’s Special Reserve after the end of the financial year.
The SDR 268,262,272 gain derived from the implementation of International Accounting Standard 19–Employee Benefits during FY 2000 shall be placed to the Fund’s Special Reserve and shall be recorded separately in the financial records of the Fund.
Decision No. 12231-(00/68)
July 6, 2000
1. Notwithstanding Rule I-6(4)(a), effective May 2, 2000, the proportion of the rate of charge referred to in Rule 1-6(4) to the SDR interest rate under Rule T-1 shall be 115.9 percent.
2. The net income target for financial year 2001 shall be SDR 48 million. Any net income for financial year 2001 in excess of SDR 48 million shall be used to reduce retroactively the proportion of the rate of charge for financial year 2001. If net income for financial year 2001 is below SDR 48 million, the amount of projected net income for financial year 2002 shall be increased by the equivalent of that shortfall. For the purpose of this provision, net income shall be calculated without taking into account net operational income generated by the Supplemental Reserve Facility and Contingent Credit Lines or the net cumulative effect on income of the implementation of International Accounting Standard 19—Employee Benefits.
Decision No. 12188-(00/45)
April 28, 2000
For financial year 2001, after meeting the cost of administering the PRGF Trust, any remaining net operational income generated by the Supplemental Reserve Facility and the Contingent Credit Lines shall be transferred, after the end of that financial year, to the General Reserve.
Decision No. 12191- (00/45) SRF/CCL
April 28, 2000
Pursuant to Article XIX, Section 5(c), the rules for designation in the SDR Department are revised as follows:
(a) Participants subject to designation under Article XIX, Section 5(a)(i) shall be designated for such amounts as will promote over time equality in the ratios of the participants’ holdings of special drawing rights in excess of their net cumulative allocations to their existing Fund quotas.
(b) The formula to give effect to (a) above shall be such that participants subject to designation shall be designated:
(i) in proportion to their existing Fund quotas when the ratios described in (a) above are equal; and
(ii) in such manner as gradually to reduce the difference between the ratios described in (a) above that are low and the ratios that are high.
Decision No. 11976-(99/59) S
June 3, 1999
Considering that there is no longer a need for retaining precautionary balances in the Special Contingent Account 2 (SCA-2) and with an expectation that these resources will thus become available, or an equivalent amount will be made available, to supplement those in the PRGF-HIPC Trust, the Fund decides to terminate the SCA-2 established by Decision No. 9471-(90/98)3, adopted June 20, 1990.
Decision No. 12060-(99/130)
December 8, 1999
1. Pursuant to Article V, Section 2(b), the Fund adopts the Instrument to Establish the Post-SCA-2 Administered Account that is annexed to this Decision [see Attachment].
2. The provisions of the Instrument may be amended by a decision of the Fund with the concurrence of the members that have transferred resources remaining in the account at the time of such decision.
Decision No. 12061-(99/130)
December 8, 1999
To fulfill its purposes, the International Monetary Fund (the Fund) has adopted this Instrument to establish an account in accordance with Article V, Section 2(b), which shall be governed and administered by the Fund in accordance with the terms and conditions of this Instrument.
1. The Fund hereby establishes an account (the Account) for the temporary administration of resources transferred to the Account by a member following the termination of the SCA-2, while deciding on the final disposition of those resources.
2. The SDR shall be the unit of account. Transfers may be made in or exchanged for SDRs in accordance with such arrangements as may be made by the Managing Director for the holding and use of SDRs by the Account.
3. The resources of the Account shall be invested, and the proceeds of investments reinvested, at the discretion of the Managing Director. The Managing Director is authorized (i) to make all arrangements, including establishment of accounts in the name of the International Monetary Fund, with such depositories of the Fund as may be necessary to carry out the operations of the account, and (ii) to take all measures necessary to implement the provisions of this Instrument.
4. The Fund shall transfer all or part of the resources received from a member, together with the member’s pro rata share of the investment returns, to the PRGF-HIPC Trust, or otherwise in accordance with the member’s instructions.
5. The assets held in the Account shall be kept separate from the assets and property of all other accounts of, or administered by, the Fund. The assets in the Account shall not be used to discharge or meet any liabilities, obligations, or losses incurred by the Fund in the administration of such other accounts.
6. Subject to the provisions of this Instrument, the Fund, in administering the Account, shall apply mutatis mutandis the same rules and procedures as apply to operations of the General Resources Account of the Fund.
7. No charge shall be levied on the members for the services rendered by the Fund in the administration, operation, and termination of this Account.
8. The Fund shall maintain separate financial records and prepare separate financial statements for the Account.
9. The external audit firm selected under Section 20 of the Fund’s By-laws shall audit the operations and transactions of the Account. The audit shall relate to the financial year of the Fund.
10. The Fund shall report on the assets and property and on the operations and transactions of the Account in the Annual Report of the Executive Board to the Board of Governors and shall include in that Annual Report the report of the external audit firm and the External Audit Committee.
11. The Account shall be terminated upon completion of the transfers contemplated in paragraph 4.
12. Any questions between a member and the Fund arising hereunder shall be settled by mutual agreement.
In accordance with Article XVII, Section 3, the Fund prescribes that (i) a participant or a prescribed holder, by agreement with a participant or a prescribed holder and at the instruction of the Fund, may transfer SDRs to that participant or prescribed holder in effecting a transfer to or from the Post-SCA-2 Administered Account or in effecting a payment due to or by the Fund in connection with financial operations under the PRGF-HIPC Trust or under an administered account established for the benefit of the PRGF-HIPC Trust; (ii) operations pursuant to these prescriptions shall be recorded in accordance with Rule P-9.
Decision No. 12062-(99/130)
December 8, 1999
Pursuant to Decision No. 10286(93/23) ESAF4, the Fund has reviewed the adequacy of the Reserve Account of the ESAF Trust and determines that amounts held in the account are sufficient to meet all obligations which could give rise to a payment from the Reserve Account to lenders to the Loan Account of the ESAF Trust in the six months from July 1 to December 31, 1999.
Decision No. 12008-(99/73) ESAF
June 30, 1999
The Managing Director, after having consulted with all creditors in accordance with Decision No. 10534-(93/170) ESAF5, adopted December 15, 1993, is authorized to con firm that he does not intend to propose to the Executive Board borrowing of more than SDR 11.5 billion for the Loan Account of the Enhanced Structural Adjustment Facility Trust except after consultation with all creditors regarding the justification for such additional borrowing and the adequacy of the Trust’s Reserve in relation thereto.
Decision No. 12032-(99/87) ESAF
August 2, 1999
(See Section F below, subsection (a) for the full text of this Decision.)
1. The name of the Enhanced Structural Adjustment Facility established by Decision No. 8757-(87/176) SAF/ESAF6, adopted December 18, 1987, shall be changed to the Poverty Reduction and Growth Facility.
2. The following changes shall be made to the Enhanced Structural Adjustment Facility Trust established by Decision No. 8759-(87/176) ESAF7, adopted December 18, 1987:
(a) the name of the Trust shall be changed to the Poverty Reduction and Growth Facility Trust; accordingly, Paragraph 1 of Decision No. 8759 and the Title and Introductory Section of the Annex to that Decision, containing the Trust Instrument, shall be amended by substituting Poverty Reduction and Growth Facility;
(b) Section I, Paragraph 1 of the Trust Instrument shall be amended to read as follows:
The Trust shall assist in fulfilling the purposes of the Fund by providing loans on concessional terms (hereinafter called Trust loans) to low-income developing members that qualify for assistance under this Instrument, in order to support programs to strengthen substantially and in a sustainable manner their balance of payments position and to foster durable growth, leading to higher living standards and a reduction in poverty.
3. The name of the Trust for Special ESAF Operations for the Heavily Indebted Poor Countries and Interim ESAF Subsidy Operations: shall be changed to the Trust for Special PRGF Operations for the Heavily Indebted Poor Countries and Interim PRGF Subsidy Operations. Accordingly,
(a) Paragraphs 1 and 2 of Decision No. 11436-(97/10)8, adopted February 4, 1997, and the title and Introductory Section of the Annex to that Decision containing the Trust Instrument, shall be amended by substituting Trust for Special PRGF Operations for the Heavily Indebted Poor Countries and Interim PRGF Subsidy Operations for Trust for Special ESAF Operations for the Heavily Indebted Poor Countries and Interim ESAF Subsidy Operations.
(b) All references to ESAF in Section I, paragraphs 1(viii) and 1(ix), Section I, paragraph 2(b), Section III, paragraphs 1(a) and 1(b), and Section III, paragraph 2(c) of the Trust Instrument shall be changed to references to PRGF.
4. References in other Fund decisions, instruments, agreements, or documents related to the Enhanced Structural Adjustment Facility, the Enhanced Structural Adjustment Facility Trust, or any of its Accounts, the ESAF, the ESAF Trust, the Trust for Special ESAF Operations for the Heavily Indebted Poor Countries and Interim ESAF Subsidy Operations, or the ESAF-HIPC Trust shall be understood to be to the Poverty Reduction and Growth Facility, the Poverty Reduction and Growth Facility Trust, or any of its Accounts, the PRGF, the PRGF Trust, the Trust for Special PRGF Operations for the Heavily Indebted Poor Countries and Interim PRGF Subsidy Operations, or the PRGF-HIPC Trust, respectively.
5. This Decision shall become effective when all contributors to the ESAF Trust have consented to the changes.
Decision No. 12087-(99/118) PRGF
October 21, 1999, effective November 22, 199
1. For financial years 2001-2004, no reimbursement shall be made to the General Resources Account from the PRGF Trust Reserve Account (through the Special Disbursement Account) for the cost of administering the PRGF Trust.
2. One fourth of the estimated cost shall be transferred to the PRGF-HIPC Trust at the end of each financial quarter ended July 31 and October 31, 2000, January 31 and April 30, 2001, July 31 and October 31, 2001, January 31 and April 30, 2002, July 31 and October 31, 2002, January 31 and April 30, 2003, July 31 and October 31, 2003, and January 31 and April 30, 2004.
Decision No. 12065-(99/130) PRGF
December 8, 1999, effective January 10, 2000
1. In Decision No. 11627-(97/123) SRF8, adopted December 17, 1997, on the Supplemental Reserve Facility and Contingent Credit Lines, Paragraph 18 shall be replaced by the following:
18. Notwithstanding the provisions of paragraph 16, financing under this section may be committed and provided under any Extended Arrangement in effect on June 30, 1999.
2. In the summing up by the Chairman on Contingent Credit Lines at the Executive Board Meeting 99/48 of April 23, 1999, footnote 1 shall be replaced by the following:
1However, CCL resources could also be committed under an Extended Arrangement in effect on June 30, 1999.
Decision No. 11982-(99/61) SRF/CCL
June 8, 1999
1. From October 15, 1999 through March 31, 2000, the Fund will be prepared to extend financing, in accordance with the provisions of this Decision, to a member that encounters balance of payments difficulties arising from loss of confidence or other problems related to potential or actual failures of computer systems, within or outside the member’s territory, to recognize the year “00” as the year 2000 (hereinafter referred to as Y2K-related problems).
Pursuant to Paragraph 4 of the Resolution of the Board of Governors No. 53-2, “Increase in Quotas of Fund Members—Eleventh General Review,” the Executive Board decides that notices of consent from members to increases in their quotas must be received in the Fund by 6:00 p.m., Washington time, on July 31, 2000.
Decision No. 12125-(00/7)
January 19, 2000
2. Requests for financing under this Decision will be met where the Fund is satisfied that:
(a) the member has a balance of payments need arising from Y2K-related problems and is taking steps necessary to deal with such problems that are within its control;
(b) it has adequate assurance of the member’s capacity to make repurchases in accordance with this Decision, taking into account the relevant actions taken by the member, its plan of further measures to be implemented, and, if applicable, the measures taken and to be taken in other countries, to resolve the member’s Y2K-related problems;
(c) the member is pursuing sound general economic and financial policies, including policies to address other sources of balance of payments difficulties, if any;
(d) the member is making appropriate use of its reserves and other available sources of external financing to meet its balance of payments difficulties; and
(e) the member is cooperating with the Fund in accordance with paragraph 5.
3. Financing under this Decision shall not exceed 50 percent of the member’s quota, unless there are exceptional circumstances, and shall be in the form of one or more outright purchases. Each request for a purchase shall satisfy the requirements set forth in this Decision.
4. In providing financing under this Decision, the Fund, as under any other policies, shall pay due attention to the member’s capacity to service its financial obligations to the Fund, and, having regard to the outstanding financial obligations of the member to the Fund, may determine the amount of financing to be provided accordingly.
5. A member shall be deemed to be cooperating with the Fund if:
(a) the last Article IV consultation with the member was completed broadly in accordance with its consultation cycle and thereafter the member’s authorities have provided to the Fund timely information on economic developments and maintained a constructive dialogue with Fund staff on their economic and financial policies;
(b) the member has a Fund arrangement, under which performance is satisfactory; or
(c) the Fund approves an arrangement at the time of the request.
6. During the first six months from the date of each purchase under this Decision, the rate of charge under Article V, Section 8(b) on holdings acquired as a result of purchases under this Decision shall be 300 basis points per annum above the rate of charge referred to in Rule 1-6(4) as adjusted for purposes of burden sharing. Such surcharge shall be increased by 50 basis points at the end of that period subject to the provisions of paragraph 7. Pending a decision on the use to be given to the income generated under this Decision, such income shall not be taken into account when determining the amount of net income in excess of the net income target for purposes of paragraph 2 of Decision No. 11944-(99/49)10, April 30, 1999.
7. The provisions of Decision No. 8165-(85/189) G/TR11, December 30, 1985, except Section IV, shall apply to overdue financial obligations arising under this Decision, subject to the following provision:
The rate of charge on overdue repurchases shall be determined by the Fund but shall not be less than the maximum rate of charge determined under paragraph 6.
8. A member making purchases under this Decision shall repurchase the outstanding amounts of its currency resulting from such purchases within one year from the date of each purchase.
9. The member will be expected to repurchase the outstanding amounts of its currency resulting from purchases under this Decision after six months of each purchase, provided that the Fund may, upon the request of the member, decide to extend each such repurchase expectation until the repurchase becomes due under paragraph 8.
10. The Fund shall not approve, and the Managing Director shall not recommend for approval, a request for the use of the general resources of the Fund by a member that is failing to meet a repurchase expectation under paragraph 9. Provision shall be made in each stand-by and extended arrangement for the suspension of further purchases under the arrangement whenever a member fails to meet a repurchase expectation under paragraph 9.
11. Purchases under this Decision and holdings resulting from such purchases shall be excluded for purposes of the definition of reserve tranche purchase pursuant to Article XXX(c).
12. Except for the purpose of determining the level of conditionality applied to purchases in the credit tranches, the Fund’s holdings of a member’s currency resulting from purchases under this Decision shall be considered separate from the Fund’s holdings of the same currency resulting from purchases under any other policy on the use of the Fund’s general resources. In cases of concurrent requests for purchases under this Decision and for purchases in the credit tranches, purchases under this Decision shall be deemed to be made first.
13. In order to carry out the purposes of this Decision, the Fund will be prepared to grant a waiver of the limitation of 200 percent of quota in Article V, Section 3(b)(iii), whenever necessary to permit purchases under this Decision or to permit other purchases that would raise the Fund’s holdings of the purchasing member’s currency above that limitation because of purchases outstanding under this Decision.
14. When requesting a purchase under this Decision, the member will represent that, as long as it has outstanding purchases under this Decision, it will consult with the Fund from time to time, at its own initiative or at the request of the Managing Director.
Decision No. 12058-(99/110) T2KF
September 24, 1999
The Executive Board approves the attached draft Resolution for submission to the Board of Governors for adoption at the 1999 Annual Meetings.
Decision No. 12069-(99/110
September 24, 1999
WHEREAS the Executive Board is considering off-market transactions in gold consisting of sales of up to 14 million ounces of fine gold on the basis of prices in the market to cooperating members with repurchase obligations to the Fund falling due, and acceptance of the same amount of gold from those members in payments of their repurchase obligations falling due to the Fund; and
WHEREAS these off-market transactions will enable the Fund to place an amount of the sales proceeds equivalent to SDR 35 per ounce of fine gold in the General Resources Account and the balance in the Special Disbursement Account for investments for the benefit of the ESAF-HIPC Trust; and
WHEREAS the Interim Committee has requested the endorsement by the Board of Governors of this approach as a one-time operation of a highly exceptional nature,
NOW, THEREFORE, the Board of Governors hereby RESOLVES that:
The off-market transactions of up to 14 million ounces of fine gold by the Fund that are envisaged will be a one-time operation of a highly exceptional nature that is part of a broader financing package to allow the Fund to contribute to the resolution of the debt problems of the Heavily Indebted Poor Countries at the turn of the millennium and to the continuation of concessional operations to support countries’ efforts to achieve sustained growth and poverty reduction.
1. The Fund stands ready to sell gold held by it on August 31, 1975 to generate an amount equivalent to SDR 2.226 billion for the Special Disbursement Account (gold profits), but not to exceed 14 million troy ounces of fine gold, to members willing to buy such gold and that meet the following conditions: (i) have repurchase obligations falling due to the Fund, (ii) represent that they will not sell the gold so acquired in the market, and (iii) represent that they intend to use the gold so purchased to make payments in gold to the Fund in connection with a repurchase obligation falling due on the day of the gold purchase. Each sale shall be made for U.S. dollars at the U.S. dollar price per troy ounce of fine gold at the morning fixing price in London three business days prior to the value day of the sale, and the value of the U.S. dollar in terms of the SDR shall be as determined under Rule O-2(a). Payment shall be made on the same value day of the related repurchase obligation. In accordance with Article V, Section 12(c), the Fund has consulted with the United States for whose currency the gold will be sold.
2. In accordance with Article V, Section 12(f), an amount of the proceeds of gold sales equivalent at the time of sale to one SDR per 0.888671 gram of fine gold shall be placed in the General Resources Account. Any balance over this amount, but not to exceed the equivalent of SDR 2.226 billion, shall be held in the Special Disbursement Account and invested in accordance with Article V, Section 12(h). Of the proceeds of such investments, only nine-fourteenths (9/14) of the equivalent of SDR 1.76 billion on an as needed basis shall be transferred, as needed, to a separate subaccount of the PRGF-HIPC Trust and shall be used exclusively to provide debt relief from the Fund under the HIPC Initiative to members that qualify for such relief or, if not needed for such purpose, shall be used to replenish resources from other sources that have been used for such relief. The remaining five-fourteenths (5/14) of proceeds from investments equivalent to SDR 1.76 billion on an as needed basis shall be kept, and reinvested, in the Special Disbursement Account until a further decision on their use is adopted.
3. The Fund stands ready to accept gold in payment of repurchase obligations from a member that has acquired gold from the Fund in accordance with paragraph 1 of this decision, up to the amount that has been sold to the member under paragraph 1 of this decision. Gold received in payment by the Fund under this decision shall be valued in terms of the SDR on the basis of the U.S. dollar price per troy ounce of fine gold at the morning fixing price in London three business days prior to the value day of the payment, and the value of the U.S. dollar in terms of the SDR shall be as determined under Rule O-2(a).
Decision No. 12063-(99/130)
December 8, 1999
For the purpose of paragraph 2 of Decision No. 11944- (99/49)12, adopted April 30, 1999, net income shall be calculated without taking into account the effect on income of accepting gold in payment of repurchase obligations falling due to the Fund authorized by Decision No. 12063-(99/130).
Decision No. 12064-(99/130
December 8,1999
The first sentence of Decision No. 7990-(85/81), adopted May 28, 1985 shall be amended to read as follows:
The Managing Director shall place in investments, denominated in SDRs, with the Bank for International Settlements (BIS), the currencies received by the Special Disbursement Account from gold sales and, pending their use, the currencies received by the Special Disbursement Account as a result of the termination of the Trust Fund, unless the Managing Director considers that the terms offered by the BIS on an intended deposit denominated in SDRs are not sufficiently attractive.
Decision No. 12066-(99/130)
December 8, 1999
Rule O-10 is amended to read as follows:
(a) At quarterly intervals the Executive Board shall decide on the transactions plan, including amounts, for the use of currencies and SDRs in the operations and transactions of the Fund conducted through the General Resources Account until the next decision takes effect.
(b) The Executive Board may decide at any time to adopt a special transactions plan.
(c) On the request of any member, an Executive Director, or the Managing Director, the Executive Board shall review, and if necessary amend, any transactions plan adopted pursuant to (a) or (b) above.
Decision No. 12145-(00/18)
February 25, 2000
Beginning with the financial transactions plan for the period March-May 2000, the Fund shall publish the outcome of the financial transactions plan three months after the period covered by the transactions plan.
Decision No. 12146-(00/18)
February 25, 2000
After the Executive Board adopts a decision regarding a member’s request for the use of Fund resources, or a review under a Fund arrangement, a Chairman’s statement on the discussion, emphasizing the key points made by Executive Directors, will be released to the public. Before the statement is released, it will be read by the Chairman to the Executive Board, and Executive Directors will have an opportunity to comment at that time.
Decision No. 11971-(99/58)
June 3, 1999
After an Executive Board meeting relating to policy issues, the Executive Board may decide to release a Public Information Notice on the discussion. This Public Information Notice would be based on a summing up of the discussion by the Chairman, or on the decision that may have been adopted by the Executive Board, or both, as the case may be. It would also include a short section setting out some background information on the relevant issue.
The Executive Board will review this decision, in the light of experience, after a year.
Decision No. 11972-(99/58)
June 3, 1999
The Fund establishes a pilot project under which a staff report on Article IV consultation discussions with a member, including one that also relates to the use of Fund resources, may be published. A member wishing to participate in the project will notify the Managing Director. Prior to the publication of a report, the member concerned may propose to the Managing Director the deletion of highly market-sensitive information. The Fund will publish (including on its web site) the report, along with the Public Information Notice and any statement by the member on the Article IV consultation, as soon as the Public Information Notice is finalized. A participating member will be free to withdraw from the project at any time. After a year, a review of experience under the project will be commenced. The project will terminate on October 4, 2000, unless otherwise decided by the Fund.
Decision No. 11973-(99/58)
June 3, 1999
When a member submits a request relating to a Fund arrangement, it will be presumed that the relevant letters of intent, memoranda of economic and financial policies, and the policy framework paper (if any) will be published (including by the Fund on its web site) no later than shortly after the Fund approves the request. If, in a particular case, a member does not intend to publish these documents, this and the basis for the decision would be explained, through its Executive Director, to the Fund before the Fund approves its request relating to a Fund arrangement.
Decision No. 11974-(99/58)
June 3, 1999
1. The existence and content of side letters will be treated with the utmost confidentiality by management, Fund staff, and Executive Directors.
2. A side letter is a letter or other written communication from a member’s authorities to Fund management or staff containing confidential policy understandings complementary to or elaborating upon those in new or currently applicable letters of intent supporting a request for the use of Fund resources.
3. Understandings contained in side letters will not contradict or detract from those contained in the applicable letters of intent.
4. Members requesting the use of Fund resources are encouraged to include all policy undertakings in letters of intent. Side letters will be used sparingly and only in those circumstances which the authorities consider, and management agrees, require such exceptional communication.
5. The use of side letters to keep certain understandings confidential can be justified only if their publication would directly undermine the authorities’ ability to implement the program or render implementation more costly. Accordingly, their use will normally be limited to cases in which the premature release of the information would cause adverse market reaction or undermine the authorities’ efforts to prepare the domestic groundwork for a measure.
6. While there is no presumption that particular kinds of measures would be conveyed in a side letter rather than a letter of intent, some matters that could in some cases be considered for inclusion in side letters would be: (i) exchange market intervention rules; (ii) bank closures; (iii) contingent fiscal measures; and (iv) measures affecting key prices.
7. Fund staff will advise members’ authorities of this decision pertaining to the communication of side letters to the Executive Board before the authorities send side letters.
8. The Executive Board will consider any side letter in a restricted session soon after the relevant letter of intent is issued to the Board. At this session, each Executive Director’s constituency will be represented by only one person. A numbered copy of the side letter will be made available to each such representative and, at the end of the meeting, each copy will be returned. Staff will be present to answer any questions, including questions about the circumstances that justified the use of the side letter.
9. In principle, the full text of a side letter will be communicated to the Executive Board. However, at the request of the authorities, the Managing Director may delete from the copies to be communicated to the Board information of such specificity that:
(i) it is substantially immaterial to Executive Directors’ consideration of the request for the use of Fund resources; and
(ii) disclosure would: (a) seriously hamper the authorities’ capacity to conduct economic policy; or (b) confer an unfair market advantage upon persons not authorized to have knowledge of the information.
10. Information that might in specific cases be deleted under paragraph 9 above includes: figures regarding foreign exchange markets (e.g., exchange rate intervention triggers or amounts of intervention), names of specific banks or companies, or specific dates for the introduction of certain policy measures.
11. Executive Directors who decide to communicate information about a side letter to their respective authorities should: (i) limit the recipients to those who have a strict need to know; (ii) inform the recipients of the need to treat the information as highly confidential; and (iii) inform the recipients about the procedures that apply to the communication of side letters to the Executive Board under this decision.
12. Executive Directors that communicate information about a side letter to their respective authorities will inform promptly the Managing Director and the Executive Director for the member that sent the side letter of such communication.
13. This decision will be reviewed by the Executive Board within one year, provided, however, that it will be reviewed promptly before that time if the confidentiality of any side letter has not been observed.
Decision No. 12067-(99/108)
September 22, 1999
The late 1990s were turbulent times for the world economy. Financial crises and financial market instability resulted in large part from increased global integration and the increased magnitude of international capital flows. To address these and other problems in the new millennium, the IMF is working ever more closely with other international and regional institutions. Together with the World Bank, the World Trade Organization (WTO), the United Nations (UN) and its specialized agencies, the Organization for Economic Cooperation and Development (OECD), the European Union (EU), the Bank for International Settlements (BIS), regional development banks, and intergovernmental groups, the IMF is seeking to address the economic and financial—and social—challenges of a globalized economy.
To build and maintain collaborative relationships with other international and regional institutions, the IMF has established a number of offices. These include the Office at the United Nations in New York, the Office in Europe, the Office in Geneva, and the Regional Office for Asia and the Pacific in Tokyo. The Director and Special Representative to the United Nations Office at UN headquarters in New York monitors and analyzes the developments and activities of the UN and its subsidiary bodies. The Office in Europe, located in Paris, maintains close working relations with the principal international organizations based in Europe—notably the OECD, the BIS, and EU institutions—as well as European monetary authorities. The Paris Office staff also supports the work of the Group of Ten industrial countries. The Office in Geneva monitors, analyzes, and reports on activities of such institutions as the WTO, the International Labor Organization (ILO), the UN Conference on Trade and Development (UNCTAD), and other Geneva-based socioeconomic agencies—with particular emphasis on the multilateral trading and financial system; it also tracks trade-related developments in the European Union. In addition, the Geneva Office works closely with the Office in Europe to ensure appropriate coverage of trade-related OECD activities.
The major tasks of the Regional Office for Asia and the Pacific in Tokyo include enhancing the IMF’s surveillance in Asia by analyzing financial market developments and facilitating the IMF’s dialogue with policymakers through various policy forums in the region. The Office maintains close contact with two regional organizations, the Asian Development Bank (AsDB) and the UN Economic and Social Commission for Asia and the Pacific (ESCAP), as well as with the World Bank’s Office in Japan. It facilitates the IMF’s participation in the Consultative Group meetings of donor nations held in the Asia and Pacific region. The Office is also the IMF’s contact point with such regional groupings as the Asia-Pacific Economic Cooperation (APEC); the Association of South East Asian Nations (ASEAN); the Manila Framework Group; and the South Pacific Forum (FORUM).
The IMF’s offices outside headquarters collaborate with international and regional institutions on a range of other activities. For example, their staffs attend meetings, participate in seminars and expert groups, and exchange information and documents with regional institutions. The offices also maintain operational linkages with IMF management and technical experts from headquarters.
During FY2000, the IMF actively participated in meetings and activities of various intergovernmental groups—including the Group of Seven, Group of Ten, Group of Twenty-Four, and the newly formed Financial Stability Forum (FSF) and the Group of Twenty. The FSF, of which the IMF is a member, was established by finance ministers and central bank governors of the Group of Seven countries in early 1999. It is mandated to promote international cooperation in financial market surveillance and international financial stability through the enhanced exchange of information (see Chapter 4). The IMF is also a member of the Group of Twenty, formed in September 1999 to provide ongoing consultation on matters pertaining to the international financial system. It consists of groups of countries representing both developed and emerging economies from every region of the globe.
Institutional contacts between the IMF and the UN have increased markedly over the past few years and collaboration with the UN intensified in FY2000. For instance, the Chairman of the Interim Committee (now the International Monetary and Financial Committee) and the Managing Director of the IMF briefed the Economic and Social Council (ECOSOC) following the 1999 Spring Meetings of the Interim Committee. Members of the Executive Board of the IMF met twice with ECOSOC ambassadors in an effort to improve the transparency of IMF policies and operations, as well as benefit from the perspectives of other international organizations on such topics as poverty eradication and debt relief. The IMF’s UN Office works to ensure increased participation by IMF staff in meetings and initiatives organized by UN committees and commissions. It coordinates the exchange of information and facilitates collaboration in the areas of social aspects of adjustment, the environment, capacity building, gender issues, sustainable development—as well as those issues likely to affect the formulation of macroeconomic, financial, and fiscal policies. The UN Office reports to the IMF Executive Board once a year on the deliberations of the General Assembly and the ECOSOC. Discussions of the 1999 session of the UN General Assembly (held in New York from September 14 to December 23, 1999) focused on globalization and interdependence, the international financial system, the eradication of poverty, and the external debt problem of developing countries. The IMF was invited to deepen its collaboration and dialogue with members of the UN system in these areas. The Annual Substantive Session of the ECOSOC (held in Geneva in July 1999) addressed the themes of the role of employment, poverty eradication, and the advancement of women. The IMF was urged to redouble its efforts to restructure the international monetary and financial system, in order to minimize future market instability and strengthen both the public and corporate sectors through wide dissemination of internationally agreed operational standards.
Since the IMF and WTO signed their Cooperation Agreement in December 1996, coordination has continued to expand. The WTO Secretariat has been invited to send observers to meetings of the IMF Committee on Liaison with the WTO and certain meetings of the Executive Board. The IMF continues to confer with the WTO in connection with its Committee on Balance of Payments Restrictions consultations with member countries. On November 30, 1999, the heads of the IMF, World Bank, and WTO issued a joint statement to the Third WTO Ministerial Conference in Seattle, reiterating that the three organizations will continue to work closely together, and with their member governments, to increase the coherence of economic policymaking. The statement also emphasized that, in future WTO negotiations, institutional cooperation will focus on supporting the needs of developing countries, particularly those of the world’s poorest countries.
Both founded in the wake of the 1944 Bretton Woods Conference, the World Bank and the IMF have strong and lasting historic ties. As mandated in their respective Articles of Agreement and in the joint 1989 Concordat between them, each plays an important, complementary role in ensuring the world’s economic growth and stability. In recent years, the rapid pace of globalization and the increased size of international capital flows have pushed the two institutions to work ever more closely together, to monitor developments in the financial system and help member countries strengthen their financial systems, to prevent the onset of systemic crises and to address poverty and social sector problems.
One measure of this enhanced cooperation was the creation, in 1998, of the Bank-IMF Financial Sector Liaison Committee (FSLC). In FY2000, the FSLC set out guidelines for collaboration between the Bank and the IMF in financial sector work. The goal is to expand information sharing and increase work program coordination so that limited resources can be most effectively deployed. A pilot project, the Financial Sector Assessment Program (FSAP), was initiated under the Committee’s auspices in May 1999. The FSAP seeks to provide better coverage and analysis of member countries’ financial systems through closer Bank-IMF collaboration; see Chapter 4.
In addition to financial sector programs, the Bank and the IMF have placed added emphasis on addressing public sector reform and social sector issues. In its communique of September 26, 1999, the IMF’s Interim Committee endorsed the replacement of the Enhanced Structural Adjustment Facility (ESAF) with the Poverty Reduction and Growth Facility (PRGF). One cornerstone of this growth-oriented economic approach is the Poverty Reduction Strategy Paper (PRSP). These are prepared by each country, with assistance from the IMF and the World Bank, and both play a role in monitoring the implementation of country-owned poverty reduction strategies. A joint meeting of the Interim and Development Committees, also held on September 26, 1999, gave its support to the enhanced Initiative for Heavily Indebted Poor Countries (HIPC Initiative); see Chapter 5.
A Joint Bank-IMF research seminar series was initiated in November 1999 to facilitate the exchange of information on topics of mutual concern. Both institutions conduct periodic consultations among senior staffs, participate in each other’s missions, attend each other’s meetings and share each other’s documents. Collaboration at the staff level, both in policy advice and in operational matters, is supported by the ongoing dialogue between IMF and World Bank management.
Whether working to overcome crisis, alleviate poverty, or strengthen the global financial system, the IMF works closely with the world’s multilateral and regional developments banks. This collaboration includes formulation and implementation of policies in the economic and financial areas, release of information, and exchange of staff visits. In FY2000, the IMF worked with the AsDB to address the crisis in East Timor, with the European Bank for Reconstruction and Development (EBRD) to address the crisis in Kosovo, with the Inter-American Development Bank (IDB) to stabilize the situation in Ecuador, and with the African Development Bank (AfDB) to arrange the Summit Meeting of African Heads of State in Gabon. In addition, IMF staff regularly attends meetings, seminars and forums sponsored by other regional, economic, and financial organizations in Africa, Asia and the Pacific, Latin America and the Caribbean, and the Middle East. Representatives of multilateral creditors are invited to attend country-specific Executive Board discussions of matters related to the HIPC Initiative. Recently instituted enhancements to the PRGF-HIPC programs, strengthening the link between debt relief and poverty reduction, amplify the need for future cooperation.
As the rapid pace of globalization continues, issues affecting the architecture of the world’s monetary and financial system require the increasing attention of IMF management. Close cooperation between the international financial institutions has assumed greater significance. IMF management plays an important role in promoting collaboration between financial, trade, and development organizations. The Managing Director and the Deputy Managing Directors work together to advance the views of the IMF in many international forums.
On May 17, 1999, the Managing Director addressed the International General Meeting of the Pacific Basin Economic Council (PBEC) in Hong Kong SAR where he discussed how governments must adapt to ensure economic development in a globalized world. At the Twenty-Fourth Annual Conference of the International Organization of Securities Commissions (IOSCO) in Lisbon on May 25, 1999, he turned his attention to the quest for transparency and standards in twenty-first century financial systems. The Managing Director spoke at the International Monetary Conference in Philadelphia on June 8, 1999, on the private sector’s role in strengthening the global financial system. On July 5, 1999, he attended the High-Level Meeting of the ECOSOC in Geneva where he took up the issues of overcoming crisis, alleviating poverty, and serving peace. At the Confederal Board of the World Confederation of Labor in Washington on October 26, 1999, he directed his remarks at strengthening the links between economic and social policies. In Seattle, for the Third Ministerial Conference of the WTO, he offered the IMF’s perspective on the latest round of trade negotiations. The Managing Director provided both opening and concluding remarks at the Summit Meeting of African Heads of State in Libreville on January 18-19, 2000. At UNCTAD X in Bangkok on February 13, 2000, he called for a multilateral approach in addressing economic development and poverty reduction.
Among the many conferences, meetings, and seminars attended by the IMF’s Deputy Managing Directors were the International Conference on Central Bank Policies in Macau on May 14, 1999; the Group of Seventy-Seven Preparatory Committee for UNCTAD X in Geneva on June 7, 1999; and the International Financial Institution Advisory Commission in Washington on February 2, 2000.
During FY2000, the IMF stepped up efforts to enhance its external communications and better explain itself—and the policies of its members—to a wider audience. This intensified effort owed mainly to:
the increased transparency of the IMF demanded in recent years by the membership, and
the increase in public attention to the IMF’s activities, partly reflecting the institution’s more prominent role (its work in the transition process, in assisting the poorest countries, and with the crises in emerging market economies in Asia and elsewhere), but also reflecting more active attention by nongovernmental organizations (NGOs) and other bodies.
Notwithstanding its efforts to enhance its external communications, the IMF faced continued criticism by the press, NGOs, member countries’ legislatures, the academic community, and the wider public—which was most visibly expressed by public demonstrations against the IMF and World Bank at the time of both institutions’ Spring 2000 meetings.
To better explain itself in FY2000, the IMF devoted more staff resources to external relations; reorganized its press, media, and external communications function; accelerated its efforts to make more and more documents available on its public website and through its publications (Table V.1); engaged in more frequent and timely public discourse through regular speeches and press briefings by senior IMF management and by issuing additional explanatory materials; institutionalized a civic and community relations program; increased staff communications with parlimentarians representing a wide range of member countries; and worked to complete the new IMF Center, a public information and outreach facility at IMF headquarters, expected to open in early FY2001.
In addition, during the financial year and to assist in these efforts, the IMF commissioned—on the advice of the Executive Board—studies by external consultants of the way in which the IMF is perceived by different groups, with the aim of making the IMF’s public communication more proactive and improving the way the IMF’s work and message are transmitted and understood. The findings of these studies can be grouped under the following categories:
Many members of the media, business, civil society, and academia lacked an understanding of the IMF’s work.
The IMF should better focus and coordinate its public output, and make its external communications proactive.
The IMF’s credibility has apparently eroded, in part because of perceived policy mistakes, but also because of weaknesses in its communications with markets.
To regain credibility, the IMF should institutionalize its contacts with the financial markets, become more attuned to regional interests and sensitivities, and make its public statements and publications more user-friendly.
Although the IMF had made improvements—greater openness, especially through the expanded public website—shortcomings remained.
The IMF must respond to criticisms from across the political spectrum, not only to opponents or supporters.
The IMF needs to become more active in its liaison with the U.S. Congress, including with key congressional staff.
The technical and nuanced language of the IMF is an obstacle to transparency.
The IMF needs to upgrade the level of services in the newsroom during its twice-yearly ministerial meetings.
The increased publication of IMF documents, and thus increased transparency, has created greater demand among the media for interpretation, analysis, and perspective by IMF staff.
The Executive Board met in February 2000 to discuss these findings and actions proposed by IMF staff to address them. Executive Directors welcomed improvements in the IMF’s communications policy since the July 1998 Board discussion of the issue. They agreed on the need to strengthen further the IMF’s external communications, and to provide resources for carrying out a reinforced strategy.
Directors noted that the outside assessments of the IMF’s external communications in 1999 undertaken by consultants had been valuable. The findings indicated the challenges that the IMF must address to communicate more effectively with the public. Most Directors broadly concurred with the overall conclusions of the various studies that the IMF suffers external communications problems and is viewed less favorably by the public than are comparable international organizations, and that these forces can undermine the effectiveness of its operational work.
Directors recognized, however, that the IMF’s mandate inevitably contrains its popularity. Directors generally agreed with the consultants’ findings that the IMF’s external communications problems can be addressed through broader, deeper, and more proactive efforts. They also recognized that the increased openness expected by the membership of the IMF will place even greater demands on the IMF’s external relations function, and require improved coordination of external communications activities among IMF staff. Indeed, Directors underlined the need for an institution-wide effort to improve internal communication, including an important role for the Executive Board.
Directors considered that the plan of action proposed by the staff reflected well the consultants’ recommendations, the views of senior staff and Executive Directors, and guidance from management. Some Directors, however, asked that the links between the current and proposed use of resources and the consultants’ recommendations be examined at greater length. Directors welcomed many of the initiatives proposed in the plan. They saw most of the proposed measures and actions as having the potential to contribute to preserving and enhancing the IMF’s credibility, which Directors had singled out in July 1998 as the most important goal of the strategy to strengthen external communications.
In particular, the Board agreed on the immense public communications value of the IMF’s website, and on the need to increase the output of material for the print media and the public explaining the IMF’s work, and to sharpen the “voice of the Fund.” Among other valuable elements of an enhanced communications strategy, Directors referred to the need for greater outreach to civil society working with the national authorities concerned, strengthening the IMF’s publications program, engaging member countries’ legislatures in coordination with the Executive Board, and improving relations with the private financial sector. They also underscored that the IMF’s efforts should be as broadly based and wide-ranging as possible, especially in view of the IMF’s near universal membership. Directors noted that a number of the elements of the action plan had begun to be implemented using existing resources, with positive results and feedback.
In support of the need to strengthen IMF communications, and in particular the various measures proposed by the IMF’s External Relations Department, Directors approved an additional 10 positions for the department in FY2001.
Copies of many IMF publications appear in full text on the IMF website; hard copies of all publications may be obtained from Publication Services, International Monetary Fund, 700 19th Street, N.W., Washington, D.C. 20431, U.S.A.:
Telephone: (202) 623–7430
Telefax: (202) 623–7201
E-mail:publications@imf.org
Internet: http://www.imf.org
Additional information about the IMF and its publications—including the current Publications Catalog, a searchable IMF Publications Database, and ordering information and forms—is available on the IMF website (www.imf.org).
*Available in English and selected other languages in full text on the IMF’s website.
PRESS COMMUNIQUÉ
1. The Interim Committee held its fifty-third meeting in Washington, D.C. on September 26, 1999, under the Chairmanship of Mr. Gordon Brown, Chancellor of the Exchequer of the United Kingdom. The Committee expresses its appreciation to the outgoing Chairman, Mr. Carlo Azeglio Ciampi, formerly Minister of the Treasury of Italy and currently President of Italy, for his invaluable contribution to the Committee’s work.
2. The Committee welcomes the improvement in global economic and financial conditions since the beginning of this year. It has reviewed the challenges required to ensure that the recovery is sustained.
In many emerging market economies and developing countries, raising growth rates on a lasting basis will require not only sustained growth in industrial countries, but also key structural reforms. These include banking reform, corporate restructuring, tax reform and tax administration, establishment of effective legal systems, protection of property rights, and improved governance.
Recovery is taking hold in crisis-affected countries in Asia, aided by supportive fiscal policies, accommodative monetary policies, and a return of financial market confidence. Financial sector restructuring is generally moving ahead, but further efforts are needed to complete the task. In addition, corporate restructuring and institutional reforms should be accelerated. Indonesia’s recovery has been interrupted by structural and political problems that will need to be resolved speedily in order for economic recovery and reform to resume. China and India have weathered the crisis relatively well and economic performance has been sustained, but significant challenges in some areas remain to be addressed.
In Russia, the Committee welcomes the efforts of the IMF to work with the Russian authorities to encourage macroeconomic stabilization, the continuation of reforms, and the further integration of Russia into the global economy. While acknowledging the recent initial measures to restructure the banking system, strengthen the integrity of financial policies and institutions, and improve governance and transparency, the Committee stresses the urgent need for further progress. It calls on the IMF to work with the Russian authorities to strengthen reforms in these and other areas that are important for economic growth.
In Brazil, strict implementation of the Fund-supported program has restored confidence, and the outlook for some other countries in Latin America has also improved. In many other countries in this region, adjustment and reform efforts still require further strengthening.
In the Middle East and Africa, countries that have benefited from the improvement in commodity prices, particularly for oil, have a renewed opportunity to accelerate progress on fiscal consolidation and diversification of their economies.
Heavily-indebted sub-Saharan African countries should take full and prompt advantage of the opportunity offered by debt relief under the enhanced HIPC Initiative to intensify and press ahead with reforms, including allocating additional resources for, and improving the efficiency of, spending aimed at poverty reduction. Outward-oriented strategies and peaceful resolution of armed conflicts are critical for sustaining economic development and higher growth.
The tragic events that took place in Kosovo this year have had severe negative economic effects on other countries in the region. Coherent stabilization and reform policies supported by the international financial institutions are important for further economic development in the region. Therefore the Committee calls upon the IMF to continue its strengthened support in the form of programs and technical assistance to the countries involved.
A sustained pickup in domestic demand in Europe and Japan, together with medium-term growth in the U.S. in line with potential, will help to achieve a more balanced pattern of growth among the major industrial countries.
The Committee welcomes the continued strong performance of the U.S. economy that has been critical in supporting global activity. Policies should continue to be directed to sustaining growth on a long-term basis by maintaining a strong fiscal position and increasing national saving.
The Committee welcomes the growth of the Japanese economy in the first two quarters of 1999, which was supported by a rebound in consumer demand. Given that the prospect for continuing recovery in private demand remains uncertain, however, it urges the authorities to maintain a supportive stance of fiscal and monetary policies through a supplementary budget of appropriate size while, in the context of their zero interest rate policy, providing ample liquidity until deflationary concerns are dispelled. It is also critical to continue efforts to strengthen the banking system and foster corporate restructuring in order to achieve sustained growth in Japan, which should facilitate needed medium-term fiscal consolidation.
The Committee is also encouraged by the pickup in growth in Europe in the context of price stability. While monetary conditions in the euro area are accommodative and should remain supportive, further efforts toward fiscal consolidation and structural reform, especially regarding the tax system and the labor and product markets, would improve prospects for sustained growth and a further reduction in unemployment.
3. The Committee emphasizes the importance of open and competitive markets as a key component of efforts to sustain growth and stability in the global economy. The proposed launch of new trade negotiations in Seattle later this year is an important opportunity to make further progress in this direction. Further broad-based liberalization in a strengthened rules-based multilateral trading system will help underpin global growth and stability. To ensure that the benefits of liberalized trade and investment are fully realized and shared, the Committee encourages the Fund to work with the Bank and the WTO to strengthen their programs of work to achieve better coherence in global policy making. It recognizes that coordinated programs of support for developing countries, including targeted technical assistance and policy advice, will support them in meeting WTO commitments and implementing current agreements.
4. The Committee notes that, in fostering economic growth through appropriate macroeconomic policies and structural reforms, the IMF, in close cooperation with the World Bank, and consistent with their mandates, must also take into account the direct social consequences of adjustment and reform efforts as well as the complementarity of macroeconomic and social policies for long-term growth and improved social indicators.
5. The Committee endorses the proposed replacement of the Enhanced Structural Adjustment Facility (ESAF) by the new Poverty Reduction and Growth Facility, which aims at making poverty reduction efforts among low-income members a key and more explicit element of a renewed growth oriented economic strategy. The cornerstones of the new approach, which should continue to be based on sound macroeconomic policies, are as follows:
A comprehensive Poverty Reduction Strategy Paper (PRSP) will be prepared by each country, with assistance from the World Bank and the IMF, and with strong country ownership based on public partnership, to guide the design of programs; the PRSP will need the approval of both Bank and Fund Boards.
Social and sectoral programs aimed at poverty reduction will be taken fully into account in the design of economic policies for promoting faster sustainable growth.
Greater emphasis will be accorded to good governance, in particular in all government activities, through greater transparency, effective monitoring procedures, anti-corruption initiatives, accountability, and the involvement of all sectors of society.
High priority will be accorded to key reform measures critical to achieving governments’ social goals.
6. The Committee takes note of the crucial role to be played by the World Bank and other relevant international organizations in helping governments develop and monitor the implementation of their poverty reduction strategies. It endorses the proposal that PRSPs, as they are developed, provide the basis for all IDA and Poverty Reduction and Growth Facility lending operations and closer Bank-IMF collaboration.
7. The Committee welcomes the joint meeting of the Interim and Development Committees, held earlier today, on the enhanced HIPC Initiative. The proposals made by the Bank and the IMF to this end, which build upon wide-ranging comments from civil society and the international community, are aimed at providing faster, deeper, and broader debt relief and strengthening the link between debt relief and poverty reduction.
8. The Committee welcomes the agreement on the financing of the IMF’s participation in the HIPC Initiative and continued concessional lending by the IMF for growth and poverty reduction in its low income member countries. It highly appreciates the financial support provided by a wide cross-section of the IMF’s membership through bilateral contributions and endorses the decision adopted by the Executive Board for the Fund’s participation. The Committee considers that the off-market transactions of up to 14 million ounces of fine gold by the IMF that are envisaged will be a one-time operation of a highly exceptional nature. This is part of a broader financing package to allow the IMF to contribute to the resolution of the debt problems of the HIPCs at the turn of the millennium and to the continuation of concessional operations to support countries’ efforts to achieve sustained growth and poverty reduction. The Committee endorses the Executive Board’s recommendation that the Board of Governors adopt a Resolution to this effect.
9. The Committee welcomes the progressive translation of broad principles into concrete actions in developing and monitoring standards of importance to the international monetary and financial system.
The Committee encourages the IMF to continue its collaborative efforts with the World Bank and other relevant organizations to complete work on the Financial Stability Forum’s compendium of standards.
The Committee urges all 47 Special Data Dissemination Standard (SDDS) subscribers to continue to enhance their statistical practices, and to report data on international reserves and related liabilities according to the agreed reserves template by March 2000. It encourages further work by the Fund on the SDDS, including on strengthening external debt data and developing macro-prudential indicators. It looks forward to the launch of the operational phase of the General Data Dissemination System (GDDS) early next year. The Committee also urges the IMF and member countries to press ahead with efforts to improve the timeliness and comprehensiveness of data on capital flows. The IMF should provide technical assistance to enhance the quality and timeliness of data. Country authorities and relevant international organizations should also take urgent action to improve data on social spending and social indicators.
The Committee adopts the attached Code of Good Practices on Transparency in Monetary and Financial Policies: Declaration of Principles as a guide for members to increase transparency in the conduct of these policies. The Committee urges all members to implement the new Code as well as the previously agreed Code of Good Practices on Fiscal Transparency.
The Committee welcomes the assessments of the implementation of the Basel Core Principles that have been made in the course of IMF surveillance and technical assistance, and urges that these be embedded into regular surveillance activities. It notes the work under way by the Basel Committee on Banking Supervision to review the 1988 Capital Accord and urges the Basle Committee to complete that review. It encourages the IMF to continue to support this process.
10. The Committee encourages the IMF, in cooperation with other standard-setting bodies, to continue to experiment with assessments of members’ observance of international standards and codes of good practice and invites the Executive Board to consider whether to integrate such assessments into the surveillance process.
11. The Committee reiterates the importance of greater transparency in policy-making. With respect to IMF practices and members’ policies, it strongly welcomes the steps taken:
The widespread release of Public Information Notices (PINs), for which there is an agreement on presumption of publication; the public release of many IMF policy papers and the associated summaries of Board discussions; and the release of the external evaluators’ reports on IMF surveillance and economic research activities;
The decisions of 46 countries that have already volunteered to participate in the pilot program for the release of Article IV reports, with 15 reports already available on the IMF Website;
The agreement to establish a presumption in favor of publication of Letters of Intent, Memoranda of Economic and Financial Policies, and Policy Framework Papers, and the widespread release of documents that has occurred since the policy of greater transparency was adopted; and
The efforts to ascertain the views of the private sector on the experimental transparency reports.
12. The Committee encourages further actions to make IMF practices and members’ policies more transparent without compromising the IMF’s role as confidential advisor.
13. Experience in a few cases has highlighted the importance of promoting transparency and accountability especially when IMF resources are being used. In this connection, the Committee notes that the implications of corruption and money laundering raise important issues for the credibility and effectiveness of IMF programs, and calls on the IMF to perform an authoritative review of its procedures and controls to identify ways to strengthen safeguards on the use of its funds and to report at its next meeting. The Committee considers that further actions for strengthening governance at the national and international levels are crucial. In the financial area, governments must maintain strong internal financial controls and tighten supervision and regulation of domestic financial institutions and off-shore banking centers, including measures to deter money laundering. The Committee urges the IMF to enhance its support for members’ efforts in these areas, building on its guidelines and other international standards for fostering good governance and transparency in all member countries, including through the application of the codes of good practice that the membership has established in the fiscal and monetary areas.
14. The Committee welcomes the progress made in financial sector reform and banking system restructuring in the context of IMF surveillance, technical assistance, and programs. It looks forward to the continued collaborative work of the IMF, the World Bank, and other institutions, including on the pilot Financial Sector Assessment Program that should facilitate early detection of financial system weaknesses and support a better coordinated dialogue with national authorities. The Committee encourages countries that have not done so to participate in the pilot program.
15. The Committee welcomes the recent independent, external evaluations of IMF surveillance and research activities, and encourages the Executive Board to examine the recommendations of the former further in the context of the next internal review in late 1999. The Committee also reaffirms the importance of independent evaluations of the Fund’s operations and policies.
16. The Committee reiterates the importance of ongoing efforts to involve the private sector in forestalling and resolving financial crises, and notes the progress achieved in securing the involvement of the private sector in individual cases. In this connection, the Committee considers that the balance of the various considerations reflected in the report by G-7 Finance Ministers to the Koln Economic Summit provides a helpful framework within which the international community can work to address individual cases that may arise. The Committee asks the Executive Board to build on this framework and to report at the Committee’s next meeting on the ways in which the broad principles have been implemented.
17. The Committee considers that increased mobility of capital has raised the requirements, in terms of both policy adaptability and institutional preparedness, for maintaining a fixed exchange rate regime. That said, members should be able to choose a regime that is appropriate to their particular circumstances and longer-term strategy. The choice of exchange rate regime and the implementation of supporting policies are critical for countries’ economic development and financial stability, and in some cases potentially for the world economy. In all cases, IMF programs and surveillance should further focus on consistency of macroeconomic and other policies and institutional arrangements with the chosen exchange rate regime. The IMF should assist members to adapt to a world of global financial flows. The Committee encourages the Executive Board to continue to consider these matters, and to report to the Committee on its work.
18. Persistent and sizeable capital inflows can be highly destabilizing particularly if they are intermediated by poorly regulated and unsupervised financial institutions. In this context, the Committee welcomes the IMF’s recent work on the appropriate pace and sequencing of capital account opening, which has led to a fuller understanding of the conditions for orderly and sustainable liberalization, and has broadly confirmed earlier conclusions that, over the long term, open capital flows accompanied by appropriate prudential measures will benefit the world economy. The Committee encourages the IMF to build on its examination of individual countries’ use and liberalization of controls, paying particular attention to the relationship between capital account liberalization and financial sector stability.
19. The Committee calls on the IMF and World Bank to work together, in cooperation with national debt management experts, to develop a set of best practices in public debt management by the spring to assist countries in their efforts to reduce vulnerability.
20. The Committee encourages all members to continue to work on preventive action and to put in place millennium contingency plans, noting that, although business, financial institutions, and government agencies around the world have made considerable progress in preparing computer systems, a risk remains that Y2K problems will be anticipated or will arise, with potential negative consequences for growth, international trade, and international capital flows. To help forestall, and if necessary resolve, possible balance of payments problems related to the Y2K phenomenon, the Committee endorses the Executive Board’s decision to introduce a temporary new facility for providing outright short-term access to IMF resources to members facing identifiable Y2K-related balance of payments needs.
21. The Committee endorses the Executive Board’s recommendation that the Board of Governors adopt a Resolution transforming the Interim Committee into the International Monetary and Financial Committee and strengthening its role as the advisory committee of the Board of Governors.
* * *
22. The next meeting of the Committee will be held in Washington, D.C. on April 16, 2000.
1. In the context of strengthening the architecture of the international monetary and financial system, the Interim Committee in its April and October 1998 Communiques called on the Fund to develop a code of transparency practices for monetary and financial policies, in cooperation with appropriate institutions. The Fund, working together with the Bank for International Settlements, and in consultation with a representative group of central banks, financial agencies, other relevant international and regional organizations, 1 and selected academic experts, has developed a Code of Good Practices on Transparency in Monetary and Financial Policies. The Code parallels the Code of Good Practices in Fiscal Transparency developed by the Fund and endorsed by the Interim Committee in April 1998.
2. The Code of Good Practices on Transparency in Monetary and Financial Policies identifies desirable transparency practices for central banks in their conduct of monetary policy and for central banks and other financial agencies in their conduct of financial policies. The definitions of “central bank,” “financial agencies,” “financial policies,” and “government” as used in this Code are given in the attached Annex.
3. For purposes of the Code, transparency refers to an environment in which the objectives of policy, its legal, institutional, and economic framework, policy decisions and their rationale, data and information related to monetary and financial policies, and the terms of agencies’ accountability, are provided to the public on an understandable, accessible and timely basis. Thus, the transparency practices listed in the Code focus on: (1) clarity of roles, responsibilities and objectives of central banks and financial agencies; (2) the processes for formulating and reporting of monetary policy decisions by the central bank and of financial policies by financial agencies; (3) public availability of information on monetary and financial policies; and (4) accountability and assurances of integrity by the central bank and financial agencies.
4. The case for transparency of monetary and financial policies is based on two main premises. First, the effectiveness of monetary and financial policies can be strengthened if the goals and instruments of policy are known to the public and if the authorities can make a credible commitment to meeting them. In making available more information about monetary and financial policies, good transparency practices promote the potential efficiency of markets. Second, good governance calls for central banks and financial agencies to be accountable, particularly where the monetary and financial authorities are granted a high degree of autonomy. In cases when conflicts might arise between or within government units (e.g., if the central bank or a financial agency acts as both owner and financial supervisor of a financial institution or if the responsibilities for monetary and foreign exchange policy are shared), transparency in the mandate and clear rules and procedures in the operations of the agencies can help in their resolution, strengthen governance, and facilitate policy consistency.
5. In making the objectives of monetary policy public, the central bank enhances the public’s understanding of what it is seeking to achieve, and provides a context for articulating its own policy choices, thereby contributing to the effectiveness of monetary policy. Further, by providing the private sector with a clear description of the considerations guiding monetary policy decisions, transparency about the policy process makes the monetary policy transmission mechanism generally more effective, in part by ensuring that market expectations can be formed more efficiently. By providing the public with adequate information about its activities, the central bank can establish a mechanism for strengthening its credibility by matching its actions to its public statements.
6. Transparency by financial agencies, particularly in clarifying their objectives, should also contribute to policy effectiveness by enabling financial market participants to assess better the context of financial policies, thereby reducing uncertainty in the decision making of market participants. Moreover, by enabling market participants and the general public to understand and evaluate financial policies, transparency is likely to be conducive to good policy making. This can help to promote financial as well as systemic stability. Transparent descriptions of the policy formulation process provide the public with an understanding of the rules of the game. The release of adequate information to the public on the activities of financial agencies provides an additional mechanism for enhancing the credibility of their actions. There may also be circumstances when public accountability of decisions by financial agencies can reduce the potential for moral hazard.
7. The benefits for countries adopting good transparency practices in monetary and financial policies have to be weighed against the potential costs. In situations where increased transparency in monetary and financial policies could endanger the effectiveness of policies, or be potentially harmful to market stability or the legitimate interests of supervised and other entities, it may be appropriate to limit the extent of such transparency. Limiting transparency in selected areas needs to be seen, however, in the context of a generally transparent environment.
8. In the case of monetary policy, the rationale for limiting some types of disclosure arises because it could adversely affect the decision-making process and the effectiveness of policies. Similarly, exchange rate policy considerations, notably, but not exclusively, in countries with fixed exchange rate regimes, may provide justification for limiting certain disclosure practices. For example, extensive disclosure requirements about internal policy discussion on money and exchange market operations might disrupt markets, constrain the free flow of discussion by policymakers, or prevent the adoption of contingency plans. Thus, it might be inappropriate for central banks to disclose internal deliberations and documentation, and there are circumstances in which it would not be appropriate for central banks to disclose their near-term monetary and exchange rate policy implementation tactics and provide detailed information on foreign exchange operations. Similarly, there may be good reasons for the central bank (and financial agencies) not to make public their contingency plans, including possible emergency lending.
9. Additional concerns could be posed by some aspects of the transparency of financial policies. Moral hazard, market discipline, and financial market stability considerations may justify limiting both the content and timing of the disclosure of some corrective actions and emergency lending decisions, and information pertaining to market and firm-specific conditions. In order to maintain access to sensitive information from market participants, there is also a need to safeguard the confidentiality and privacy of information on individual firms (commonly referred to as “commercial confidentiality”). Similarly, it may be inappropriate for financial authorities to make public their supervisory deliberations and enforcement actions related to individual financial institutions, markets, and individuals.
10. Transparency practices differ not only in substance, but also in form. With regard to informing the public about monetary and financial institutions and their policies, an important issue concerns the modalities that these public disclosures should take. In particular with regard to monetary policy, should transparency practices have a legislative basis in a central bank law, or be based in other legislation or regulation, or be adopted through other means? The Code takes a pragmatic approach to this issue and recognizes that a variety of arrangements can lead to good transparency practices. On matters pertaining to the roles, responsibilities, and objectives of central banks (and for principal financial regulatory agencies), it recommends that key features be specified in the authorizing legislation (e.g., a central bank law). Specifying some of these practices in legislation gives them particular prominence and avoids ad hoc and frequent changes to these important aspects of the operations of central banks and relevant financial agencies. Information about other transparency aspects, such as how policy is formulated and implemented and the provision of information, can be presented in a more flexible manner. However, it is important that such information be readily accessible, so that the public can with reasonable effort obtain and assimilate the information.
11. In the context of good governance and accountability, as well as the promotion of efficient markets, reference to the public in this code should ideally encompass all interested individuals and institutions. In some cases, particularly for financial policies, it may be expedient for the purposes of administering or implementing certain regulations and policies to define the concept of the public more narrowly to refer only to those individuals and institutions that are most directly affected by the regulations and policies in question.
12. The focus of the Code is on transparency. While good transparency practices for the formulation and reporting of monetary and financial policies help to contribute to the adoption of sound policies, the Code is not designed to offer judgments on the appropriateness or desirability of specific monetary or financial policies or frameworks that countries should adopt. Transparency is not an end in itself, nor is transparency a substitute for pursuing sound policies; rather, transparency and sound policies are better seen as complements. In the realm of financial policies, there are complements to this code that go beyond transparency to promote good policies, notably the Core Principles for Effective Banking Supervision formulated by the Basel Committee for Banking Supervision, the Objectives and Principles of Securities Regulation formulated by the International Organization of Securities Commissions (IOSCO), and standards being developed by the Committee on Payment and Settlement Systems (CPSS), the International Association of Insurance Supervisors (IAIS), and the International Accounting Standards Committee (IASC). As these and other financial sector groupings develop and make significant adjustments in their principles and standards as they relate to transparency practices for financial agencies (e.g., in data dissemination requirements for financial agencies), this Code may have to be adjusted accordingly.
13. The Code is directed at the transparency requirements of central banks and financial agencies, not at the transparency procedures relating to firms and individual institutions. However, the benefits of transparency for monetary and financial policies may be fostered by appropriate policies to promote transparency for markets in general, for the institutions that are being supervised, and for self regulatory organizations.
14. Monetary and financial policies are interrelated and often mutually reinforcing, with the health of the financial system affecting the conduct of monetary policy and vice versa. However, the institutional arrangements for these two types of policies differ considerably, particularly with regard to their roles, responsibilities, and objectives and their policy formulation and implementation processes. To take account of this, the Code is separated into two parts: good transparency practices for monetary policy by central banks; and good transparency practices for financial policies by financial agencies. The basic elements of transparency for both policies are, however, similar. It should be recognized that not all transparency practices are equally applicable to all financial agencies, and the transparency objectives among different financial sectors vary. For some, the emphasis is on market efficiency considerations, for others the focus is on market and systemic stability, while for others the principal consideration is client-asset protection.
15. The operation of a country’s payment system affects the conduct of monetary policies and the functioning of the financial system, and the design of payment systems has implications for systemic stability. The institutional structures of the payment system, however, are often significantly more complex than for monetary and other financial policies, and differ considerably across countries. In many instances, the operation of a country’s payment system is split between the public and private sectors, including self-regulatory bodies. Nevertheless, most of the transparency practices listed in the Code for financial agencies are applicable for the roles and functions of central banks or other relevant public agencies exercising responsibility for overseeing the nation’s payment systems. The coverage of transparency practices for financial policies in the Code includes those for the operation of systemically important components of the nation’s payment system, and, where appropriate, makes allowance for the special nature of the payment system’s operations (e.g., 5.3).
16. The Code is of sufficient breadth to span and be applied to a wide range of monetary and financial frameworks, and thus to the full range of the Fund membership. Elements of the Code are drawn from a review of good transparency practices used in a number of countries and discussed in the professional literature. The Code thus represents a distillation of concepts and practices that are already in use and for which there is a record of experience. The manner in which transparency is applied and achieved, however, may differ, reflecting different institutional arrangements with respect to monetary and financial policies and legal traditions. The good transparency practices contained in the Code will, therefore, have to be implemented flexibly and over time to take account of a country’s particular circumstances. A number of Fund members currently lack sufficient resources and the institutional capacity to implement all of the good transparency practices listed in the Code. These practices are included in the Code in the anticipation that countries would aspire over time to introduce such good practices.
1.1 The ultimate objective(s) and institutional framework of monetary policy should be clearly defined in relevant legislation or regulation, including, where appropriate, a central bank law.
1.1.1 The ultimate objective(s) of monetary policy should be specified in legislation and publicly disclosed and explained.
1.1.2 The responsibilities of the central bank should be specified in legislation.
1.1.3 The legislation establishing the central bank should specify that the central bank has the authority to utilize monetary policy instruments to attain the policy objective(s).
1.1.4 Institutional responsibility for foreign exchange policy should be publicly disclosed.
1.1.5 The broad modalities of accountability for the conduct of monetary policy and for any other responsibilities assigned to the central bank should be specified in legislation.
1.1.6 If, in exceptional circumstances, the government has the authority to override central bank policy decisions, the conditions under which this authority may be invoked and the manner in which it is publicly disclosed should be specified in legislation.
1.1.7 The procedures for appointment, terms of office, and any general criteria for removal of the heads and members of the governing body of the central bank should be specified in legislation.
1.2 The institutional relationship between monetary and fiscal operations should be clearly defined.2
1.2.1 If credits, advances, or overdrafts to the government by the central bank are permitted, the conditions when they are permitted, and any limits thereof, should be publicly disclosed.
1.2.2 The amounts and terms of credits, advances, or overdrafts to the government by the central bank and those of deposits of the government with the central bank should be publicly disclosed.
1.2.3 The procedures for direct central bank participation in the primary markets for government securities, where permitted, and in the secondary markets, should be publicly disclosed.
1.2.4 Central bank involvement in the rest of the economy (e.g., through equity ownership, membership on governing boards, procurement, or provision of services for fee) should be conducted in an open and public manner on the basis of clear principles and procedures.
1.2.5 The manner in which central bank profits are allocated and how capital is maintained should be publicly disclosed.
1.3 Agency roles performed by the central bank on behalf of the government should be clearly defined.
1.3.1 Responsibilities, if any, of the central bank in (i) the management of domestic and external public debt and foreign exchange reserves, (ii) as banker to the government, (iii) as fiscal agent of the government, and (iv) as advisor on economic and financial policies and in the field of international cooperation, should be publicly disclosed.
1.3.2 The allocation of responsibilities among the central bank, the ministry of finance, or a separate public agency,3 for the primary debt issues, secondary market arrangements, depository facilities, and clearing and settlement arrangements for trade in government securities, should be publicly disclosed.
2.1 The framework, instruments, and any targets that are used to pursue the objectives of monetary policy should be publicly disclosed and explained.
2.1.1 The procedures and practices governing monetary policy instruments and operations should be publicly disclosed and explained.
2.1.2 The rules and procedures for the central bank’s relationships and transactions with counterparties in its monetary operations and in the markets where it operates should be publicly disclosed.
2.2 Where a permanent monetary policy making body meets to assess underlying economic developments, monitor progress toward achieving its monetary policy objective(s), and formulate policy for the period ahead, information on the composition, structure, and functions of that body should be publicly disclosed.
2.2.1 If the policy making body has regularly scheduled meetings to assess underlying economic developments, monitor progress toward achieving its monetary policy objective(s), and formulate policy for the period ahead, the advance meeting schedule should be publicly disclosed.
2.3 Changes in the setting of monetary policy instruments (other than fine-tuning measures) should be publicly announced and explained in a timely manner.
2.3.1 The central bank should publicly disclose, with a preannounced maximum delay, the main considerations underlying its monetary policy decisions.
2.4 The central bank should issue periodic public statements on progress toward achieving its monetary policy objective(s) as well as prospects for achieving them. The arrangements could differ depending on the monetary policy framework, including the exchange rate regime.
2.4.1 The central bank should periodically present its monetary policy objectives to the public, specifying, inter alia, their rationale, quantitative targets and instruments where applicable, and the key underlying assumptions.
2.4.2 The central bank should present to the public on a specified schedule a report on the evolving macroeconomic situation, and their implications for its monetary policy objective(s).
2.5 For proposed substantive technical changes to the structure of monetary regulations, there should be a presumption in favor of public consultations, within an appropriate period.
2.6 The regulations on data reporting by financial institutions to the central bank for monetary policy purposes should be publicly disclosed.
3.1 Presentations and releases of central bank data should meet the standards related to coverage, periodicity, timeliness of data and access by the public that are consistent with the International Monetary Fund’s data dissemination standards.
3.2 The central bank should publicly disclose its balance sheet on a preannounced schedule and, after a predetermined interval, publicly disclose selected information on its aggregate market transactions.
3.2.1 Summary central bank balance sheets should be publicly disclosed on a frequent and preannounced schedule. Detailed central bank balance sheets prepared according to appropriate and publicly documented accounting standards should be publicly disclosed at least annually by the central bank.
3.2.1 Summary central bank balance sheets should be publicly disclosed on a frequent and preannounced schedule. Detailed central bank balance sheets prepared according to appropriate and publicly documented accounting standards should be publicly disclosed at least annually by the central bank.
3.2.3 Consistent with confidentiality and privacy of information on individual firms, aggregate information on emergency financial support by the central bank should be publicly disclosed through an appropriate central bank statement when such disclosure will not be disruptive to financial stability.
3.2.4 Information about the country’s foreign exchange reserve assets, liabilities and commitments by the monetary authorities should be publicly disclosed on a preannounced schedule, consistent with the International Monetary Fund’s Data Dissemination Standards.
3.3 The central bank should establish and maintain public information services.
3.3.1 The central bank should have a publications program, including an Annual Report.
3.3.2 Senior central bank officials should be ready to explain their institution’s objective(s) and performance to the public, and have a presumption in favor of releasing the text of their statements to the public.
3.4 Texts of regulations issued by the central bank should be readily available to the public.
4.1 Officials of the central bank should be available to appear before a designated public authority to report on the conduct of monetary policy, explain the policy objective(s) of their institution, describe their performance in achieving their objective(s), and, as appropriate, exchange views on the state of the economy and the financial system.
4.2 The central bank should publicly disclose audited financial statements of its operations on a preannounced schedule.
4.2.1 The financial statements should be audited by an independent auditor. Information on accounting policies and any qualification to the statements should be an integral part of the publicly disclosed financial statements.
4.2.2 Internal governance procedures necessary to ensure the integrity of operations, including internal audit arrangements, should be publicly disclosed.
4.3 Information on the expenses and revenues in operating the central bank should be publicly disclosed annually.
4.4 Standards for the conduct of personal financial affairs of officials and staff of the central bank and rules to prevent exploitation of conflicts of interest, including any general fiduciary obligation, should be publicly disclosed.
4.4.1 Information about legal protections for officials and staff of the central bank in the conduct of their official duties should be publicly disclosed.
5.1 The broad objective(s) and institutional framework of financial agencies should be clearly defined, preferably in relevant legislation or regulation.
5.1.1 The broad objective(s) of financial agencies should be publicly disclosed and explained.
5.1.2 The responsibilities of the financial agencies and the authority to conduct financial policies should be publicly disclosed.
5.1.3 Where applicable, the broad modalities of accountability for financial agencies should be publicly disclosed.
5.1.4 Where applicable, the procedures for appointment, terms of office, and any general criteria for removal of the heads and members of the governing bodies of financial agencies should be publicly disclosed.
5.2 The relationship between financial agencies should be publicly disclosed.
5.3 The role of oversight agencies with regard to payment systems should be publicly disclosed.
5.3.1 The agencies overseeing the payment system should promote the timely public disclosure of general policy principles (including risk management policies) that affect the robustness of systemically important payment systems.
5.4 Where financial agencies have oversight responsibilities for self-regulatory organizations (e.g., payment systems), the relationship between them should be publicly disclosed.
5.5 Where self-regulatory organizations are authorized to perform part of the regulatory and supervisory process, they should be guided by the same good transparency practices specified for financial agencies
6.1 The conduct of policies by financial agencies should be transparent, compatible with confidentiality considerations and the need to preserve the effectiveness of actions by regulatory and oversight agencies.
6.1.1 The regulatory framework and operating procedures governing the conduct of financial policies should be publicly disclosed and explained.
6.1.2 The regulations for financial reporting by financial institutions to financial agencies should be publicly disclosed.
6.1.3 The regulations for the operation of organized financial markets (including those for issuers of traded financial instruments) should be publicly disclosed.
6.1.4 Where financial agencies charge fees to financial institutions, the structure of such fees should be publicly disclosed.
6.1.5 Where applicable, formal procedures for information sharing and consultation between financial agencies (including central banks), domestic and international, should be publicly disclosed.
6.2 Significant changes in financial policies should be publicly announced and explained in a timely manner.
6.3 Financial agencies should issue periodic public reports on how their overall policy objectives are being pursued.
6.4 For proposed substantive technical changes to the structure of financial regulations, there should be a presumption in favor of public consultations, within an appropriate period
7.1 Financial agencies should issue a periodic public report on the major developments of the sector(s) of the financial system for which they carry designated responsibility.
7.2 Financial agencies should seek to ensure that, consistent with confidentiality requirements, there is public reporting of aggregate data related to their jurisdictional responsibilities on a timely and regular basis.
7.3 Where applicable, financial agencies should publicly disclose their balance sheets on a preannounced schedule and, after a predetermined interval, publicly disclose information on aggregate market transactions.
7.3.1 Consistent with confidentiality and privacy of information on individual firms, aggregate information on emergency financial support by financial agencies should be publicly disclosed through an appropriate statement when such disclosure will not be disruptive to financial stability.
7.4 Financial agencies should establish and maintain public information services.
7.4.1 Financial agencies should have a publications program, including a periodic public report on their principal activities issued at least annually.
7.4.2 Senior financial agency officials should be ready to explain their institution’s objective(s) and performance to the public, and have a presumption in favor of releasing the text of their statements to the public.
7.5 Texts of regulations and any other generally applicable directives and guidelines issued by financial agencies should be readily available to the public.
7.6 Where there are deposit insurance guarantees, policy- holder guarantees, and any other client asset protection schemes, information on the nature and form of such protections, on the operating procedures, on how the guarantee is financed, and on the performance of the arrangement, should be publicly disclosed.
7.7 Where financial agencies oversee consumer protection arrangements (such as dispute settlement processes), information on such arrangements should be publicly disclosed.
8.1 Officials of financial agencies should be available to appear before a designated public authority to report on the conduct of financial policies, explain the policy objective(s) of their institution, describe their performance in pursuing their objective(s), and, as appropriate, exchange views on the state of the financial system.
8.2 Where applicable, financial agencies should publicly disclose audited financial statements of their operations on a preannounced schedule.
8.2.1 Financial statements, if any, should be audited by an independent auditor. Information on accounting policies and any qualification to the statements should be an integral part of the publicly disclosed financial statements.
8.2.2 Internal governance procedures necessary to ensure the integrity of operations, including internal audit arrangements, should be publicly disclosed.
8.3 Where applicable, information on the operating expenses and revenues of financial agencies should be publicly disclosed annually.
8.4 Standards for the conduct of personal financial affairs of officials and staff of financial agencies and rules to prevent exploitation of conflicts of interest, including any general fiduciary obligation, should be publicly disclosed.
8.4.1 Information about legal protections for officials and staff of financial agencies in the conduct of their official duties should be publicly disclosed.
To facilitate presentation, certain general terms are used to capture different institutional arrangements in a summary fashion. The following descriptive definitions are used in the Code.
The institutional arrangements for assigning responsibility for the conduct of a country’s monetary policy differ among the Fund’s membership. For most Fund members, this responsibility is assigned to the central bank or to a system of constituent national central banks in a multinational central bank arrangement. There are a number of countries, however, where this role is designated to a “monetary authority” or to a “currency board.” To facilitate presentation, the term “central bank” in the Code refers to the institution responsible for conducting monetary policy, which may or may not be a central bank.
A wide range of institutional arrangements prevail among Fund members with regard to which unit of government carries exclusive or primary responsibility for the regulation, supervision, and oversight of the financial and payment systems. In a few countries, an agency has been established with responsibility for regulating and supervising an array of financial institutions (banking, insurance, and securities firms) and markets (securities, derivatives, and commodity futures). For most countries, the oversight responsibility for the financial sector is shared among several agencies. Thus, responsibility for the conduct of bank regulation and supervision or for bank deposit insurance policies in some countries is assigned to the central bank, or to an independent bank supervisory or deposit insurance agency, or split among several units of government. Similarly, responsibility for the conduct of policies related to the oversight of certain categories of financial institutions is assigned to the central bank or to a specialized agency. In some cases (e.g., payment systems) a public agency oversees the activities of private sector self-regulatory bodies. To facilitate presentation, the phrase “financial agencies” is used to refer to the institutional arrangements for the regulation, supervision, and oversight of the financial and payment systems, including markets and institutions, with the view to promoting financial stability, market efficiency, and client-asset and consumer protection. (Where the central bank carries responsibility for financial policies, some of the good transparency practices listed for financial agencies in Sections V–VIII of the Code are already specified in the transparency practices listed for central banks in Sections I–IV of the Code.)
The term “financial policies” in the Code refers to policies related to the regulation, supervision, and oversight of the financial and payment systems, including markets and institutions, with the view to promoting financial stability, market efficiency, and client-asset and consumer protection.
Unless a particular unit of government is specifically identified in the Code, reference to “government” in the Code refers either to the executive branch of government or to a particular ministry or public agency, depending on the issue at hand or the established tradition of government in particular countries.
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PRESS COMMUNIQUÉ
1. The International Monetary and Financial Committee held its inaugural meeting in Washington, D.C. on April 16, 2000, under the Chairmanship of Mr. Gordon Brown, Chancellor of the Exchequer of the United Kingdom.
2. The Committee’s deliberations have taken place today against the background of a growing public debate about the directions in which the IMF and the international financial system should evolve to adapt to a rapidly changing economic environment. The debate also reflects a concern that the benefits the world economy is deriving from freer trade and more integrated and deeper international capital markets are not reaching everyone, especially in the developing countries. The Committee reaffirms its strong support for the Fund’s unique role as the cornerstone of the international monetary and financial system and its ability, by virtue of its universal character, to help all of its members. With the support of all its members, the IMF has undergone continuous change to equip itself better to assist members to build the strong macroeconomic and institutional underpinnings required for international financial stability and the broader sharing of the benefits and opportunities of an open world economy. But more needs to be done, and the Committee therefore pledges to continue to work toward making the IMF more effective, transparent, and accountable.
3. The Committee welcomes the rapid recovery of the world economy in 1999 and the prospect of even stronger growth in 2000. Global economic and financial conditions have improved markedly during the past year, with growth picking up in most regions of the world. Moreover, the acceleration of global growth has occurred without a significant increase in underlying inflation. This improvement has, in most instances, also reflected the pursuit of sound macroeconomic policies and continuing structural reforms in many countries, both advanced and developing. In particular, the Committee notes that:
the expansion in the United States continues at a remarkable pace. Monetary and fiscal policies will need to remain prudent, and fiscal surplus policies should not be relaxed. National saving also needs to increase further;
growth has also strengthened in western Europe and it is important that this is sustained. Monetary policy should remain supportive of growth through its focus on maintaining low inflation. Countries should also continue to pursue prudent fiscal policies. Stronger growth provides an opportunity to press ahead with fiscal reforms necessary to ensure the long-term sustainability of public finances, and to continue with further reforms of labor, capital, and product markets to ensure that the pace of growth is sustained; and
there are some positive signs in Japan. However, a durable economic recovery has yet to be secured and deflationary concerns still remain. It is important that macroeconomic policies continue to be supportive until recovery in private demand is firmly established; structural reforms, especially through sustained financial and corporate sector restructuring, will be crucial in boosting confidence and paving the way for a return to sustained growth.
4. While welcoming the increases in oil production that will help stabilize oil prices and support continuing non-inflationary growth in global output, the Committee notes that the current outlook is still vulnerable in several respects. In particular, substantial differences in economic performance continue to contribute to external imbalances. Against this background, the Committee stresses the importance of the policy priorities outlined above, which would help to promote a smooth transition toward a more sustainable and balanced pattern of economic growth.
5. The Committee notes that the strong performance in North America and the increase in growth in western Europe have provided a more supportive environment for growth elsewhere in the world:
in Asia, China and India have continued to grow rapidly; and economic recovery in the crisis-affected countries has gained significant momentum. In most countries, macroeconomic policies should still be directed toward providing support for recovery. However, in the countries where recovery is most advanced, policies should turn to strengthening the conditions for sustainable growth. The Committee urges all countries to maintain the momentum behind their structural reform efforts;
in Latin America, the downturn in 1999 was generally milder than initially foreseen, and signs of a broad-based recovery are already evident in the context of further declines in inflation. However, further fiscal consolidation remains a priority, especially in those cases where external financing requirements remain large;
Russia’s economic performance has improved, with economic growth attributable in part to higher oil prices and the 1998 devaluation, as well as macroeconomic policies. Growth in Russia will be sustained only if major strides are made to strengthen institutions, especially the rule of law, and to create an attractive environment for domestic and foreign investors, thus tackling the issue of capital flight. Economic conditions are also strengthening in other transition economies; and
the recent recovery in oil prices and in some other commodity markets are providing support to many countries’ own efforts in the Middle East and Africa. These countries have an opportunity to accelerate economic reforms and diversification. Other countries have performed less well for a variety of reasons, including inappropriate policies, unfavorable weather conditions, or continued conflict. The Committee encourages these countries to strengthen their adjustment efforts with the help of the international community.
6. The Committee reiterates the critical importance of open and competitive markets as a key component of efforts to sustain growth and stability in the global economy and to reduce poverty. Improving access to industrial country markets for products of developing countries will be crucial to support their reform efforts. The Committee welcomes the initiation of WTO negotiations in agriculture and services, and supports the early launch of a new round of multilateral trade negotiations, which would bring benefits to all countries, including the poorest. The Committee calls on the IMF to continue to work with the World Bank, the WTO, and other interested parties to improve the effectiveness of trade-related technical assistance and to build institutional capacity. It encourages the Fund to give appropriate emphasis to trade policy reforms in its policy advice to all its members, including under Fund-supported programs, and in country poverty reduction strategies.
7. The Committee agrees that the Fund’s financial operations should continue to adapt to the changing nature of the global economy, including the rapid growth and integration of international capital markets. Against this background, the Committee welcomes the progress that has been made in reviewing the Fund’s non-concessional facilities. It endorses the Board’s decision to simplify the array of IMF facilities by eliminating four facilities—the Currency Stabilization Fund, support for commercial bank Debt and Debt Service Reduction, the Buffer Stock Financing Facility, and the contingency element of the Compensatory and Contingency Financing Facility—and by streamlining the Compensatory Financing Facility.
8. The Committee has set out a number of principles that should underpin this review, including the need to preserve the Fund’s ability to provide and catalyze financial support to all member countries according to individual country circumstances, and with due consideration of social implications. The Fund’s facilities should encourage countries to adopt strong ex ante measures to prevent crises, including, where appropriate, observance of internationally agreed codes and standards, and the maintenance of good relations with private creditors. The Fund must retain the ability to help countries respond quickly and effectively to short-run balance of payments problems. In defined circumstances where balance of payments difficulties are expected to be of a long-term nature, the Fund will also need to be able to support reforms that deal with structural problems, while encouraging countries to move toward sustainable access to, and reliance on, private capital. The Fund must also be able to respond rapidly and on an appropriate scale to crises of capital market confidence, and it should do so on terms that mitigate moral hazard and encourage rapid repayment. In this context, the IMF should take appropriate steps to involve the private sector in forestalling and resolving crises.
9. With these principles in mind, the Committee asks the Executive Board to continue its review of these issues and, in particular, to consider the policies on the maturity, pricing structure, and other aspects of existing facilities, with a view to ensuring that they provide the right incentives, in particular by enhancing the effectiveness of the CCL, without compromising the initial eligibility criteria, and by avoiding unduly prolonged use of resources provided under the SBA and EFF. The Committee asks the Executive Board to secure rapid progress and to report at the Committee’s next meeting.
10. The Committee affirms that, while episodes of misreporting of information to the Fund or allegations of misuse of Fund resources have been few, such incidents are nonetheless extremely serious and undermine the trust that binds the Fund and its members, as well as public confidence in the Fund. The Committee therefore welcomes the Board’s adoption of a strengthened framework of measures to safeguard the use of Fund resources, pursuant to the Interim Committee’s call in September 1999, and to deter misreporting and misuse of Fund resources. The Committee stresses that the forceful application of the strengthened framework is critical to enhancing the integrity of the Fund’s financial operations.
11. The Committee especially welcomes the Board’s decision to adopt the new framework for the conduct of safeguards assessments. It also welcomes the requirement that all countries making use of Fund resources will publish annual central bank financial statements that are independently audited in accordance with internationally accepted standards. The Committee also welcomes the decisions to broaden the application of tools for addressing misreporting when it comes to light, including by applying the Guidelines on Misreporting to prior actions and other essential information, lengthening the two-year limitation period, and making public the relevant information in cases of misreporting, in line with the Board’s decision. It agrees that the effectiveness of this policy be reviewed after 12 to 18 months.
12. The Committee underscores the importance of prevention as the first line of defense against crises. Countries participating in international capital markets and their private creditors should seek, in normal times, to establish a strong, continuous dialogue. Collective action clauses could have an important role to play in facilitating orderly crisis resolution.
13. The IMF has an important role to play with regard to crisis resolution. The Committee agrees that the approach adopted by the international community should provide for flexibility to address diverse cases within a framework of principles and tools, and be based on the IMF’s assessment of a country’s underlying payment capacity and prospects of regaining market access.
14. In some cases, the combination of catalytic official financing and policy adjustment should allow the country to regain full market access quickly. In some cases, emphasis should be placed on encouraging voluntary approaches, as needed, to overcome creditor coordination problems. In other cases, the early restoration of full market access on terms consistent with medium-term external sustainability may be judged to be unrealistic, and a broader spectrum of actions by private creditors, including comprehensive debt restructuring, may be warranted to provide for an adequately financed program and a viable medium-term payments profile.
15. In those cases where debt restructuring or debt reduction may be necessary, the Committee agrees that IMFsupported programs should put strong emphasis on medium term sustainability and should strike an appropriate balance between the contributions of the private external creditors and the official external creditors, in light of financing provided by international financial institutions. The Committee notes the need to aim for fairness in the treatment of different classes of private creditors, and that private sector involvement should proceed on the basis that no class of creditors should be considered inherently privileged. The IMF should review the country’s efforts to secure needed contributions from private creditors in light of these considerations, as well as medium-term sustainability. The responsibility for negotiation with creditors is placed squarely with debtor countries. The international financial community should not micromanage the details of any debt restructuring or debt reduction negotiation.
16. The Committee agrees that the IMF should consider whether private sector involvement is appropriate in programs supported by the Fund. In this regard, the Committee also agrees on the need to provide greater clarity to countries about the terms and conditions of their programs. When all relevant decisions have been taken, the Fund should set out publicly how and what policy approaches have been adopted.
17. The Committee welcomes the recent internal review of Fund surveillance, which built upon the June 1999 external evaluation. Progress is being made in adapting surveillance to changing global realities and to strengthening it in key areas, including financial sector issues, and external debt and capital account developments. The Committee also welcomes the sharper focus on exchange rate policies, and their consistency with underlying macroeconomic and other policies, and institutional arrangements. Issues outside the traditional core areas of surveillance should generally be considered when they are likely to have a significant impact on macroeconomic and financial stability. The Committee urges that the Fund improve further its multilateral surveillance by taking account of international implications of national policies. The Committee notes the importance of the provision of comprehensive, timely, high quality, and accurate information to the Fund in line with the SDDS and GDDS, and calls upon the Fund to help and encourage members in adopting and meeting these standards.
18. The Committee agrees that the Fund’s focus on financial vulnerabilities must be strengthened further, and supports vulnerability analyses in IMF surveillance. To this end, the Committee: (i) encourages the further development and integration of indicators of country financial vulnerability in the IMF’s ongoing surveillance and operational work; (ii) calls on the IMF, in collaboration with the World Bank, to complete promptly guidelines on sovereign debt management; and (iii) asks the Board to work further on how to incorporate into surveillance and technical assistance the work under way on the policy on official reserves.
19. The Committee welcomes the work of the Fund and the Bank in preparing Reports on the Observance of Standards and Codes (ROSCs) and in implementing the pilot Financial Sector Assessment Program (FSAP) that could serve as the primary basis for enhancing the Fund’s monitoring of the financial sector in the context of Article IV surveillance through Financial System Stability Assessments (FSSAs). It endorses the decision to continue the FSAP and expand the coverage to 24 countries on a voluntary basis for the coming year. The Committee looks forward to a report on the progress with these programs at its next meeting.
20. The Committee recognizes the importance of adherence to international standards and codes of good practice in improving the policy environment and in reducing countries’ macroeconomic and financial vulnerability. It reaffirms that the adherence to such codes is voluntary. The Committee agrees that the Article IV surveillance process provides the appropriate framework within which to organize and discuss with national authorities the implications of assessments of adherence to standards and codes, and calls upon the Executive Board to agree on the modalities. The Committee also recognizes the possible need for technical assistance to help meet relevant standards. Fund surveillance will be the principal mechanism through which the results of many initiatives under way in the IMF and elsewhere to strengthen the international monetary system will come together, including in the areas of standards and codes, financial system assessments, data provision, and transparency. This will pose new challenges for the Fund, especially on how to draw on the work and special expertise of other institutions in its surveillance. In this regard, the Committee welcomes the work that has been done by the Fund—in collaboration with the World Bank and other relevant bodies—to encourage the adoption of standards and codes. It looks forward to the results of the pilot exercise on the preparation of ROSCs, and encourages the publication of ROSCs on a voluntary basis. The Committee encourages the Executive Board to continue its work on how to incorporate into surveillance the results of these various initiatives, and looks forward to a review of progress at its next meeting.
21. The Committee welcomes the progress made in the Fund and other fora in developing and strengthening standards and codes for data dissemination; for transparency in fiscal, monetary, and financial policies; for banking supervision; and for securities and insurance regulation. It urges the Fund to continue with this work, including through outreach activities, and with the provision of technical assistance.
22. The Committee takes note of the reports of the Financial Stability Forum (FSF) Working Groups on highly leveraged institutions, offshore financial centers, and capital flows, and the report on standards and codes. It welcomes the work done by the FSF, and requests the Executive Board to undertake an assessment of the recommendations relevant to the Fund.
23. The Committee reiterates the importance it attaches to greater transparency in policy making in improving the functioning of national economies as well as the international financial system. It also underscores the importance of enhanced transparency and accountability of the international financial institutions themselves. In this regard, the Committee welcomes continuing progress in a number of areas:
the widespread release—currently in 80 percent of cases—of Public Information Notices following Article IV consultations and of letters of intent and other program documents underpinning Fund financial programs; and the issuance of Chairman’s statements following Executive Board discussions of use of Fund resources;
the voluntary participation of 60 countries (compared with the initial target of 20) in the pilot project for the release of Article IV staff reports;
the expanded publication of information on the Fund’s liquidity position, members’ accounts with the Fund, and the Fund’s quarterly financial transactions plan;
the systematic publication of policy documents in a wide range of areas to encourage public comment and discussion;
the publication, under the pilot study for the preparation of ROSCs, of modules for 11 countries, and the modules for an additional 20 countries now under preparation; and
the publication of the Executive Board’s Work Program.
24. The Committee encourages further actions to make the policies of the Fund, and members’ policies, more transparent without compromising the Fund’s role as confidential advisor.
25. The Committee welcomes the decision by the Fund to establish an independent evaluation office, which will complement the Fund’s ongoing internal audit and self-evaluation activities. It urges the Executive Board to agree on the terms of reference, structure, staffing, and operating procedures, and to report back to the Committee at its next meeting. The Committee looks forward to regular reports on the activities of the office to future IMFC meetings.
26. The Committee notes the recent progress in implementing the enhanced HIPC Initiative, which is aimed at providing faster, deeper, and broader debt relief and strengthening the link between debt relief and poverty reduction. It urges all those with a stake in the HIPC Initiative to work for faster and effective implementation, and to give the HIPC process the highest priority so that as many countries as possible can reach the decision point by the end of the year. The Committee welcomes the establishment of a Bank/Fund Joint Implementation Committee to facilitate implementation of the HIPC Initiative and the poverty reduction strategy process. In this connection, it welcomes the decision to provide regular reports on progress in country cases to the two Executive Boards.
27. The Committee welcomes the progress made in developing country-owned poverty reduction strategies as the framework for Fund and World Bank concessional lending and for linking debt relief under the enhanced HIPC Initiative to concrete poverty reduction programs and growth strategies, so as to ensure that the resources freed are directed to key poverty reduction measures. The Committee urges all countries involved to move ahead as quickly as possible with the preparation of Poverty Reduction Strategy Papers (PRSPs) in a participatory manner, integrating priority measures for poverty reduction and structural reforms within a growth-oriented macroeconomic framework.
28. The Committee reiterates that macroeconomic stability, transparent management of public resources, and good governance are essential for achieving sustainable growth and poverty reduction. The Fund has a critical role to play in helping countries adopt and implement appropriate macroeconomic policies. The Committee welcomes the clear delineation of the cooperative but distinct roles of the Fund and Bank, and notes that the Fund will rely on the Bank to lead in helping countries to develop policies to combat poverty and improve social conditions.
29. The Committee reaffirms the importance of the principle of full participation in the HIPC Initiative by all creditors. In this respect, it calls on all bilateral creditors to play their part, while recognizing the need for flexibility in exceptional cases. It stresses that debt relief can be effective only if it complements and reinforces sound policies implemented by HIPC countries and leads to an increase in resource flows. It welcomes the decisions adopted by the Executive Board, and the actions taken by many members, to ensure the financing for the Fund’s participation in the HIPC Initiative and for the Poverty Reduction and Growth Facility (PRGF). It encourages all members and multilateral institutions to complete this process as soon as possible.
30. The members of the Committee unanimously pay tribute to Mr. Michel Camdessus for the vision, skill, and energy with which he led the International Monetary Fund as Managing Director through 13 years of unprecedented challenges. Over this period, international monetary and financial cooperation was tested by the growing openness of the world economy; the rapid spread of market economy principles throughout much of the world; financial crises of unexpected virulence and scope; and the growing danger of marginalization of the poorest economies. Under his leadership, the IMF moved on many fronts—strengthening surveillance; launching greater openness and transparency; and introducing innovative financial facilities to help resolve the debt crisis of the 1980s and the financial crises of the 1990s, and, through the establishment of the Enhanced Structural Adjustment Facility (now the Poverty Reduction and Growth Facility), to support and sustain the integration of the Fund’s low-income members into the world economy. The members of the Committee wish to record their deep appreciation of Mr. Camdessus’ many contributions, which were always marked by his personal enthusiasm and optimism, and his characteristic blend of commitment to financial discipline with devotion to alleviating the hardships of the most vulnerable.
31. The Committee warmly welcomes the appointment of Mr. Horst Kohler as the new Managing Director, and expresses its deep gratitude to Mr. Stanley Fischer for his stewardship of the Fund in the interim.
32. The next meeting of the IMFC will be held in Prague on September 24, 2000.
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PRESS COMMUNIQUÉS
1. The sixtieth meeting of the Development Committee was held in Washington, D.C., on September 27, 1999 under the chairmanship of Mr. Tarrin Nimmanahaeminda, Minister of Finance of Thailand.
2. Heavily Indebted Poor Countries Debt Initiative (HIPC) and Enhanced Poverty Focus of IDA and ESAF Supported Programs. Ministers expressed their appreciation to the Bank and the Fund for the transparent and participatory manner in which they conducted the 1999 HIPC Initiative review. They welcomed the important role played by civil society in the development of proposals designed to make the debt relief under the HIPC Initiative deeper, broader and faster.
3. Ministers endorsed—subject to the availability of funding—the enhancements to the HIPC Initiative framework for countries pursuing sound policies and committed to reform. In this context, they expressed support for: (i) a lowering of the debt sustainability thresholds to provide a greater safety cushion and increased prospects for a permanent exit from unsustainable debt; (ii) the provision of faster debt relief through interim assistance; (iii) the introduction of floating completion points that would shift: the focus of assessment toward positive achievements and outcomes rather than the length of track record; and (iv) the resulting increase in the number of countries expected to be eligible for debt relief.
4. Ministers also endorsed the proposed framework for strengthening the link between debt relief and poverty reduction, while recognizing that debt relief alone would be insufficient to achieve this goal. In this context, they welcomed the proposed Poverty Reduction Strategy Papers, to be prepared by national authorities in close collaboration with Bank and Fund staff. They stressed that the Poverty Paper should be in place by the decision point; they recognized, however, that on a transitional basis the decision point could be reached without agreement on a Poverty Paper, but in all cases demonstrable progress in implementing a poverty reduction strategy would be required by the completion point.
5. Ministers also welcomed and endorsed the proposals developed by the Bank and Fund to extend the same approach to enhance the poverty focus of all IDA and ESAF supported programs, and to strengthen collaboration between the two institutions. The Committee emphasized that the strategies set out in the new Poverty Papers should be country-driven, be developed transparently with broad participation of elected institutions, stakeholders including civil society, key donors and regional development banks, and have a clear link with the agreed international development goals—principles that are embedded in the Comprehensive Development Framework. They stressed in particular the need to develop macroeconomic, structural and social policies that will contribute to long-term poverty reduction, and the need to develop measurable intermediate and outcome indicators to monitor progress. Ministers stressed the crucial role good governance plays in HIPC implementation in establishing a framework that discourages corruption and provides more effective monitoring and quality control over fiscal expenditures. Ministers called on the Bank and Fund, in accordance with their respective mandates and expertise, to give all possible assistance to countries in bringing together the necessary social, structural and macroeconomic policies required in developing poverty reduction strategies, recognizing the countries’ capacity constraints. The Poverty Papers would provide the basis for all IDA and Fund lending to low income countries. Ministers also encouraged regional development banks and donors to use the Poverty Papers to guide their support.
6. Ministers welcomed the proposed reform of the ESAF aimed at giving greater prominence to the goal of supporting countries’ poverty reduction efforts and the proposed renaming of the facility as the Poverty Reduction and Growth Facility. Recognizing that the new approach will involve substantial changes in Bank and Fund operations to combat poverty, and the need to tailor the approach to individual country circumstances and to learn quickly from experience in early cases, the Committee strongly welcomed the commitments of the President and Managing Director to its effective implementation. Ministers looked forward to receiving reports on progress achieved.
7. Ministers reaffirmed the importance of implementing the enhanced HIPC Initiative framework in accordance with the principles that have guided the Initiative since its inception, including (i) additionality of debt relief (ii) the maintenance of the financial integrity of multilateral financial institutions, and (iii) the importance of burden sharing on a fair and equitable basis, including of the costs to multilateral institutions. They agreed financing of debt relief should not compromise the financing made available through concessional windows such as IDA. Ministers expressed appreciation for the many contributions to the HIPC Initiative made thus far, and for the efforts made by multilateral development institutions to provide funding for the Initiative from their own resources. Ministers recognized that most of these institutions will need bilateral support on an urgent basis in order to meet the additional costs resulting from the proposed enhanced framework and to enable them to implement the Initiative rapidly. The Committee welcomes the agreement on the financing of the IMF’s participation in the HIPC Initiative and continued concessional lending by the IMF for growth and poverty reduction in low income member countries.
8. Ministers also welcomed agreement on the elements of a financing plan for multilateral development banks that respect the above principles. This will permit the Enhanced HIPC Framework to be launched and the delivery of debt relief to begin for those countries requiring retroactive relief and those expected to reach their decision points over the near term. They asked the World Bank to work actively and closely with the whole group of donors and other MDBs to ensure that financing is mobilized to fully fund HIPC debt relief over the longer term.
9. Ministers also welcomed the agreement by the Paris Club to increase its debt relief under the enhanced framework by providing increased debt reduction in NPV terms up to 90 percent or more, if needed, on commercial loans as well as additional relief on ODA claims—up to full cancellation—on a bilateral basis.
10. Ministers welcomed the continuing progress in the implementation of the Initiative, noting that to-date 14 countries have been considered under the Initiative—with four brought to their completion points. The Committee urged the speedy implementation of the enhanced Initiative so that as many countries as possible qualify for assistance under the Initiative by end 2000.
11. IBRD Capital Adequacy. Ministers reviewed a report from the World Bank that reflected ongoing discussions by the Bank’s Executive Board and management on options to maintain and support the IBRD’s financial capacity. The Committee agreed with the report’s finding that the Bank’s finances remain sound. Ministers also recognized that the Bank’s financial capacity may limit its ability to respond to future demands, especially when there was a deterioration in the global financial environment. Ministers requested management and the Executive Board to continue their examination of the level of financial capacity needed to preserve the IBRD’s financial integrity while permitting it to help meet, within its mandate, the development needs of borrowing member countries. Ministers requested that the Bank report regularly to the Committee on these issues.
12. Developing and Transition Countries and the International Trade Agenda. The Committee noted that effective development and trade policy have become increasingly intertwined. They emphasized the importance of trade to development, poverty alleviation and sustained global economic recovery. Ministers also emphasized that the next round of trade negotiations needed to deliver early and substantial benefits for developing and transition countries, in particular for the least developed countries. This would require improved market access and further reducing barriers to trade. They stressed that if developing and transition countries are to use the international trading system effectively to promote growth and reduce poverty they will need to become active partners in the next round of trade negotiations. Ministers welcomed the commitment of the new Director- General of the World Trade Organization (WTO), Mr. Mike Moore, to achieve this goal and urged the World Bank, the Fund, WTO, UNCTAD and other agencies to help developing and transition countries build their capacity to participate in further rounds of negotiations. The Committee called on the World Bank, IMF and WTO to cooperate with other parties in developing effective programs of capacity building for trade, including through the Integrated Framework for Trade Related Technical Assistance for the Least Developed Countries. The Bank, in particular, could provide financial and technical support to improve trade-related infrastructure and institutions, helping to build capacity in domestic institutions involved in trade policy and negotiations, and undertaking research on trade barriers to developing countries’ exports.
13. World Bank Support for Strengthening International Financial Architecture. Ministers welcomed the role the World Bank Group is playing to help strengthen the global financial architecture to reduce the risk and severity of financial crises, and to reduce the vulnerability of developing countries to crises when they occur. The Committee stressed that at the country level the Bank’s primary focus, given the objective of preventing crises, should be on assisting developing countries to strengthen their domestic financial markets and their integration with the global financial system. This should be done through helping countries overcome structural and social sources of vulnerability and build the needed policy and institutional capacity. Given the breadth and complexity of the agenda, Ministers encouraged the Bank and the Fund to focus on their areas of comparative strength while developing partnerships with other international institutions. Ministers welcomed progress in the joint Bank/Fund program of financial sector assessments and the Bank’s program of Social and Structural Reviews. They also welcomed the proposed enhanced collaboration with the IMF in assisting interested countries to assess their progress in implementing a range of international norms and good practices, with due consideration to differing country conditions. The Committee encouraged the Bank to continue to bring developing country experience and perspectives to the international debate. In this context, they noted the establishment of a global forum on corporate governance, launched in collaboration with the OECD, and the Bank’s supportive role for work on insolvency, accounting and auditing.
14. Ministers welcomed the Bank’s help to developing countries on social issues, as well as its report on managing the social dimensions of crises and good practices in social policies. They encouraged the Bank to continue to develop this work and draw on it in supporting countries’ poverty reduction efforts. The Bank should accumulate and disseminate knowledge of good practices to help guide countries seeking to create institutions and implement policies that will forestall and mitigate the social costs of economic shocks and protect the most vulnerable.
15. Ministers welcomed the steps being taken to strengthen the work of the Development and Interim Committees, both to better reflect the enhanced level of cooperation between the Bank and the Fund and to reduce duplication in the committees’ agendas. They encouraged the Bank and Fund to continue to review experience in this area.
16. Next Meeting. The Committee’s next meeting is scheduled for April 17, 2000 in Washington, D.C.
1. The sixty-first meeting of the Development Committee was held in Washington, D.C, on April 17, 2000 under the chairmanship of Mr. Tarrin Nimmanahaeminda, Minister of Finance of Thailand. The Committee’s deliberations took place against the background of growing public debate about the appropriate roles of international institutions at a time when governments and people throughout the world confront the opportunities and rapid changes brought about by globalization. In their discussions of how to strengthen efforts to reduce poverty, to intensify the attack on HIV/AIDS, and to expand the benefits of trade to all countries, Ministers emphasized the importance they attach to preserving and further strengthening the family of multilateral institutions as a powerful force for global progress, equity and stability.
2. Intensifying Action Against HIV/AIDS. Ministers emphasized that the HIV/AIDS epidemic, which has already infected about 50 million people, is not only a very serious public health concern and the cause of great human suffering, but a severe danger to development progress itself. Ministers recognized that HIV/AIDS weakens economic growth, governance, human capital, labor productivity, and the investment climate, thereby undermining the foundations of development and poverty reduction. Ministers noted that the epidemic now poses not only an acute danger to development in Sub-Saharan Africa, but is a rapidly growing threat in Asia and the Caribbean, and a probable threat in many Eastern European countries and elsewhere as well. As HIV spreads quickly, even countries with currently low infection rates cannot afford to delay strengthening anti-HIV/AIDS programs.
3. In view of this alarming situation, the Committee called for rapid intensification of international action on the global HIV/AIDS crisis. Given the urgency of prevention and the vast needs for care and treatment, the Committee stressed the importance of effective partnerships to encourage each actor in the international system to focus on its comparative strength. Ministers urged governments, international agencies, civil society, the media and the private sector, including the pharmaceutical industry, to step up their efforts, building on experience gained in on-going activities. They urged developing and transition countries to increase their political and economic commitment to combating HIV/AIDS, to address the epidemic on a multisectoral basis, to scale up programs to nationwide—and in some cases regional—scope, to strengthen the primary health care systems needed for effective delivery of services, and to provide more resources directly to local communities. The Committee encouraged industrialized countries and international organizations to mainstream HIV/AIDS in their development programs and to devote increased financial and institutional resources on a scale commensurate with the scope of the crisis. Ministers recognized that support for capacity building is particularly important in addressing this long-lasting development problem.
4. Ministers welcomed the World Bank’s expanded efforts against HIV/AIDS, in particular its active participation in the UNAIDS partnership, its new HIV/AIDS strategy for Africa, and its work with the Global Alliance for Vaccines and Immunizations (GAVI). They urged the Bank to intensify its HIV/AIDS work on a global basis, focusing on its areas of expertise, and called on the Bank and the Fund to take full account of HIV/AIDS in their support for poverty reduction strategies and the HIPC Initiative.
5. Trade, Development and Poverty Reduction: Ministers emphasized the critical importance of trade for development and poverty reduction. They noted that accelerated and sustainable growth is a necessary condition for reducing poverty, and that more open economies tend to grow faster than closed ones; evidence suggests that substantial benefits could be gained from further liberalization of trade regimes in both developed and developing (including transition) countries. Ministers recognized that developed countries have much to do to improve market access for developing countries’ exports (e.g. agriculture, textiles). Developing countries need to implement appropriately sequenced outward-oriented reforms that will permit trade expansion to promote development and poverty reduction. Ministers noted that the majority of the poorest countries lag behind in their integration into the world trading system. Additional domestic and international reforms are needed, including special consideration of enhanced market access for these countries (e.g. by extending comprehensive and predictable duty- and quota-free market access). Ministers also noted the potential of regional integration to help developing countries increase their share in global markets. Ministers strongly endorsed a timely initiation of WTO multilateral trade negotiations that address, inter alia, issues of most concern to developing countries.
6. Ministers emphasized that countries should ensure that their efforts to expand trade are integrated into a comprehensive framework for development that includes the necessary complementary reforms and investment in institutions, infrastructure and social programs. Ministers endorsed the commitment of the World Bank and the IMF to use their programs to support these efforts, which are increasingly reflected in countries’ poverty reduction strategies. Ministers reiterated their call on the Bank, the Fund and WTO to cooperate with other parties in developing effective programs of capacity building for trade, including through an improved Integrated Framework for Trade Related Assistance for the Least Developed Countries. The Committee urged the Bank to mainstream trade in its country assistance programs by providing greater financial and technical support to improve trade-related infrastructure and institutions, including building domestic capacity for trade policy and negotiations, and by undertaking a strengthened research program on, inter alia, trade barriers to developing country exports, the issues developing countries face in implementing the Uruguay Round Agreement and the complex links between trade and poverty.
7. Heavily Indebted Poor Countries Debt Initiative (HIPC): Ministers noted the progress made in implementing the enhanced HIPC framework endorsed by the Committee at its last meeting. Five countries—Bolivia, Mauritania, Mozambique, Tanzania and Uganda—have thus far reached their decision points under this new framework, bringing total committed debt relief under the HIPC Initiative to more than $14 billion; moreover, up to fifteen additional country cases could be considered by the Bank and Fund Executive Boards this year. Ministers encouraged the governments of HIPC-eligible countries to continue to work closely with the Bank and Fund and other partners in pursuing sound policies and delivering effective reform programs so that the delivery of HIPC debt relief, and the related poverty reduction strategies, can move forward as swiftly as possible. The Committee welcomed the establishment by the Bank and the Fund of a joint implementation committee (JIC) to facilitate effective implementation of the enhanced HIPC Initiative and the new poverty reduction strategy approach.
8. Ministers appreciated that participation in the enhanced framework had now been approved by the governing bodies of a majority of multilateral institutions, although they recognized that successful implementation of the Initiative will depend upon the timely availability of adequate financing to meet their full debt relief costs. While these institutions were encouraged to utilize their own resources for this purpose to the greatest extent possible, Ministers recognized that many multilateral institutions needed additional bilateral support on an urgent basis. Ministers welcomed donor pledges and commitments of resources, including those announced since September, and urged that these pledges be turned into actual commitments as soon as possible. They also recognized that even with these pledges, the Initiative remains under-funded. Donors that had not yet done so were urged to make generous contributions to the HIPC Trust Fund. Ministers reiterated the need to ensure that debt relief does not compromise the financing from concessional facilities such as IDA. Ministers also reiterated the importance of the principle that all bilateral creditors should participate fully in the provision of relief under the enhanced Initiative, while recognizing the need for flexibility in exceptional cases.
9. Poverty Reduction Strategies: Ministers welcomed progress in implementation of the Poverty Reduction Strategy approach. The Committee had endorsed this approach at its last meeting as a means to strengthen the link between debt relief, and external assistance more generally, and poverty reduction, and to enhance the poverty focus of all Bank and Fund concessional lending. Ministers noted that many governments in low-income countries had begun to develop, through transparent and participatory processes, country-owned, comprehensive strategies that addressed key issues in tackling poverty, such as equitable growth, governance and corruption, and institution and capacity building. Ministers welcomed the steps taken by governments to develop and implement interim strategies that permit HIPC debt relief and concessional lending to be provided while governments prepare more comprehensive poverty reduction strategies.
10. Recognizing that this approach involves new ways of assisting low-income countries, Ministers urged the Fund and Bank to allocate adequate resources to support the PRSP process. The institutions were urged to continue to work collaboratively with member countries and other development partners to develop full poverty reduction strategies, integrated with macroeconomic and fiscal policies. These strategies should incorporate lessons learned as implementation proceeds, including concentration on a limited number of clear, realistic and measurable performance targets and including those related to the International Development Goals. As poverty reduction strategies need to be mainstreamed, Ministers emphasized they should be fully integrated into countries’ budget cycles. They also emphasized the importance of increased efforts, including both technical assistance and funding, to improve statistics and other data and the analytical skills at the country level needed to make the approach a success. Moreover, they encouraged bilateral and multilateral agencies to support governments in the preparation of their strategies. These agencies were also encouraged to participate in the discussion of the design of these strategies with the objective of increasingly aligning their assistance programs to these strategies as they are put in place, thereby strengthening donor coordination and reducing excessive burdens on developing country governments.
11. Report of the Commonwealth Secretariat/World Bank Joint Task Force on Small States: Ministers welcomed the report to the Development Committee and its analysis of the special characteristics of small states that make them particularly vulnerable, while noting that a number of larger states shared some or all of the same characteristics. They noted the report’s conclusions that tackling small states’ development challenges will take a combination of correct domestic policy action, continued external assistance, and where achievable, improvements in the external environment. They also noted the report’s recommendation that the circumstances of small states should be taken into account in the policies and programs of the multilateral trade, finance and development organizations. The Committee supported World Bank and IMF proposals for their future work programs on the issues of small states, as set out in the report, and agreed that these steps could make a valuable contribution in helping small states face their development challenges.
12. International Financial Architecture—Role of the World Bank: Ministers welcomed the Bank’s continuing contribution to global efforts to reduce the risk, and mitigate the impact, of future financial crises, noting that actions and policies that reduce vulnerability to crises also support successful development. The Committee welcomed the close collaboration that had developed between the Bank and the Fund on the program of financial sector assessments, the reports on the observance of standards and codes, and the work on debt management. Ministers encouraged the Bank to make systematic use of these assessments in designing, delivering and mobilizing support for capacity building.
13. IBRD Financial Capacity: Ministers reviewed an updated report on this subject from the World Bank and confirmed that the Bank’s finances remain sound. At the same time, Ministers recognized that the Bank’s financial capacity may at some point limit its ability to respond to future demands. Ministers requested management and the Executive Board to keep this subject under review and continue to report regularly to the Committee.
14. Next Meeting: The Committee’s next meeting is scheduled for September 25, 2000 in Prague, Czech Republic.
1 Voting power varies on certain matters pertaining to the General Department with use of the IMF’s resources in that Department.
2 Percentages of total votes (2,142,907) in the General Department and the Special Drawing Rights Department.
3 This total does not include the votes of the Islamic State of Afghanistan and Somalia, which did not participate in the 1998 Regular Election of Executive Directors. The total votes of these members is 2,146—0.10 percent of those in the General Department and Special Drawing Rights Department.
4 This total does not include the votes of the Democratic Republic of the Congo and Sudan, which were suspended effective June 2, 1994 and August 9, 1993, respectively, pursuant to Article XXVI, Section 2 (b) of the Articles of Agreement.
5 This figure may differ from the sum of the percentages shown for individual Directors because of rounding.
Changes in membership of the Executive Board between May 1, 1999 and April 30, 2000 were as follows:
Ramon Fernandez (France) relinquished his duties as Alternate Executive Director to Jean-Claude Milleron (France), effective June 18, 1999.
Gilles Bauche (France) was appointed as Alternate Executive Director to Jean-Claude Milleron (France), effective June 19, 1999.
Javier Guzmán-Calafell (Mexico) relinquished his duties as Executive Director for Costa Rica, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Spain, and Venezuela, effective July 11, 1999.
Agustín Carstens (Mexico) was elected Executive Director by Costa Rica, El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Spain, and Venezuela, effective July 12, 1999.
M. R. Sivaraman (India) relinquished his duties as Executive Director for Bangladesh, Bhutan, India, and Sri Lanka, effective July 31, 1999.
Vijay L. Kelkar (India) was elected Executive Director by Bangladesh, Bhutan, India, and Sri Lanka, effective August 1, 1999.
Okyu Kwon (Korea) relinquished his duties as Alternate Executive Director to Gregory F. Taylor (Australia), effective September 1, 1999.
Jong Nam Oh (Korea) was appointed as Alternate Executive Director to Gregory F. Taylor (Australia), effective September 2, 1999.
Barry S. Newman (United States) relinquished his duties as Alternate Executive Director to Karin Lissakers (United States), effective September 30, 1999.
Olver Luis Bernal (Colombia) relinquished his duties as Alternate Executive Director to Murilo Portugal (Brazil), effective September 30, 1999.
Roberto Junguito (Colombia) was appointed as Alternate Executive Director to Murilo Portugal (Brazil), effective October 1, 1999.
Abdulrahman A. Al-Tuwaijri (Saudi Arabia) relinquished his duties as Executive Director for Saudi Arabia, effective October 31, 1999.
Sulaiman M. Al-Turki (Saudi Arabia), formerly Alternate Executive Director to Abdulrahman A. Al-Tuwaijri (Saudi Arabia), was elected Executive Director by Saudi Arabia effective November 1, 1999.
Ahmed Saleh Alosaimi (Saudi Arabia) was appointed as Alternate Executive Director to Sulaiman M. Al-Turki (Saudi Arabia), effective November 1, 1999.
Kai Aaen Hansen (Denmark) relinquished his duties as Executive Director for Denmark, Estonia, Finland, Iceland, Latvia, Lithuania, Norway, and Sweden, effective December 31, 1999.
Masahiko Takeda (Japan) relinquished his duties as Alternate Executive Director to Yukio Yoshimura (Japan), effective December 31, 1999.
Olli-Pekka Lehmussaari (Finland), formerly Alternate Executive Director to Kai Aaen Hansen (Denmark), was elected Executive Director by Denmark, Estonia, Finland, Iceland, Latvia, Lithuania, Norway, and Sweden, effective January 1, 2000.
Haruyuki Toyama (Japan) was appointed as Alternate Executive Director to Yukio Yoshimura (Japan), effective January 1, 2000.
Åke Törnqvist (Sweden) was appointed as Alternate Executive Director to Olli-Pekka Lehmussaari (Finland), effective January 1, 2000.
Zhang Fengming (China) relinquished his duties as Alternate Executive Director to Wei Benhua (China), effective January 31, 2000.
Jin Qi (China) was appointed as Alternate Executive Director to Wei Benhua (China), effective February 1, 2000.
Nicolás Eyzaguirre (Chile) relinquished his duties as Executive Director for Argentina, Bolivia, Chile, Paraguay, Peru, and Uruguay, effective March 3, 2000.
Ana María Jul (Chile) was elected Executive Director by Argentina, Bolivia, Chile, Paraguay, Peru, and Uruguay, effective March 4, 2000.
John Spraos (Greece) relinquished his duties as Alternate Executive Director to Riccardo Faini (Italy), effective March 5, 2000.
Harilaos Vittas (Greece) was appointed as Alternate Executive Director to Riccardo Faini (Italy), effective March 6, 2000.
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To the Board of Governors of the International Monetary Fund
In our opinion, the accompanying balance sheets and related statements of income, changes in resources and cash flows give a true and fair view of the financial condition of the General Department and the SDR Department of the International Monetary Fund (the “IMF”) as of April 30, 2000 and 1999, and their respective results of operations and cash flows for the years then ended in conformity with International Accounting Standards, as described in Note 2. These financial statements are the responsibility of the IMF’s management; our responsibility is to express an opinion on these financial statements based on our audits. We conducted our audits of these statements in accordance with International Standards on Auditing, which require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, and evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for the opinion expressed above.
As discussed in Note 2 to the financial statements, effective May 1, 1999, the IMF adopted International Accounting Standard 19, “Retirement Benefit Costs” prospectively impacting the accounting for pension and other retirement benefits.
The supplementary information on pages 194 to 199, 204 and 205 is presented for purposes of additional analysis and is not a required part of the financial statements. The supplementary information has been subjected to the auditing procedures applied in the audits of the financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the financial statements taken as a whole.
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The IMF is an international organization of 182 member countries. It was established to promote international monetary cooperation, exchange stability, and orderly exchange arrangements; to foster economic growth and high levels of employment; and to provide temporary financial assistance to countries under adequate safeguards to help ease balance of payments adjustment. The IMF conducts its operations and transactions through the General Department and the Special Drawing Rights Department (the SDR Department). The General Department consists of the General Resources Account (GRA), the Special Disbursement Account (SDA), and the Investment Account. The latter had not been activated as of April 30, 2000. The IMF also administers trusts and accounts established to perform financial and technical services and financial operations consistent with the purposes of the IMF. The resources of these trusts and accounts are contributed by members and the IMF. The financial statements of the SDR Department and these trusts and accounts are presented separately.
The GRA holds the general resources of the IMF. Its resources reflect the receipt of quota subscriptions, use of IMF credit, collection of charges on use of credit, payment of remuneration on creditor positions, borrowings, and payment of interest on borrowings.
The assets of the SDA are held separately from other accounts of the General Department. Resources of the SDA include transfers received from the Trust Fund and profits from the sales of the IMF’s gold. Income from the investment of gold profits is to be transferred to the Poverty Reduction and Growth Facility-Heavily Indebted Poor Countries Trust (PRGF-HIPC Trust, formerly Enhanced Structural Adjustment Facility-Heavily Indebted Poor Countries or ESAFHIPC Trust), in accordance with decisions of the IMF. The account also holds loans under the Structural Adjustment Facility (SAF). The SAF was established in March 1986 to provide balance of payments assistance on concessional terms to qualifying low-income developing country members.
Assets that exceed the financing needs of the account, excluding investments arising from the sales of gold, are transferred to the Reserve Account of the Poverty Reduction and Growth Facility Trust (PRGF Trust, formerly Enhanced Structural Adjustment Facility, or ESAF Trust), which is administered separately by the IMF as trustee.
The financial statements of the IMF are prepared in accordance with International Accounting Standards (IAS), which are issued by the International Accounting Standards Committee.
Certain specific accounting principles and disclosure practices are explained further below in line with IAS requirements.
The financial statements are prepared on the accrual basis; accordingly income is recognized as it is earned, and expenses are recorded as they are incurred.
The financial statements are expressed in terms of SDRs. The value of the SDR is based on the proportional amounts of the currencies of the five members having the largest exports of goods and services during the five-year period ending one year before the date of the review of these proportional amounts. The value of the SDR is determined by the IMF each day by summing the values in U.S. dollars, based on market exchange rates, of the basket of these currencies. The IMF reviews the SDR valuation basket every five years. The currencies in the basket as of April 30, 2000 and 1999 and their amounts were as follows:
As of April 30, 2000, one SDR was equal to 1.31921 U.S. dollars (1.35123 U.S. dollars as of April 30, 1999).
Financial resources are made available to members under a number of policies and facilities that differ in the type of balance of payments need they seek to address, the length of the repurchase period, the charges levied on the use of credit, and the degree of conditionality attached to them.
The IMF makes its resources available in accordance with established policies by selling to members, in exchange for their own currencies, SDRs or currencies of other members. When members make purchases, they incur obligations to repurchase the IMF’s holdings of their currencies within specified periods by payments in SDRs or other currencies, as determined by the IMF. The IMF’s policies on the use of its general resources are intended to ensure that their use is temporary and will be reversed within the agreed upon repurchase periods.
A member is entitled to repurchase, at any time, the IMF’s holdings of its currency on which charges are levied and is expected to make repurchases as and when its balance of payments and reserve position improve.
Debtor and creditor members share equally the financial consequences of overdue obligations under a mechanism referred to as burden sharing. An amount equal to unpaid and deferred charges, excluding special charges, is generated by adjustments to the rates of charge and remuneration. In view of the protracted overdue repurchase obligations, the IMF also accumulates precautionary balances in the first Special Contingent Account (SCA-1). The rates of charge and remuneration are adjusted further to finance accumulation of balances in the SCA-1 (see Note 10). Members that have borne the financial consequences of overdue charges will receive refunds only to the extent that overdue charges are settled, and these amounts are therefore not recorded as liabilities.
Currencies consist of members’ currencies and securities held by the IMF. Each member has the option to substitute nonnegotiable and non-interest-bearing securities for the amount of its currency that exceeds ¼ of 1 percent of the member’s quota. These securities are encashable by the IMF on demand.
Each member is required to pay to the IMF its initial quota and subsequent quota increases partly in its own currency, with the remainder to be paid in usable currencies and SDRs. One exception was the quota increase of 1978, which was paid entirely in the members’ own currencies.
Usable currencies consist of currencies of members considered by the IMF to have strong balance of payment and reserve positions. Such currencies are included in the IMF’s financial transactions plan to finance purchases and other transfers of the IMF. Participation in the financial transactions plan is reviewed on a quarterly basis.
Currencies and securities are valued in terms of the SDR on the basis of the SDR/currency exchange rate determined for each currency. Securities are not marketable, but can be converted into cash on demand. Each member is obligated to maintain, in terms of the SDR, the value of the balances of its currency held by the IMF in the GRA. This requirement is referred to as the maintenance-of-value obligation. Whenever the IMF revalues its holdings of a member’s currency, a receivable or a payable is established for the amount required to maintain the SDR value of the IMF’s holdings of that currency. The currency balances in the balance sheet reflect these receivables and payables.
Although SDRs are not allocated to the IMF, the IMF may acquire, hold, and dispose of SDRs through the GRA. The IMF receives SDRs from members in the settlement of their financial obligations to the IMF and uses SDRs in transactions and operations with members. The IMF earns interest on its SDR holdings at the same rate as all other holders of SDRs. The SDR interest rate is determined by reference to a combined market interest rate, which is a weighted average of yields or rates on short-term instruments in the capital markets of France, Germany, Japan, the United Kingdom, and the United States.
The Articles of Agreement limit the use of gold in the IMF’s operations and transactions. Any use provided for in the Articles requires a decision supported by an 85 percent majority of the total voting power of the Executive Board. In accordance with the provisions of the Articles, whenever the IMF sells gold held on the date of the Second Amendment of the IMF’s Articles of Agreement, the portion of the proceeds equivalent at the time of sale to one SDR per 0.888671 gram of fine gold, which is equal to SDR 35 per fine troy ounce, must be placed in the GRA. Any excess over this value will be held in the SDA or transferred to the Investment Account. The IMF may also sell gold held on the date of the Second Amendment to those that were members on August 31, 1975 in exchange for their own currencies, at a price equivalent at the time of sale to one SDR per 0.888671 gram of fine gold.
The IMF values its gold holdings at historical cost on the specific identification method (see Note 5).
It is the policy of the IMF to exclude from current income charges due by members that are six months or more overdue in meeting payments to the IMF, unless these members are current in the payment of charges. The IMF generates compensating income for the amount of charges being deferred through the burden-sharing mechanism.
SAF Loans in the SDA are valued at historical cost. Allowances for loan losses would be established if and when the IMF expects to incur a loss; no losses have been incurred in the past, and it is the current expectation that no losses will be incurred in the future.
The resources of the SDA are invested pending their use. Investments are made in debt securities, medium-term investments, and fixed-term deposits, either directly or by participation in an investment pool. Investments are marked to market value on the last business day of the accounting period. The valuations of purchases and sales are made on the trade date basis. Investment income comprises interest earned on investments, realized and unrealized gains and losses on investments, and currency valuation differences arising from exchange rate movements against the SDR.
Interest rate risk is managed by limiting the investment portfolio to a weighted average effective duration that does not exceed three years. Currency risk is minimized by investing in securities denominated in SDRs or in the constituent currencies of the SDR basket. Risk is further minimized by ensuring that the currency composition of the investment portfolio matches, as closely as possible, the currency composition of the SDR basket.
Land, buildings, and equipment with a cost in excess of $100,000 are capitalized at cost and depreciated using the straight-line method over the estimated useful lives of the assets, which range from 3 years for equipment to 30 years for buildings.
Each member is assigned a quota that forms the basis of its financial and organizational relationship with the IMF. A member’s quota is related to, but not strictly determined by, economic factors such as national income, the value of external trade and payments, and the level of official reserves. Quotas determine members’ subscriptions to the IMF, their relative voting power, access to financing, and their share in SDR allocations.
A member has a reserve tranche in the IMF when the IMF’s holdings of its currency, excluding holdings that reflect the member’s use of IMF credit, are less than the member’s quota. A member’s reserve tranche is considered a part of the member’s external reserves, and it may draw on the reserve tranche at any time when it represents that it has a need. Reserve tranche purchases are not considered a use of IMF credit and are not subject to repurchase obligations or charges.
The IMF determines annually what part of its net income will be retained and placed to the General Reserve or the Special Reserve, and what part, if any, will be distributed. The Articles of Agreement permit the IMF to use the Special Reserve for any purpose for which it may use the General Reserve, except distribution. After meeting the expenses of conducting the PRGF Trust, net operational income generated from the use of resources under the Supplemental Reserve Facility (SRF) has been transferred to the General Reserve.
The IMF levies periodic charges on the use of IMF credit. The rate of charge is set as a proportion of the SDR interest rate. For financial year 2000 the proportion translated into an average rate of charge of 4.18 percent (for financial year 1999, the average rate was 4.09 percent). This rate is further increased to offset the effect on the IMF’s income of the deferral of unpaid charges and to finance the additions to the SCA-1; in financial years 2000 and 1999, such adjustments amounted to 16 and 13 basis points, respectively. A surcharge progressing from 300 to 500 basis points above the rate of charge applies to use of credit under the SRF and Contingent Credit Lines (CCL). Special charges are levied on holdings that are not repurchased when due and on overdue charges. Special charges do not apply to charges that are six months or more overdue to the IMF. A service charge is levied by the IMF on all purchases, except reserve tranche purchases. A refundable stand-by fee is charged on Stand-By and Extended Arrangements.
The IMF pays remuneration on a member’s remunerated reserve tranche position. A remunerated reserve tranche position is the amount by which the member’s norm exceeds the IMF’s holdings of its currency, excluding holdings derived from the use of IMF credit. The norm, which varies for each member, was on average 96.2 percent of quota at April 30, 2000 (96.1 percent of quota at April 30, 1999). The rate of remuneration is equal to the SDR interest rate and is adjusted, subject to a specific floor, to offset the effect of the deferral of charges and to finance additions to the SCA-1.
The IMF operates two defined-benefit pension plans and provides post-retirement medical and life insurance benefits to retired staff. In financial year 2000, the IMF adopted International Accounting Standard 19 on employee benefits. The cumulative effect of the accounting change resulted in a transitional gain of SDR 268 million that has been recognized as part of net income for the year ended April 30, 2000 and included in other assets. It is impractical to present comparable pro-forma information for the preceding year.
The pension plans are funded by payments from staff and the IMF, taking into account the recommendations of independent actuaries. Assets of the plans are held in separate trustee-managed funds and are measured at fair value as of the balance sheet date. Pension obligations are measured using the Projected Unit Credit Method, which measures the present value of the estimated future cash outflows, using interest rates of government securities that have maturities approximating the terms of the pension liabilities.
The assets of post-retirement medical and life insurance benefit plans are held in an investment account administered by the IMF. This account is funded by contributions from the IMF. The expected costs of the post-retirement medical and life insurance benefits are accrued over the period of employment using the Projected Unit Credit Method. Valuations of these obligations are carried out by independent actuaries.
When necessary, comparative figures have been reclassified to conform with changes in the presentation of the current year.
Changes in the outstanding use of IMF credit under the various facilities of the GRA during the years ended April 30, 2000 and 1999, were as follows:
On December 14, 1992, the Federal Republic of Yugoslavia (Serbia/Montenegro) agreed, as a successor state, to share in the assets and liabilities of the former Socialist Federal Republic of Yugoslavia, but it has yet to succeed to IMF membership. IMF credit outstanding with respect to the Federal Republic of Yugoslavia (Serbia/Montenegro) amounted to SDR 56 million at April 30, 2000 and 1999. This amount is included in receivables in the balance sheet.
As of April 30, 2000 and 1999, SDA loans and interest receivable computed at 0.5 percent per annum, consisted of the following:
Scheduled repurchase obligations in the GRA and repayments of SAF loans in the SDA are summarized below:
As of April 30, 2000 and 1999, use of credit in the GRA by the largest users was as follows:
At April 30, 2000 and 1999, six members and the Federal Republic of Yugoslavia (Serbia/Montenegro) were six months or more overdue in settling their financial obligations to the IMF. Four of these members were overdue to the General Department.
GRA repurchases, SAF loan repayments, GRA charges, and SAF interest that are six or more months overdue to the General Department were as follows:
The type and duration of these arrears as of April 30, 2000 were as follows:
Changes in the IMF’s holdings of members’ currencies for the years ended April 30, 2000 and 1999 were as follows:
Receivables and payables arising from valuation adjustments at April 30, 2000, when all holdings of currencies of members were last revalued, amounted to SDR 13,617 million and SDR 3,757 million, respectively (SDR 29,185 million and SDR 2,308 million, respectively, at April 30, 1999). Settlements of these receivables or payables are required to be made promptly after the end of the financial year.
On December 8, 1999, the Executive Board approved offmarket transactions in gold entailing sales and repurchases of up to 14 million fine ounces of gold, at market prices, to cooperating members with repurchase obligations to the IMF.
During the financial year, the IMF sold 12,944,253 fine ounces of gold to members with repurchase obligations falling due to the IMF. The same amount of gold, valued at market price, was accepted in settlement of repurchase obligations. Proceeds in excess of the carrying value of gold, equivalent to SDR 2,226 million, were placed in the SDA and subsequently invested. Nine-fourteenths of the income from investments will be transferred on an “as needed” basis to a separate subaccount of the PRGF-HIPC Trust to finance the HIPC initiative. The remaining five-fourteenths of the investment income will remain in the SDA until a further decision on its use is adopted.
At April 30, 2000 and 1999, the IMF held 3,217,341 kilograms of gold, equal to 103,439,916 fine ounces of gold, at designated depositories. As of April 30, 2000, the value of the IMF’s holdings of gold calculated at the market price was SDR 21.6 billion (SDR 21.9 billion at April 30, 1999).
As of April 30, 2000, the total holdings on which the IMF levies charges amounted to SDR 43,968 million (SDR 60,651 million as of April 30, 1999). Charges and other receivables due to the IMF as of April 30, 2000 were as follows:
Periodic charges for the years ended April 30, 2000 and 1999 consisted of the following:
Other assets include capital assets, which at April 30, 2000 and 1999 amounted to SDR 224 million and SDR 223 million, respectively, and consisted of:
The maturity profile of the investments is summarized below:
The investments consisted o f the following:
At April 30, 2000, total creditor positions on which the IMF paid remuneration amounted to SDR 42,339 million (SDR 57,076 million at April 30, 1999). Remuneration and financing costs consisted of the following:
Deferred income at April 30, 2000 amounted to SDR 994 million (SDR 960 million at April 30, 1999).
The SCA-1 is financed by quarterly adjustments to the rate of charge and the rate of remuneration. Balances in the SCA-1 are to be distributed to the members that shared the cost of its financing when there are no outstanding overdue charges and repurchases or at such earlier time as the IMF may decide. At April 30, 2000, the balances held in the SCA-1 amounted to SDR 1,119 million (SDR 991 million at April 30, 1999).
The second Special Contingent Account (SCA-2) was established on July 1, 1990 to accumulate SDR 1.0 billion through further adjustments to the rate of charge and the rate of remuneration. The SCA-2 was terminated during the year, and the balances distributed in accordance with instructions received from members who contributed to its financing.
The cumulative charges, net of settlements, which have been deferred since May 1, 1986 and have resulted in adjustments to charges and remuneration, amounted to SDR 805 million at April 30, 2000 (SDR 771 million at April 30, 1999). The cumulative refunds for the same period, resulting from the settlements of deferred charges for which burden sharing adjustments have been made, amounted to SDR 971 million (SDR 963 million at April 30, 1999).
Under the General Arrangements to Borrow (GAB), the IMF may borrow up to SDR 18.5 billion when supplementary resources are needed, in particular, to forestall or to cope with an impairment of the international monetary system. The GAB became effective on October 24,1962, and has been extended through December 25, 2003. Interest on borrowings under the GAB is calculated at a rate equal to the SDR interest rate.
Under the New Arrangements to Borrow (NAB), the IMF may borrow up to SDR 34 billion of supplementary resources. The NAB is the facility of first and principal recourse, but it does not replace the GAB, which will remain in force. Outstanding drawings and commitments under these two borrowing arrangements are limited to a combined total of SDR 34 billion. The NAB became effective for a five—year period on November 17, 1998 and was activated on December 2, 1998. Interest on borrowings under the NAB is payable to the participants at the SDR interest rate or any such higher rate as may be agreed between the IMF and participants representing 80 percent of the total credit arrangements. Interest in connection with the December 2, 1998 activation was set at the SDR interest rate plus 100 basis points for the first year, increased by 16.7 basis points for each six-month period thereafter up to a maximum increase of 66.7 basis points. As a condition for that activation of the NAB, the IMF was required to transfer to the PRGF-HIPC Trust an amount equal to 100 basis points on outstanding SRF purchases under the arrangement that was originally financed by the NAB for the first year, augmented by 16.7 basis points for each six-month period thereafter up to a maximum increase of 66.7 basis points.
An arrangement is a decision of the IMF that gives a member the assurance that the institution stands ready to provide SDRs or other usable currencies during a specified period and up to a specified amount, in accordance with the terms of the decision. At April 30, 2000, the undrawn balances under the 27 arrangements that were in effect in the GRA amounted to SDR 25,567 million (SDR 15,929 million under 21 arrangements at April 30, 1999).
The IMF has committed to lease commercial office space through 2005. Expenditures totaling SDR 80 million will be incurred over this five-year period.
The administrative expenses for the years ended April 30, 2000 and 1999 were as follows:
The majority of these expenses are incurred in U.S. dollars; exchange gains and losses incurred in the normal course of business are reflected in administrative expenses.
The GRA is reimbursed for the cost of administering the SDR Department.
The GRA is to be reimbursed annually for expenses incurred in administering the SDA and the PRGF Trust. Following the establishment of the SRF and CCL and the consequent increase in net income, the Executive Board decided to forgo reimbursement of the expenses incurred in administering the PRGF Trust for financial years 1999 and 2000 and to transfer the amounts that would otherwise have been reimbursed to the GRA, from the PRGF Trust Reserve Account, through the SDA, to the PRGF-HIPC Trust. These transfers amounted to SDR 46.1 million for financial year 2000 (SDR 41.1 million for financial year 1999) and have been included under transfers to the PRGF-HIPC Trust in the statement of changes in resources.
The IMF has established a defined-benefit Staff Retirement Plan (SRP) that covers substantially all eligible staff and a Supplemental Retirement Benefit Plan (SRBP) for selected participants of the SRP. Participants contribute a fixed percentage of their pensionable remuneration. The IMF contributes the remainder of the cost of funding the plans and pays certain administrative costs of the plans. In addition, the IMF provides other employment and post-retirement benefits, including medical and life insurance benefits. The IMF established a separate account, the Retired Staff Benefits Investment Account (RSBIA) where resources are held and invested to fund part of the cost of these other post-retirement benefits. The assets and liabilities of the SRP, SRBP, and RSBIA are valued by independent actuaries every year using the Projected Unit Credit Method. The latest actuarial valuations were carried out as at April 30, 2000.
Transitional gain was calculated in accordance with IAS 19, as of May 1, 1999, and included in net income as required under IAS 8.
The amounts recognized in the income statement are as follows:
The amounts recognized in the balance sheet are as follows:
Net actuarial gains in excess of 10 percent of the fair value of plan assets is amortized over the average remaining service period of participants. The weighted-average actuarial assumptions used in determining pension cost and benefit obligations for accounting purposes are as follows:
(In thousands of SDR)
1 Includes nonnegotiable, non-interest-bearing notes that members are entitled to issue in substitution for currencies, and outstanding currency valuation adjustments.
2 Includes the share of the Federal Republic of Yugoslavia (Serbia/Montenegro) in the liabilities of the former Socialist Federal Republic of Yugoslavia, although this state has not succeeded to Fund membership. Total credits due from members excluding the amount due from the Federal Republic of Yugoslavia (Serbia/Montenegro) amounted to SDR 43,913 million.
3 The Special Disbursement Account (SDA) of the General Department provides financing under Structural Adjustment Facility (SAF) and Poverty Reduction and Growth Facility (PRGF) arrangements.
4 For information purposes only. The PRGF Trust provides financing under PRGF arrangements and is not a part of the General Department.
5 Includes outstanding Trust Fund loans to Liberia (SDR 23.2 million), Somalia (SDR 6.5 million), and Sudan (SDR 59.2 million).
6 Less than SDR 500.
(In thousands of SDRs)
1 Sundry assets, net of sundry liabilities reflect current assets (charges, interest, and other receivables) and other assets (which include capital assets such as land, buildings, and equipment), net of sundry liabilities (remuneration payable and other liabilities).
2 Resources regarded as nonusable in the financing of the IMF’s ongoing operations and transactions are (1) gold holdings, (2) currencies of members that are using IMF credit, (3) currencies of other members with relatively weak external positions, and (4) sundry assets, net of sundry liabilities.
3 Usable resources consist of (1) holdings of currencies of members considered by the Executive Board as having balance of payments and reserve positions sufficiently strong for their currencies to be used in transfers, (2) SDR holdings, and (3) any unused amounts under credit lines that have been activated.
4 Amounts committed under arrangements, which reflect undrawn balances committed under operative Stand-By and Extended Arrangements, other than precautionary arrangements, are deducted from the total of usable resources, as are one-half of the amounts committed under precautionary arrangements. The Executive Board has decided that minimum working balances be set at 10 percent of the quotas of members deemed sufficiently strong for their currencies to be used in operations and transactions.
5 Net uncommitted usable resources are defined as usable resources less resources committed under arrangements and minimum working balances, as described above. The amount represents the resources available to meet requests for use of IMF credit under new credit arrangements and for members’ use of their reserve positions in the IMF.
6 Liquid liabilities consist of (1) members’ reserve tranche positions, and (2) the amount of any outstanding borrowing by the IMF under the GAB or NAB. Both reserve tranche positions and outstanding lending under the GAB and NAB (together called members’ reserve positions in the IMF) are part of members’ international reserves. The IMF cannot challenge a request by a member to draw on its reserve position when developments in its balance of payments or reserve position make this necessary, and the IMF must therefore at all times be in a position to meet such requests.
7 The liquidity ratio is a measure of the IMF’s liquidity position, represented by the ratio of its net uncommitted usable resources to its liquid liabilities. While this ratio is neither a fixed nor a minimum ratio, historically it has not fallen below 25–30 percent of liquid liabilities for any length of time, thereby ensuring the IMF’s capacity to meet members’ requests.
(In thousands of SDRs)
(In thousands of SDRs)
The accompanying notes are an integral part of these financial statements.
(In thousands of SDRs
The accompanying notes are an integral part of these financial statements.
(In thousands of SDRs)
The accompanying notes are an integral part of these financial statements.
The SDR is an international interest-bearing reserve asset created by the IMF following the First Amendment of the Articles of Agreement in 1969. All transactions and operations involving SDRs are conducted through the SDR Department. The SDR was created as a supplement to existing reserve assets and is allocated by the IMF to members participating in the SDR Department. Its value as a reserve asset derives, essentially, from the commitments of participants to hold and accept SDRs and to honor various obligations connected with its proper functioning as a reserve asset.
At April 30, 2000, all members of the IMF were participants in the SDR Department. SDRs have been allocated by the IMF to members that are participants in the SDR Department at the time of the allocation in proportion to their quotas in the IMF. Six allocations have been made (in 1970, 1971, 1972, 1979, 1980, and 1981) for a total of SDR 21.4 billion. A proposed amendment of the IMF’s Articles of Agreement has been approved to allow for a special onetime allocation of SDRs equal to 21.4 billion. The amendment will enter into force after three—fifths of the members, having 85 percent of the total voting power, have accepted it. Upon termination of participation or liquidation of the SDR Department, the IMF will provide to holders the currencies received from the participants in settlement of their obligations. The IMF is empowered to prescribe certain official entities as holders of SDRs; at April 30, 2000 and 1999, 15 institutions were prescribed as holders. Prescribed holders do not receive allocations.
The SDR is also used by a number of international and regional organizations as a unit of account or as the basis for their units of account. Several international conventions also use the SDR as a unit of account, notably those expressing liability limits for the international transport of goods and services.
Participants and prescribed holders can use and receive SDRs in transactions and operations by agreement among themselves. Participants can also use SDRs in operations and transactions involving the General Resources Account, such as the payment of charges and repurchases. The IMF ensures, by designating participants to provide freely usable currency in exchange for SDRs, that a participant can use its SDRs to obtain an equivalent amount of currency if it has a need because of its balance of payments or its reserve position or developments in its reserves.
The IMF has the authority to create unconditional liquidity through general allocations of SDRs to participants in the SDR Department in proportion to their quotas in the IMF. The IMF cannot allocate SDRs to itself or to other holders it prescribes. The Articles also provide for the cancellation of SDRs, although to date there have been no cancellations. In its decisions on general allocations of SDRs, the IMF, as prescribed under its Articles, has sought to meet the long-term global need to supplement existing reserve assets in such a manner as will promote the attainment of the IMF’s purposes and will avoid economic stagnation and deflation, as well as excess demand and inflation.
The financial statements are prepared in accordance with International Accounting Standards (IAS), which are issued by the International Accounting Standards Committee. Certain specific accounting principles and disclosure practices are explained further below in line with IAS requirements.
The financial statements are expressed in terms of SDRs. The value of the SDR is based on the proportional amounts of the currencies of the five members having the largest exports of goods and services during the five-year period ending one year before the date of the review of these proportional amounts. The value of the SDR is determined by the IMF each day by summing the values in U.S. dollars, based on market exchange rates, of the basket of these currencies. The IMF reviews the SDR valuation basket every five years. The currencies in the basket as of April 30, 2000 and 1999 and their amounts were as follows:
As of April 30, 2000, one SDR was equal to 1.31921 U.S. dollars (1.35123 U.S. dollars as of April 30, 1999).
Allocations and Holdings
At April 30, 2000 and 1999, IMF net cumulative allocations to participants totaled SDR 21.4 billion. Members with holdings in excess o f their allocations have established a net claim on the SDR Department, which is represented on the balance sheet as a liability. Members with holdings below their allocations have used part of their allocations, which results in a net obligation to the SDR Department and is presented as a net asset of the SDR Department. Participants’ net SDR positions as of April 30, 2000 and 1999 were as follows:
A summary of SDR holdings is provided below:
The expenses of conducting the business of the SDR Department are paid by the IMF from the General Resources Account, which is reimbursed in SDRs by the SDR Department at the end of each financial year. For this purpose, the SDR Department levies an assessment on all participants in proportion to their net cumulative allocation.
Interest is paid on holdings of SDRs. Charges are levied on each participant’s net cumulative allocation plus any negative balance of the participant or unpaid charges. Interest on SDR holdings is paid quarterly. Charges on net cumulative allocations are also collected quarterly. Interest and charges are levied at the same rate and are settled by crediting and debiting individual holdings accounts on the first day of the subsequent quarter. The SDR Department is required to pay interest to each holder, whether or not sufficient SDRs are received to meet the payment of interest. If sufficient SDRs are not received because charges are overdue, additional SDRs are temporarily created.
The rate of interest on the SDR is determined by reference to a combined market interest rate, which is a weighted average of yields or rates on short-term instruments in the capital markets of France, Germany, Japan, the United Kingdom, and the United States. The combined market interest rate used to determine the SDR interest rate is calculated each Friday, using the yields or rates of that day. The SDR interest rate, which is set equal to the combined market interest rate, enters into effect on the following Monday and applies through the following Sunday.
An allowance for losses resulting from overdue SDR obligations would be created if and when the IMF were to expect a loss to be incurred; no losses have been incurred in the past, and it is the current expectation that no losses will be incurred in the future, and consequently no allowance account has been established.
At April 30, 2000, assessments and charges amounting to SDR 105.6 million were overdue to the SDR Department (SDR 92.6 million at April 30, 1999). At April 30, 2000 and 1999, six members were six months or more overdue in meeting their financial obligations to the SDR Department. In addition, the Federal Republic of Yugoslavia (Serbia/Montenegro) was also six months or more overdue in meeting its financial obligations. While the Federal Republic of Yugoslavia (Serbia/Montenegro) agreed to its share in the assets and liabilities of the former Socialist Federal Republic of Yugoslavia in the IMF, it had not succeeded to membership in the IMF as of April 30, 2000, and, consequently, it is not a participant in the SDR Department.
Assessments and charges due from members and the Federal Republic of Yugoslavia (Serbia/Montenegro) that are six months or more overdue to the SDR Department were as follows:
The amount and duration of arrears as of April 30, 2000 were as follows:
(In thousands of SDRs)
PricewaterhouseCoopers LLP
Suite 900
1900 K Street
Washington DC 20006
Telephone (202) 822 4000
Facsimile (202) 822 5800
To the Board of Governors of the International Monetary Fund
We have audited the accompanying balance sheets as at April 30, 2000 and 1999, and the related statements of income and changes in resources for the years then ended of the following entities:
Poverty Reduction and Growth Facility Trust
Poverty Reduction and Growth Facility Administered Accounts
— Austria,
— Belgium,
— Botswana,
— Chile,
— Greece,
— Indonesia,
— Islamic Republic of Iran,
— Portugal
PRGF-HIPC Trust and Related Accounts
PRGF-HIPC Trust and Related Accounts
— Administered Account Japan,
— Administered Account for Selected Fund Activities—Japan,
— Framework Administered Account for Technical Assistance Activities,
— Administered Account for Rwanda,
— Trust Fund,
— Supplementary Financing Facility Subsidy Account.
These financial statements are the responsibility of the management of the International Monetary Fund (the “IMF”), as trustee of the entities listed above. Our responsibility is to express an opinion on these financial statements based on our audits.
We conducted our audits in accordance with International Standards on Auditing. Those standards require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.
In our opinion, the financial statements referred to above give a true and fair view of the financial position of the entities listed above as of April 30, 2000 and 1999, and the results of their operations for the years then ended in conformity with International Accounting Standards, as described in Note 2.
The supplementary information on pages 211 to 214 and 224 to 227 is presented for purposes of additional analysis and is not a required part of the financial statements. The supplementary information has been subjected to the auditing procedures applied in the audits of the financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the financial statements taken as a whole.
May 31, 2000
(formerly Enhanced Structural Adjustment Facility Trust)
(In thousands of SDRs)
The accompanying notes are an integral part of these financial statements.
(In thousands of SDRs)
The accompanying notes are an integral part of these financial statements.
The name of the Enhanced Structural Adjustment Facility (ESAF) Trust was changed to the Poverty Reduction and Growth Facility Trust (“the Trust” or “PRGF Trust”) on November 22, 1999. The PRGF Trust, for which the IMF is trustee, was established in December 1987 and was extended and enlarged in February 1994 to provide loans on concessional terms to qualifying low-income developing country members. The resources of the Trust are held separately from the assets of all other accounts of, or administered by, the IMF and may not be used to discharge liabilities or to meet losses incurred in the administration of other accounts.
The operations of the Trust are conducted through a Loan Account, a Reserve Account, and a Subsidy Account. Separate balance sheets, income statements, and statements of changes in resources for each of these accounts are provided in Note 9 to these financial statements.
The resources of the Loan Account consist of the proceeds from borrowings, repayments of principal, and interest payments on loans extended by the Trust. At April 30, 2000, loans totaling SDR 5,769.2 million were outstanding (SDR 5,717.9 million at April 30, 1999).
The resources of the Reserve Account consist of amounts transferred by the IMF from the Special Disbursement Account and net earnings from the investment of resources held in the Reserve Account and the Loan Account.
The resources held in the Reserve Account are to be used by the Trustee, in the event that amounts payable from borrowers’ principal repayments and interest, together with the authorized interest subsidy, are insufficient to repay loan principal and interest on borrowings of the Loan Account.
The resources held in the Subsidy Account consist of donations to the Trust, including transfers of net earnings from PRGF Administered Accounts (formerly ESAF Administered Accounts), SDR 400 million transferred by the IMF from the Special Disbursement Account, net earnings on loans made to the Trust for the Subsidy Account, and the net earnings from investment of Subsidy Account resources.
The resources available in the Subsidy Account are drawn by the trustee to pay the difference, with respect to each interest period, between the interest due from the borrowers under the Trust and the interest due on Loan Account borrowings.
The financial statements are prepared in accordance with International Accounting Standards (IAS), which are issued by the International Accounting Standards Committee. Certain specific accounting principles and disclosure practices are explained further below in line with IAS requirements.
The financial statements are expressed in terms of SDRs. The value of the SDR is based on the proportional amounts of the currencies of the five members having the largest exports of goods and services during the five-year period ending one year before the date of the review of these proportional amounts. The value of the SDR is determined by the IMF each day by summing the values in U.S. dollars, based on market exchange rates, of the basket of these currencies. The IMF reviews the SDR valuation basket every five years. The currencies in the basket as of April 30, 2000 and 1999 and their amounts were as follows:
As of April 30, 2000, one SDR was equal to 1.31921 U.S. dollars (1.35123 U.S. dollars as of April 30, 1999).
The financial statements of the Trust are maintained on the accrual basis; accordingly, income is recognized as it is earned and expenses are recorded as they are incurred.
Cash and cash equivalents include short-term deposits with a maturity of less than ninety days. These deposits are denominated in SDRs or other currencies and are carried at cost not exceeding net realizable value. Interest on these instruments varies and is market-related.
The resources of the Trust are invested pending their use. The Trust invests in debt securities and fixed-term deposits, either directly or by participation in an investment pool. Investments are marked to their market value on the last business day of the accounting period. The valuation of purchases and sales are made on the trade date basis. Investment income comprises interest earned on investments, realized and unrealized gains and losses on investments, and currency valuation differences arising from exchange rate movements against the SDR.
Interest rate risk is managed by limiting the investment portfolio to a weighted-average effective duration that does not exceed three years. Currency risk is minimized by investing in securities denominated in SDRs or in the constituent currencies of the SDR basket. Risk is further minimized by ensuring that the currency composition of the investment portfolio matches, as closely as possible, the currency composition of the SDR basket.
Loans in the Trust are valued at historical cost. Allowances for loan losses would be established if and when the Trust expects to incur a loss; no losses have been incurred in the past, and it is the current expectation that no losses will be incurred in the future.
Foreign currency transactions are recorded at the rate of exchange on the date of the transaction. At the balance sheet date, monetary assets and liabilities denominated in foreign currencies are reported using the closing exchange rates. Exchange differences arising on the settlement of transactions at rates different from those at the originating date of the transaction and unrealized foreign exchange differences on unsettled foreign currency monetary assets and liabilities are included in the determination of net income.
When necessary, comparative figures have been reclassified to conform with changes in the presentation of the current year.
The maturities of the investments are as follows:
The investments consisted of the following:
Resources of the Loan Account are committed to qualifying members for a three-year period, upon approval by the Trustee of a three-year arrangement in support of the member’s macroeconomic and structural adjustment programs. Interest on the outstanding loan balances is currently set at the rate of ½ of 1 percent a year. Scheduled repayments of loans by borrowers are summarized below:
The following summarizes the borrowing agreements concluded as of April 30, 2000:
The Trustee has agreed to hold and invest, on behalf of a lender, principal repayments of Trust borrowing in a suspense account within the Loan Account. Principal repayments will be accumulated until the final maturity of the borrowing, when the full proceeds are to be transferred to the lender. Amounts deposited in this account are invested by the Trustee, and payments of interest to the lender are to be made exclusively from the earnings on the amounts invested.
The Trust borrows on such terms and conditions as agreed between the Trust and the lenders. Interest rates on borrowings at April 30, 2000 and 1999, varied between 3.3 percent and 4.45 percent a year. The principal amounts of the borrowings are repayable in one installment at their maturity dates. Scheduled repayments of borrowings are summarized below:
As of April 30, 2000 and 1999, use of credit in the Trust by the largest users was as follows:
The Trustee accepts contributions for the Subsidy Account on such terms and conditions as agreed between the Trust and the contributor. At April 30, 2000, cumulative contributions received, including transfers from the Special Disbursement Account, amounted to SDR 2,165.4 million (SDR 2,049.6 million at April 30, 1999).
An arrangement is a decision of the IMF that gives a member the assurance that the institution stands ready to provide foreign exchange or SDRs during a specified period and up to a specified amount in accordance with the terms of the decision. At April 30, 2000, undrawn balances under 31 loan arrangements amounted to SDR 2,017.9 million (SDR 2,156.1 million under 35 arrangements at April 30, 1999).
The expenses of conducting the business of the Trust are paid by the General Resources Account of the IMF and reimbursed by the Reserve Account of the Trust through the Special Disbursement Account; corresponding transfers are made from the Reserve Account to the Special Disbursement Account when and to the extent needed. For financial years 2000 and 1999, the Executive Board decided to forgo such reimbursement and to transfer an equivalent amount from the Reserve Account, through the Special Disbursement Account, to the PRGF-HIPC Trust (formerly ESAF-HIPC Trust). The amounts transferred for financial years 2000 and 1999 were SDR 46.1 million and SDR 41.1 million, respectively.
Resources of up to SDR 250 million may be transferred, as needed, from the Reserve Account through the Special Disbursement Account to the PRGF-HIPC Trust to be used to provide grant or loans to eligible members under the HIPC initiative. SDR 23.2 million has been transferred during the year ended April 30, 2000 for this purpose (SDR 20.3 million at April 30, 1999).
The balance sheets, income statements and changes in resources for each of the accounts in the PRGF Trust are presented below:
Combining Balance Sheets as at April 30, 2000 and 1999
(In thousands of SDRs)
Combining Income Statements and Changes in Resources for the years ended April 30, 2000 and 1999
(In thousands of SDRs)
(In thousands of SDRs)
1 Since Structural Adjustment Facility (SAF) loans have been disbursed in connection with PRGF arrangements, the above list includes these loans, as well as loans disbursed to members under SAF arrangements. These loans are held by the Special Disbursement Account, and repayments of all SAF loans are transferred to the PRGF Reserve Account when received.
(In thousands of SDRs)
1 In addition to direct contributions, a number of members also make loans available to the Loan Account on concessional terms. see Schedule 3.
(In thousands of SDRs)
1 The loans under this agreement are made at market-related rates of interest fixed at the time the loan was disbursed.
2 The agreement with France made before the enlargement of PRGF (SDR 800 million) provides that the interest rate shall be 0.5 percent on the first SDR 700 million drawn, and for variable, market-related rates of interest thereafter. The agreement with France made for the enlargement of the PRGF (SDR 750 million) provides that the interest rate shall be 0.5 percent until the cumulative implicit interest subsidy reaches SDR 250 million, and at variable, market-related rates of interest thereafter.
3 The loans under these agreements are made at variable, market-related rates of interest.
4 The agreement expired with an undrawn balance of SDR 3.6 million.
5 The agreement with the OPEC Fund for International Development is for an amount of $50 million.
6 This amount represents principal repayments held and invested on behalf of a lender.
7 In accordance with the agreement with Thailand, outstanding borrowings were repaid at the request of Thailand on January 30, 1998.
8 The interest rate payable on the borrowing from Uruguay is equal to the rate on SDR-denominated deposits less 2.6 percent a year.
(In thousands of SDRs)
1 The Saudi Fund for Development may also provide resources to support arrangements under the PRGF through loans to qualifying members in association with loans under the PRGF. As at April 30, 2000, SDR 49.5 million of such associated loans had been disbursed.
(formerly Enhanced Structural Adjustment Facility Administered Accounts)
(In thousands of SDRs)
The accompanying notes are an integral part of these financial statements.
(In thousands of SDRs)
The accompanying notes are an integral part of these financial statements.
The name of the Enhanced Structural Adjustment Facility Administered Accounts was changed to the Poverty Reduction and Growth Facility Administered Accounts (“the Administered Accounts” or “PRGF Administered Accounts”) on November 22, 1999. At the request of certain member countries, the IMF established administered accounts for the benefit of the Subsidy Account of the Poverty Reduction and Growth Facility Trust (the PRGF Trust, formerly the Enhanced Structural Adjustment Facility Trust). The administered accounts comprise deposits made by contributors. The difference between interest earned by the administered accounts and the interest payable on deposits is transferred to the Subsidy Account of the PRGF Trust.
The Saudi Fund for Development (SFD) Special Account was established at the request of the SFD to provide supplementary financing in association with loans under the Poverty Reduction and Growth Facility (PRGF). The IMF acts as agent of the SFD. Disbursements from the SFD Special Account are made simultaneously with PRGF disbursements. Payments of interest and principal due to the SFD under associated loans are to be transferred to the SFD.
The resources of each administered account are held separately from the assets of all other accounts of, or administered by, the IMF and may not be used to discharge liabilities or to meet losses incurred in the administration of other accounts.
The financial statements are prepared in accordance with International Accounting Standards (IAS), which are issued by the International Accounting Standards Committee. Certain specific accounting principles and disclosure practices are explained further below in line with IAS requirements.
The financial statements are expressed in terms of SDRs. The value of the SDR is based on the proportional amounts of the currencies of the five members having the largest exports of goods and services during the five-year period ending one year before the date of the review of these proportional amounts. The value of the SDR is determined by the IMF each day by summing the values in U.S. dollars, based on market exchange rates, of the basket of these currencies. The IMF reviews the SDR valuation basket every five years. The currencies in the basket as of April 30, 2000 and 1999 and their amounts were as follows:
As of April 30, 2000, one SDR was equal to 1.31921 U.S. dollars (1.35123 U.S. dollars as of April 30, 1999).
The financial statements are maintained on the accrual basis; accordingly, income is recognized as it is earned and expenses are recorded as they are incurred.
Cash and cash equivalents include short-term deposits with a maturity of less than ninety days. These deposits are denominated in SDRs or other currencies and are carried at cost not exceeding net realizable value. Interest on these instruments varies and is market-related.
The resources of the Administered Accounts are invested pending their use. Investments are made in debt securities, either directly or by participation in an investment pool. Investments are marked to market value on the last business day of the accounting period. The valuations of purchases and sales are made on the trade date basis. Investment income comprises interest earned on investments, realized and unrealized gains and losses on investments and currency valuation differences arising from exchange rate movements against the SDR.
Interest rate risk is managed by limiting the investment portfolio to a weighted-average effective duration that does not exceed three years. Currency risk is minimized by investing in securities denominated in SDRs or in the constituent currencies of the SDR basket. Risk is further minimized by ensuring that the currency composition of the investment portfolio matches, as closely as possible, the currency composition of the SDR basket.
Foreign currency transactions are recorded at the rate of exchange on the date of the transaction. At the balance sheet date, monetary assets and liabilities denominated in foreign currencies are reported using the closing exchange rates. Exchange differences arising on the settlement of transactions at rates different from those at the originating date of the transaction and unrealized foreign exchange differences on unsettled foreign currency monetary assets and liabilities are included in the determination of net income.
The difference between the interest earned by the IMF on the amount invested and the interest payable on the deposits of the administered account, net of any cost, is to be transferred to the Subsidy Account of the PRGF Trust.
The expenses of conducting the activities of the administered accounts are incurred and borne by the General Department of the IMF.
When necessary, comparative figures have been reclassified to conform with changes in the presentation of the current year.
The maturities of the administered accounts investments, in debt securities, are as follows:
The Administered Account Austria was established on December 27, 1988 for the administration of resources deposited in the account by the Austrian National Bank. Two deposits (one of SDR 60.0 million made on December 30, 1988 and one of SDR 50.0 million made on August 10, 1995) are to be repaid in ten equal semiannual installments beginning five and a half years after the date of each deposit and ending at the end of the tenth year after the date of each deposit. The deposits bear interest at a rate of ½ of 1 percent a year. The first deposit from Austria has been repaid in full.
The Administered Account Belgium was established on July 27, 1988 for the administration of resources deposited in the account by the National Bank of Belgium. Four deposits (SDR 30.0 million made on July 29, 1988; SDR 35.0 million made on December 30, 1988; SDR 35.0 million made on June 30, 1989; and SDR 80.0 million made on April 29, 1994) have an initial maturity of six months and are renewable by the IMF, on the same basis. The final maturity of each deposit, including renewals, will be ten years from the initial dates of the individual deposits. The deposits bear interest at a rate of ½ of 1 percent a year. In accordance with an addendum to the account, effective on July 24, 1998, the maturities of the first three deposits will be extended by the National Bank of Belgium, for further periods of six months, provided that the total maturity period of each deposit does not exceed five years. The deposits are invested by the IMF and the IMF pays the National Bank of Belgium interest on each deposit at an annual rate of ½ of 1 percent. The difference between the interest paid to the National Bank of Belgium and the interest earned on the deposits (net of any cost to the IMF) is retained in the account and invested, pending further disposition by the National Bank of Belgium.
The Administered Account Botswana was established on July 1, 1994 for the administration of resources deposited in the account by the Bank of Botswana. The deposit, totaling SDR 6.9 million, is to be repaid in one installment ten years after the date of deposit. The deposit bears interest at a rate of 2 percent a year.
The Administered Account Chile was established on October 4, 1994 for the administration of resources deposited in the account by the Banco Central de Chile. The deposit, totaling SDR 15.0 million, was repaid on October 4, 1999.
The Administered Account Greece was established on November 30, 1988 for the administration of resources deposited in the account by the Bank of Greece. Two deposits of SDR 35.0 million each (December 15, 1988 and April 29, 1994) are to be repaid in ten equal semiannual installments beginning five and a half years after the date of deposit and will be completed at the end of the tenth year after the date of the deposits. The deposits bear interest at a rate of ½ of 1 percent a year. The first deposit from Greece has been repaid in full.
The Administered Account Indonesia was established on June 30, 1994 for the administration of resources deposited in the account by the Bank Indonesia. The deposit, totaling SDR 25.0 million, is to be repaid in one installment ten years after the date the deposit was made. The interest payable on the deposit is equivalent to that obtained for the investment of the deposit less 2 percent a year.
The Administered Account Islamic Republic of Iran was established on June 6, 1994 for the administration of resources deposited in the account by the Central Bank of the Islamic Republic of Iran (CBIRI). The CBIRI has made five annual deposits, each of SDR 1.0 million. All of the deposits will be repaid at the end of ten years after the date of the first deposit. Each deposit bears interest at a rate of ½ of 1 percent a year.
The Administered Account Portugal was established on May 16, 1994 for the administration of resources deposited in the account by the Banco de Portugal (BdP). The BdP has agreed to make six annual deposits, each of SDR 2.2 million. Each deposit is to be repaid in five equal annual installments beginning six years after the date of the deposit and will be completed at the end of the tenth year after the date of the deposit. Each deposit bears interest at a rate of ½ of 1 percent a year.
The SFD has provided additional resources to support arrangements under the PRGF. Funds become available under an associated loan after a bilateral agreement between the SFD and the recipient country has been effected. Amounts denominated in SDRs, for disbursement to a recipient country under an associated loan, are placed by the SFD in the Special Account for disbursement by the IMF simultaneously with disbursements under a PRGF arrangement. These loans are repayable in ten equal semiannual installments commencing not later than the end of the first six months of the sixth year and are to be completed at the end of the tenth year after the date of disbursement. Interest on the outstanding balances is currently set at a rate of ½ of 1 percent a year.
The receipts and uses of resources for the Saudi Fund for Development Special Account were as follows:
(In thousands of SDRs)
The accompanying notes are an integral part of these financial statements.
(In thousands of SDRs)
The accompanying notes are an integral part of these financial statements.
The PRGF-HIPC Trust and Related Accounts comprise the PRGF-HIPC Trust Account, the Umbrella Account for HIPC Operations, and the Post-SCA-2 Administered Account. The PRGF-HIPC Trust Account comprises three sub-accounts: the PRGF-HIPC, PRGF and HIPC subaccounts. Separate balance sheets and income statements and changes in resources for each of these accounts are provided in Note 6. Transactions between the above accounts are eliminated on combination in the combined balance sheets and combined income statements and changes in resources.
The name of the Trust for Special ESAF Operations for the Heavily Indebted Poor Countries and for Interim ESAF Subsidy Operations was changed to the Trust for Special PRGF Operations for the Heavily Indebted Poor Countries and for Interim PRGF Subsidy Operations (the PRGF-HIPC Trust) on November 22, 1999. The PRGF-HIPC Trust, for which the IMF is trustee, was established on February 4, 1997 to provide balance of payments assistance to low-income developing members by making grants and loans to eligible members for the purpose of reducing their external debt burden and for interim PRGF subsidy purposes. The resources of the PRGF-HIPC Trust are held separately from the assets of all other accounts of, or administered by, the IMF and may not be used to discharge liabilities or to meet losses incurred in the administration of other accounts.
The operations of the PRGF-HIPC Trust are conducted through the PRGF-HIPC Trust Account and the Umbrella Account for HIPC Operations.
The resources of the PRGF-HIPC Trust Account consist of grant contributions, borrowings, and other types of investments made by contributors, amounts transferred by the IMF from the Special Disbursement Account and the General Resources Account, and net earnings from investment of resources held in the PRGF-HIPC Trust Account.
The PRGF-HIPC subaccount holds resources that could finance either HIPC operations or interim PRGF subsidy operations; the PRGF subaccount holds resources earmarked for interim PRGF subsidy operations, while the HIPC subaccount holds resources earmarked for HIPC operations. PRGF-HIPC subaccount resources used to finance HIPC operations through the HIPC subaccount are repayable to the PRGF-HIPC subaccount and bear interest at a rate equal to the average return on investments in the Special Disbursement Account.
The resources held in the PRGF-HIPC Trust Account are to be used by the Trustee to make grants or loans to eligible members that qualify for assistance under the HIPC Initiative and for subsidizing the interest rate on interim PRGF operations to PRGF-eligible members.
The Umbrella Account for HIPC Operations (“the Umbrella Account”) receives and administers the proceeds of grants or loans made to eligible members that qualify for assistance under the terms of the PRGF-HIPC Trust. Within the Umbrella Account, resources received are administered through the establishment of subaccounts for each eligible member upon the approval of disbursements under the PRGF-HIPC Trust.
The resources of a subaccount of the Umbrella Account consist of (1) amounts disbursed from the PRGF-HIPC Trust Account as grants or loans for the benefit of a member, and (2) net earnings from investment of the resources held in the subaccount.
The resources held in a subaccount of the Umbrella Account are to be used to meet the member’s debt obligations to the IMF in accordance with the schedule agreed upon by the trustee and the member for the use of the proceeds of the PRGF-HIPC Trust disbursements.
The Post-SCA-2 Administered Account, which is administered by the IMF on behalf of members, was established on December 8, 1999 for the temporary administration of resources transferred by members following the termination of the second Special Contingent Account (SCA-2), prior to the final disposition of those resources.
Resources received from a member’s cumulative SCA-2 contributions, together with the member’s pro rata share of investment returns, shall be transferred to the PRGF-HIPC Trust or to the member, in accordance with the member’s instructions. The assets held in the Post-SCA-2 Administered Account are separate from the assets and property of all other accounts of, or administered by, the IMF and may not be used to discharge liabilities or to meet losses incurred in the administration of other accounts.
The financial statements are prepared in accordance with International Accounting Standards (IAS), which are issued by the International Accounting Standards Committee. Certain specific accounting principles and disclosure practices are explained further below in line with IAS requirements.
The financial statements are expressed in terms of SDRs. The value of the SDR is based on the proportional amounts of the currencies of the five members having the largest exports of goods and services during the five-year period ending one year before the date of the review of these proportional amounts. The value of the SDR is determined by the IMF each day by summing the values in U.S. dollars, based on market exchange rates, of the basket of these currencies. The IMF reviews the SDR valuation basket every five years. The currencies in the basket as of April 30, 2000 and 1999 and their amounts were as follows:
As of April 30, 2000, one SDR was equal to 1.31921 U.S. dollars (1.35123 U.S. dollars as of April 30, 1999).
The financial statements are maintained on the accrual basis; accordingly, income is recognized as it is earned and expenses are recorded as they are incurred.
Cash and cash equivalents include short-term deposits with a maturity of less than ninety days. These deposits are denominated in SDRs or other currencies and are carried at cost not exceeding net realizable value. Interest on these instruments varies and is market-related.
The resources of the Trust are invested pending their use. The Trust invests in debt securities, either directly or by participation in an investment pool. Investments are valued at their market value on the last business day of the accounting period. The valuation of purchases and sales is made on the trade date basis. Investment income comprises gains and losses realized during the year from the sale of investments, unrealized gains and losses on investments, and currency valuation differences arising from exchange rate movements against the SDR.
Interest rate risk is managed by limiting the investment portfolio to a weighted-average effective duration that does not exceed three years. Currency risk is minimized by investing in securities denominated in SDRs or in the constituent currencies of the SDR basket. Regular portfolio rebalancing to ensure that the currency composition of the investment portfolio matches, as closely as possible, the currency composition of the SDR basket, further minimizes risk.
Foreign currency transactions are recorded at the rate of exchange on the date of the transaction. At the balance sheet date, monetary assets and liabilities denominated in foreign currencies are reported using the closing exchange rates. Exchange differences arising on the settlement of transactions at rates different from those at the originating date of the transaction and unrealized foreign exchange differences on unsettled foreign currency monetary assets and liabilities are included in the determination of net income.
The expenses of conducting the activities of the Trust and related accounts are incurred and borne by the General Department of the IMF.
When necessary, comparative figures have been reclassified to conform with changes in the presentation of the current year.
The maturities of the investments, in debt securites, are as follows:
The HIPC subaccount has transfers payable to the PRGFHIPC subaccount arising from past disbursements to the Umbrella Account under the HIPC initiative in the amount of SDR 200.7 million, including interest (there was no transfer payable at April 30, 1999). Interest payable between subaccounts is eliminated on combination. At April 30, 2000, there was a transfer due from the General Resources Account amounting to SDR 10.8 million (SDR 13.3 million at April 30, 1999).
The Trust borrows on such terms and conditions as agreed between the Trust and the lenders. Interest rates on borrowings at April 30, 2000 and April 30, 1999 varied between 0 percent and 2 percent a year. The principal amounts of the borrowings are repayable in one installment at their maturity dates. Scheduled repayments of borrowings are summarized below:
The balance sheets and income statements and changes in resources for each of the accounts and subaccounts in the PRGF-HIPC Trust and Related Accounts are presented below:
Combining Balance Sheets as at April 30, 2000 and 1999
(In thousands of SDRs)
1 The Post-SCA-2 Administered Account was established on December 8, 1999.
Combining Income Statements and Changes in Resources for the Years Ended April 30, 2000 and 1999
(In thousands of SDKs)
1 The Post-SCA-2 Administered Account was established on December 8, 1999; the figures presented are for the period December 8, 1999 through April 30, 2000.
2 Interest payable between subaccounts amounting to SDR 6.7 million has been eliminated in the combined totals.
(In thousands of SDRs)
(formerly ESAF-HIPC Trust Account)
(In thousands of SDRs)
(In thousands of SDRs)
1 The principal amounts of all the borrowings are payable in one installment at their maturity dates.
2 The principal amount of the borrowing is for Euro 300 million.
(In thousands of SDRs)
The accompanying notes are an integral part of these financial statements.
The accompanying notes are an integral part of these financial statements.
At the request of members, the IMF has established special purpose accounts to administer contributed resources and to perform financial and technical services consistent with the purposes of the IMF. The assets of each account and each subaccount are separate from the assets of all other accounts of, or administered by, the IMF and are not to be used to discharge liabilities or to meet losses incurred in the administration of other accounts.
At the request of Japan, the IMF established an account on March 3, 1989 to administer resources, made available by Japan or other countries with Japan’s concurrence, that are to be used to assist certain members with overdue obligations to the IMF. The resources of the account are to be disbursed in amounts specified by Japan and to members designated by Japan.
At the request of Japan, the IMF established the Administered Technical Assistance Account—Japan on March 19, 1990 to administer resources contributed by Japan to finance technical assistance to member countries. On July 21, 1997, the account was renamed the Administered Account for Selected Fund Activities—Japan and amended to include the administration of resources contributed by Japan in support of the IMF’s Regional Office for Asia and the Pacific (OAP). The resources of the account designated for technical assistance activities are used with the approval of Japan and include the provision of scholarships. The resources designated for the OAP are used as agreed between Japan and the IMF for certain activities of the IMF with respect to Asia and the Pacific through the OAP. Disbursements can also be made from the account to the General Resources Account to reimburse the IMF for qualifying technical assistance projects and OAP expenses.
The Framework Administered Account for Technical Assistance Activities (“the Framework Account”) was established by the IMF on April 3, 1995 to receive and administer contributed resources that are to be used to finance technical assistance consistent with the purposes of the IMF. The financing of technical assistance activities is implemented through the establishment and operation of subaccounts within the Framework Account. The establishment of a subaccount requires the approval of the Executive Board.
Resources are to be used in accordance with the written understandings between the contributor and the Managing Director. Disbursements can also be made from the Framework Account to the General Resources Account to reimburse the IMF for its costs incurred on behalf of technical assistance activities financed by resources from the Framework Account.
At the request of Japan, this subaccount was established on June 6, 1995 to finance the cost of studies and training of nationals of member countries in macroeconomics and related subjects at selected universities and institutions. The scholarship program focuses primarily on the training of nationals of Asian member countries, including Japan.
At the request of Rwanda, this subaccount was established on December 20, 1995 to finance technical assistance to rehabilitate and strengthen Rwanda’s macroeconomic management capacity.
At the request of Australia, this subaccount was established on June 5, 1996 to finance the cost of studies and training of government and central bank officials in macroeconomic management so as to enable them to contribute to their countries’ achievement of sustainable economic growth and development. The program focuses primarily on the training of nationals of Asian countries.
At the request of Switzerland, this subaccount was established on August 27, 1996 to finance the costs of technical assistance activities of the IMF that consist of policy advice and training in macroeconomic management.
At the request of France, this subaccount was established on September 30, 1996 to cofinance the costs of training in economic fields for nationals of certain member countries.
At the request of Denmark, this subaccount was established on August 25, 1998 to finance the costs of technical assistance activities of the IMF that consist of advising on policy and administrative reforms in the fiscal, monetary, and related statistical fields.
At the request of Australia, this subaccount was established on March 7, 2000 to finance the costs of technical assistance activities of the IMF that consist of advising on the design of policy and administrative reforms in the fiscal, monetary and related statistical fields, as well as to provide training in the formulation and implementation of macroeconomic and financial policies.
At the request of the Netherlands, Sweden, and the United States (“the donor countries”), the IMF established an account on October 27, 1995 to administer resources contributed by the donor countries to provide grants to Rwanda. These grants are to be used for reimbursing the service charge and reducing, to the equivalent of a rate of ½ of 1 percent a year, the rate of the quarterly charges payable by Rwanda on its use of the IMF’s financial resources under the Compensatory and Contingency Financing Facility (CCFF).
The Trust Fund, for which the IMF is trustee, was established in 1976 to provide balance of payments assistance on concessional terms to eligible members that qualify for assistance.
In 1980, the IMF, as trustee, decided that, upon the completion of the final loan disbursements, the Trust Fund would be terminated as of April 30,1981, and after that date, the activities of the Trust Fund have been confined to the conclusion of its affairs. The resources of the Trust Fund are held separately from the assets of all other accounts of, or administered by, the IMF and cannot be used to discharge liabilities or to meet losses incurred in the administration of other IMF accounts.
The Supplementary Financing Facility Subsidy Account (“the Subsidy Account”), which is administered by the IMF, was established in December 1980 to assist low-income developing country members to meet the cost of using resources made available through the IMF’s Supplementary Financing Facility and under the policy on exceptional use. All repurchases due under these policies were scheduled for completion by January 31, 1991, and the final subsidy payments were approved in July 1991. However, two members (Liberia and Sudan), overdue in the payment of charges, remain ineligible to receive previously approved subsidy payments until their overdue charges are settled. Accordingly, the account remains in operation and has retained amounts for payment to these members after the overdue charges are paid.
The resources of the Subsidy Account are held separately from the assets of all other accounts of, or administered by, the IMF and cannot be used to discharge liabilities or to meet losses incurred in the administration of other IMF accounts.
The financial statements are prepared in accordance with International Accounting Standards (LAS), which are issued by the International Accounting Standards Committee. Certain specific accounting principles and disclosure practices are explained further below in line with IAS requirements.
Administered Account Japan, Administered Account for Selected Fund Activities—Japan, and Framework Administered Account for Technical Assistance Activities
The accounts are expressed in U.S. dollars. All transactions and operations of these accounts, including the transfers to and from the accounts, are denominated in U.S. dollars, except for transactions and operations in respect of the OAP, which are denominated in Japanese yen, or transactions in other currencies as agreed between Japan and the IMF. Contributions denominated in other currencies are converted into U.S. dollars upon receipt of the funds.
The financial statements are expressed in terms of SDRs. The value of the SDR is based on the proportional amounts of the currencies of the five members having the largest exports of goods and services during the five-year period ending one year before the date of the review of these proportional amounts. The value of the SDR is determined by the IMF each day by summing the values in U.S. dollars, based on market exchange rates, of the basket of these currencies. The IMF reviews the SDR valuation basket every five years. The currencies in the basket as of April 30, 2000 and 1999 and their amounts were as follows:
As of April 30, 2000, one SDR was equal to 1.31921 U.S. dollars (1.35123 U.S. dollars as of April 30, 1999).
Transfers to and disbursements from the Administered Account for Rwanda are made in U.S. dollars or in other freely usable currencies. Transactions and operations of the accounts are denominated in SDRs. Contributions denominated in other currencies are converted into SDRs upon receipt of the funds.
The accounts are maintained on the accrual basis; accordingly, income is recognized as it is earned, and expenses are recorded as they are incurred.
Cash and cash equivalents include short-term deposits with a maturity of less than ninety days. These deposits are denominated in SDRs or other currencies and are carried at cost not exceeding net realizable value. Interest on these instruments varies and is market-related.
Loans in the Trust Fund are valued at historical cost. Allowances for loan losses would be established if and when the Trust expects to incur a loss; no losses have been incurred in the past, and it is the current expectation that no losses will be incurred in the future.
An overdue member would have to become current in the IMF and in the Trust Fund before access to credit could be restored and consequently no loss is expected on the loans. The member’s resources or other resources would be used to reimburse the Trust Fund.
The recognition of interest income and special charges on the Trust Fund loans outstanding to members with obligations overdue six months or more is being deferred and is recognized as income only when paid, unless the member has remained current in settling charges when due (see Note 4).
Foreign currency transactions are recorded at the rate of exchange on the date of the transaction. At the balance sheet date, monetary assets and liabilities denominated in foreign currencies are reported using the closing exchange rates. Exchange differences arising on the settlement of transaction at rates different from those at the date of the transaction and unrealized foreign exchange differences on unsettled foreign currency monetary assets and liabilities are included in the determination of net income.
The expenses of conducting the activities of the Administered Accounts Established at the Request of Members and the Trust Fund are incurred and borne by the General Department of the IMF. Following the termination of the Trust Fund as of April 30, 1981, residual administrative costs have been absorbed by the General Resources Account of the IMF. To help defray the expenses incurred by the IMF in the administration of the Administered Account for Selected Fund Activities—Japan and the Framework Administered Account for Technical Assistance Activities, reimbursement equal to 13 percent of the expenses financed from the accounts is paid to the IMF from these accounts. For financial years 2000 and 1999, the administrative costs for the Administered Account for Selected Fund Activities—Japan amounted to U.S. dollars 2.4 million and U.S. dollars 2.2 million, respectively, and, for the Framework Administered Account for Technical Assistance Activities, U.S. dollars 0.45 million and U.S. dollars 0.38 million, respectively.
The cumulative contributions and disbursements from these administered accounts are as follows:
1 Disbursements have been made from resources contributed to these accounts, as well as from interest earned on these resources.
When necessary, comparative figures have been reclassified to conform with changes in the presentation of the current year.
Loans were made from the Trust Fund to members that qualified for assistance in accordance with the provisions of the Trust Fund instrument. The final Trust Fund loan installment was due on March 31, 1991. Interest on the outstanding loan balances is charged at the rate of ½ of 1 percent a year, although special charges have been levied on overdue payments of interest and principal since February 1986. Since May 1, 1993, special charges on overdue obligations to the Trust Fund have been suspended for members who are more than six months overdue.
At April 30, 2000 and 1999, three members with obligations to the Trust Fund were six months or more overdue in discharging their obligations to the Trust Fund. The recognition of interest income on the loans outstanding to these members and of special charges due from them is being deferred. At April 30, 2000, total deferred income amounted to SDR 26.8 million (SDR 26.4 million at April 30, 1999). Overdue loan repayments and interest and special charges due from these members were as follows:
The type and duration of the arrears of these members at April 30, 2000 were as follows:
The resources of the Trust Fund held on April 30, 1981 or received thereafter have been used to pay interest and principal when due on loan obligations and to make transfers to the Special Disbursement Account, since the activities of the Trust are limited to the conclusion of its affairs.
Resources of the Supplementary Financing Facility Subsidy Account in excess of the remaining subsidy payments are to be transferred to the Special Disbursement Account. At April 30, 2000 and 1999, subsidy payments totaling SDR 2.2 million had not been made to Liberia and Sudan and were being held pending the payment of overdue charges by these members.
The account can be terminated by the IMF or by Japan. Any remaining resources in the account at termination are to be returned to Japan.
The account can be terminated by the IMF or by Japan. Any resources that may remain in the account at termination, net of accrued liabilities under technical assistance projects or in respect of the OAP, are to be returned to Japan.
The Framework Account or any subaccount thereof may be terminated by the IMF at any time. The termination of the Framework Account shall terminate each subaccount thereof. A subaccount may also be terminated by the contributor of the resources to the subaccount. Termination shall be effective on the date that the IMF or the contributor, as the case may be, receives notice of termination. Any balances, net of the continuing liabilities and commitments under the activities financed, that may remain in a subaccount upon its termination are to be returned to the contributor.
The account can be terminated at any time by the IMF or by unanimous agreement of the donor countries. The account shall, in any case, be terminated by the IMF when Rwanda’s financial obligations to the IMF under the CCFF have been fully discharged or when the resources of the account have been exhausted, whichever is earlier. Any balance in the account at termination shall be transferred to the donor countries, in proportion to their contribution, or to Rwanda, if so instructed.
AsDB | Asian Development Bank |
BCBS | Basel Committee on Banking Supervision |
BIS | Bank for International Settlements |
CCFF | Compensatory and Contingency Financing Facility |
CCL | Contingent Credit Line |
CEMAC | Central African Economic and Monetary Committee |
CFF | Compensatory Financing Facility |
DSBB | Data Standards Bulletin Board |
EBRD | European Bank for Reconstruction and Development |
ECB | European Central Bank |
E C U | European currency unit |
EFF | Extended Fund Facility |
EMS | European Monetary System |
EMU | Economic and Monetary Union |
E R M | Exchange rate mechanism (of the EMS) |
E U | European Union |
ESAF | Enhanced Structural Adjustment Facility |
FSAP | Financial Sector Assessment Program |
FSLC | Financial Sector Liaison Committee |
FSSA | Financial Sector Stability Assessment |
GAB | General Arrangements to Borrow |
GDDS | General Data Dissemination System |
GDP | Gross domestic product |
GNP | Gross national product |
GRA | General Resources Account |
HIPC | Heavily indebted poor country |
IDA | International Development Association |
IFC | International Finance Corporation |
ILO | International Labor Organization |
LIBOR | London interbank offered rate |
NAB | New Arrangements to Borrow |
NPV | Net present value |
ODA | Official development assistance |
OECD | Organization for Economic Cooperation and Development |
PIN | Public Information Notice |
PRGF | Poverty Reduction and Growth Facility |
PRSP | Poverty Reduction Strategy Paper |
SAF | Structural Adjustment Facility |
SCA | Special Contingent Account |
SDA | Special Disbursement Account |
SDDS | Special Data Dissemination Standard |
SDR | Special drawing right |
SRF | Supplemental Reserve Facility |
STF | Systemic Transformation Facility |
T C | Technical Assistance Consultation |
TCAP | Technical Cooperation Action Plan |
U N | United Nations |
UNCTAD | United Nations Conference on Trade and Development |
UNDP | United Nations Development Program |
WAEMU | West African Economic and Monetary Union |
WTO | World Trade Organization |
(i) To promote international monetary cooperation through a permanent institution which provides the machinery for consultation and collaboration on international monetary problems.
(ii) To facilitate the expansion and balanced growth of international trade, and to contribute thereby to the promotion and maintenance of high levels of employment and real income and to the development of the productive resources of all members as primary objectives of economic policy.
(iii) To promote exchange stability, to maintain orderly exchange arrangements among members, and to avoid competitive exchange depreciation.
(iv) To assist in the establishment of a multilateral system of payments in respect of current transactions between members and in the elimination of foreign exchange restrictions which hamper the growth of world trade.
(v) To give confidence to members by making the general resources of the Fund temporarily available to them under adequate safeguards, thus providing them with opportunity to correct maladjustments in their balance of payments without resorting to measures destructive of national or international prosperity.
(vi) In accordance with the above, to shorten the duration and lessen the degree of disequilibrium in the international balances of payments of members.
The Fund shall be guided in all its policies and decisions by the purposes set forth in this Article.
Article I of the IMF’s Articles of Agreement
1 May 1, 1999, to April 30, 2000.
2 As of April 30, 2000, SDR 1 = US$1.31921.
3 PINs are issued, at the request of a member country, following the conclusion of the country’s Article IV consultation. They include an overview of recent economic developments and an assessment of economic policies by the IMF Executive Board.
1 This chapter generally covers developments during the IMF’s financial year (May 1999 through April 2000). References to calendar years are necessary in many instances because of data limitations.
1 One of the two monetary unions in the CFA franc zone (the other being the West African Economic and Monetary Union).
2 Public Information Notices (PINs) are issued, at the option of a member country, following the conclusion of its Article IV consultation. Such releases are aimed at strengthening IMF surveillance over the economic policies of members by increasing the transparency of the IMF’s assessment of these policies.
3 The Stability and Growth Pact, approved by the European Council in June 1997, sought to secure budgetary discipline in member states during the final stage of European Economic and Monetary Union.
1 An internal IMF working group whose purpose was to coordinate research projects within the IMF. Subsequent to the external evaluation, the working group was renamed Working Group on Fund Research; it now gathers and disseminates information on important research planned or under way in the IMF for a new high-level Committee on Research Priorities (See Box 3.1).
2 Policy foundation research develops basic analytical tools and frameworks on which the development and analysis of policy rests. Policy development research draws on policy foundation research to create the broad strategy that guides IMF operations.
1 The G-20 consists of the Group of Seven industrial countries plus 11 major emerging market economies and 2 institutional representatives (European Union and IMF/World Bank).
2 See, for example, the Report of the Group of Twenty-Two Working Group on Transparency and Accountability (October 1998) and the April and September 1999 Interim Committee communiques. More recently, the experimental work on ROSCs has been supported by the recommendation of the Group of Twenty to “undertake the completion of Reports on the Observance of Standards and Codes (’Transparency Reports’) and Financial Sector Assessments” (G-20 Finance Ministers and Central Bank Governors Meeting, Finance Canada Press Release, December 15–16, 1999). Similarly, Western Hemisphere finance ministers have endorsed ongoing work on standards and codes. They encouraged members to undertake Financial Stability Assessment Programs and committed themselves to support and participate in ROSCs (Joint Ministerial Statement, February 3, 2000).
3 Current participants in the work of the TFFS include the World Bank, Bank for International Settlements, Organization for Economic Cooperation and Development, European Central Bank, Eurostat, Paris Club, Commonwealth Secretariat, and United Nations Development Program.
4 The review of country case studies included in-depth studies for Chile, India, and Malaysia, and case studies on the experience with capital controls to limit short-term capital inflows (Brazil, Chile, Colombia, Malaysia, Thailand); selective controls on outflows to reduce exchange rate pressures in the context of financial crises (Malaysia, Spain, Thailand); extensive controls during financial crises (Russia, Venezuela); and issues associated with the liberalization of longstanding and extensive controls (China, India) and with rapid liberalization (Argentina, Kenya, Peru).
5 The term “private sector involvement,” in this context, refers to the participation of private creditors in providing financing for an IMF-supported adjustment program. This can be done in a variety of ways, including through bond exchanges, coordinated rollovers of interbank credit, or the direct provision of new money. In recent discussions on involving the private sector, the term has been used to refer to the broad task of strengthening the international architecture to lessen the incidence and severity of crises involving a sharp withdrawal of private capital.
1 Debt sustainability ratios measure debt in net present value terms: the discounted market value of debt if repaid in one lump sum. Sustainable debt-to-export levels are defined on a case-by-case basis within the relevant target ranges.
2 The PRSP replaces the Policy Framework Paper (PFP) that underpinned reform programs supported by the IMF’s former Enhanced Structural Adjustment Facility.
3 Lomé IV, signed in 1989 and replacing the previous Lomé trade and aid agreements, expired in February 2000. A successor to Lomé IV is to be signed in mid-2000.
4 As an example, only 1 percent of U.S. imports under the GSP originate in Africa, with the main beneficiaries of the system being middle-income countries such as Brazil, Malaysia, the Philippines, and Thailand. For the European Union, the share of African products in EU imports is only 3.5 percent and has been declining.
1 Article I (v) of the IMF’s Articles of Agreement.
2 As of April 30, 2000, SDR 1=US$1.31921.
3 During FY2000, the IMF’s membership remained at 182 countries. The Federal Republic of Yugoslavia (Serbia/Montenegro) has not yet completed arrangements for succession to membership in the IMF following the breakup of the former Socialist Federal Republic of Yugoslavia. The Executive Board decided on December 13, 1999, that the country had until June 14, 2000, to complete such arrangements; on June 13, 2000, this period was extended until December 14, 2000. When these arrangements are completed, the IMF will have 183 members.
4 The panel was chaired by Professor Richard Cooper, Harvard University, and included Joseph L.S. Abbey, Center for Economic Analysis, Accra, Ghana; Montek Singh Ahluwalia, Member, Planning Commission, India; Muhammad Al-Jasser, Vice-Governor, Saudi Arabian Monetary Agency; Professor Horst Siebert, President, Institute of World Economies, Kiel, Germany; Gyorgy Suranyi, President, National Bank of Hungary; Makoto Utsumi, Keio University, Japan; and Roberto Zahler, former President, Central Bank of Chile.
5 Reserve tranche drawings, which represent members’ use of their own IMF-related assets and not use of IMF credit, totaled SDR 66.4 million by 11 members in FY2000, compared with 93 members drawing SDR 2.7 billion in FY1999. In both years, members drawing their newly created reserve tranche positions arising from the payment of their quota increases under the Eleventh Review accounted for the bulk of the drawings.
6 See discussion of progress under the strengthened cooperative strategy for an update on the rights approach.
7 The data in this section include the overdue financial obligations of the Federal Republic of Yugoslavia (Serbia/Montenegro), which has not yet completed arrangements for succession to IMF membership.
8 Prescribed holders of SDRs are the African Development Bank, African Development Fund, Arab Monetary Fund, Asian Development Bank, Bank of Central African States, Bank for International Settlements, Central Bank of West African States, East African Development Bank, Eastern Caribbean Central Bank, International Bank for Reconstruction and Development, International Development Association, International Fund for Agricultural Development, Islamic Development Bank, Latin American Reserve Fund, and Nordic Investment Bank.
9 Specific currency amounts consistent with these weights are fixed on the date on which the decision becomes effective. While these currency amounts remain unchanged for the subsequent five-year period, the actual weights of the respective currencies in the value of the SDR change on a daily basis as a result of changes in exchange rates.
10 IMF support for commercial bank DDSR operations partially financed the upfront cost of these operations, to help members reach agreement with their commercial bank creditors. Set-asides (25 percent of access under IMF arrangements) and additional resources from augmentations (up to 30 percent of quota) could be used for instruments involving either debt or debt-service reduction. The setasides and additional resources could be released once the member had reached an agreement with its commercial bank creditors.
11 Conditionality refers to the explicit commitments that member countries make to implement remedial policy measures in return for IMF financial support. These commitments ensure that the member is pursuing policies that will ameliorate or eliminate its balance of payments problems and that the IMF will be repaid in a timely way so that its limited pool of resources can be lent to others in balance of payments need.
1 The term “technical assistance” as used here includes training provided to country officials such as that organized by the IMF Institute.
2 Eligibility for technical assistance for countries in protracted arrears to the IMF is restricted in the absence of specific approval of the Executive Board, which takes account of a country’s degree of cooperation with the IMF in seeking to redress its arrears difficulties.
3 Technical assistance may also be provided, with the Board’s agreement, to nonmembers and to international organizations.
4 In this connection, a website will be established dealing with technical assistance issues, both as a vehicle for dissemination of information and as a conduit for feedback to the IMF.
5 It will be particularly important to work with the World Bank and the UNDP, to ensure consistency with the Bank’s Comprehensive Development Framework and the UN system’s Country Strategy.
1 Remuneration of the three Deputy Managing Directors consists of salary only.
2 These figures do not apply to the U.S. Executive Director and Alternate Executive Director, who are subject to U.S. congressional salary caps.
1 Official monetary authorities comprise central banks and also currency boards, exchange stabilization funds, and treasuries, to the extent that they perform monetary authorities’ functions.
2 Those foreign exchange reserves that, up to December 31, 1998, were denominated in euro-area former national currencies and private European currency units (ecus).
3 Although the average price of gold was lower in 1999 than in 1998, its price was higher in December 1999 than in December 1998, the relevant periods for the calculations.
1 See Selected Decisions, Twenty-Fourth Issue (June 30, 1999), page 214.
2 Ibid., page 375.
3 Ibid., pages 378–81.
4 Ibid., pages 417–19.
5 Ibid., page 63.
6 Ibid., pages 411–12.
7 Ibid., page 30.
8 Ibid., page 64.
9 Ibid., pages 276–81.
10 Ibid., page 375.
11 Ibid., pages 328–30.
12 Ibid., page 375.
1 In addition to the Bank for International Settlements, the following international and regional organizations and international financial sector groupings were consulted: Basel Committee on Bank Supervision (BCBS), Center for Latin American Monetary Studies (CEMLA), Committee on Payment and Settlement Systems (CPSS), European Central Bank, International Association of Insurance Supervisors (IAIS), International Finance Corporation, International Organization of Securities Commissions (IOSCO), Organization for Economic Cooperation and Development (OECD), and the World Bank.
2 The practices in this area should be consistent with the principles of the International Monetary Fund’s Code of Good Practices on Fiscal Transparency.
3 The principles for transparency procedures listed in this Code, where applicable and adjusted as necessary, apply where a separate public agency has been designated to manage the country’s public debt.
4 Refer to the Annex for definitions of financial agencies and financial policies.