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The following conventions have been used in this Report:
to indicate that data are not available;
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item does not exist;

— between years or months (for example, 1996-97 or January-June) to indicate the
years or months covered, including the beginning and ending years or months;

/ between years or months (for example, 1996/97) to indicate a fiscal
or financial year.

“Billion” means a thousand million; “trillion”” means a thousand billion.

“Basis points” refer to hundredths of 1 percentage point (for example, 25 basis points
are equivalent to 4 of 1 percentage point).

Minor discrepancies between constituent figures and totals are due to rounding.
The 1996/97 financial year began May 1, 1996 and ended April 30, 1997.

All references to dollars are to U.S. dollars unless otherwise noted; as of April 30, 1997,
the SDR/U.S. dollar exchange rate was US$1 = SDR 0.732318, and the
U.S. dollar/SDR exchange rate was SDR 1 = US$1.36553.

During the 1996/97 financial year, Hong Kong was administered by the United King-
dom. It was returned to the People’s Republic of China as of July 1, 1997, and became
a Special Administrative Region of China.

The official name of Zaire was changed to Democratic Republic of the Congo on
May 17, 1997.

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.
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X

BoARD OF GOVERNORS, EXECUTIVE
BoArRD, INTERIM COMMITTEE,
AND DEVELOPMENT COMMITTEE

The Board of Governors, the highest decision-making body of the Fund, 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 cen-
tral bank. All powers of the Fund 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 Fund. 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 Chair-
man. The Board usually meets several times each week. The Executive Board carries out
its work largely on the basis of papers prepared by Fund management and staff. In
1996797, the Board spent more than half of its time on member country matters (Arti-
cle 1V consultations and reviews and approvals of arrangements) and most of its remaining
time on policy issues (such as the world economic outlook, developments in international
capital markets, the Fund’s financial resources, surveillance, data issues, the debt situation,
and issues related to Fund facilities and program design).

The Interim Committee of the Board of Governors on the International Monetary Sys-
tem is an advisory body made up of 24 Fund governors, ministers, or other officials of
comparable rank, representing the same constituencies as in the Fund’s Executive Board.
The Interim 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 advise and report to the Board of Governors on issues regarding the
management and adaptation of the international monetary system, including sudden dis-
turbances that might threaten the international monetary system, and on proposals to
amend the Articles of Agreement.

The Development Committee (the Joint Ministerial Committee of the Boards of Gover-
nors of the Bank and the Fund on the Transfer of Real Resources to Developing Coun-
tries) is composed of 24 members—finance ministers or other officials of comparable
rank—and generally meets at the same time as the Interim Committee. It advises and
reports to the Boards of Governors of the World Bank and the Fund on all aspects of the
transfer of real resources to developing countries.
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LETTER OF TRANSMITTAL

LETTER OF TRANSMITTAL
TO THE BOARD OF GOVERNORS

July 9, 1997

Dear Mr. Chairman:

I have the honor to present to the Board of Governors the Annual Report of the
Executive Board for the financial year ended April 30, 1997, in accordance with
Article XI1, Section 7(a) of the Articles of Agreement of the International Mone-
tary Fund and Section 10 of the Fund’s By-Laws. In accordance with Section 20
of the By-Laws, the administrative and capital budgets of the Fund approved by
the Executive Board for the financial year ending April 30, 1998 are presented in
Appendix IX. The audited financial statements for the year ended April 30, 1997
of the General Department, the SDR Department, accounts administered by the
Fund, and the Staff Retirement Plan and the Supplemental Retirement Benefit
Plan, together with reports of the External Audit Committee thereon, are pre-
sented in Appendix X.

Yours sincerely,

M oA—

Michel Camdessus
Chairman of the Executive Board

Chairman of the Board of Governors
International Monetary Fund
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AGAINST BACKGROUND OF INCREASING
GLOBALIZATION, FUND ACTS TO REVIEW
SURVEILLANCE OPERATIONS, CONSIDER
ADDING CAPITAL ACCOUNT LIBERALIZATION
AS A GoAL, ADDRESS PROBLEMS
OF HEAvILY INDEBTED COUNTRIES

-I_he operations of the International Monetary Fund in 1996/97 took place
against the background of a recovery in world economic growth. This reflected
the progress made by many industrial and developing countries and transition
economies within the context of an increasingly close integration of markets for
goods, services, and capital. The growing economic interdependence of countries
worldwide—known as globalization—presented both new opportunities and new
challenges, accentuating the benefits of good policies and the costs of bad policies.

In light of the challenges posed by growing economic integration, the Fund
acted to review further its surveillance operations, including in the areas of bank-
ing soundness, data dissemination, and good governance; to adapt its financial
instruments and procedures; and to examine the adequacy of its quota resources,
while augmenting its capacity to borrow in special circumstances. In addition, the
Executive Board?! took new steps to address the problems facing the low-income
countries, by endorsing the continuation of Enhanced Structural Adjustment
Facility (ESAF) operations and, in conjunction with the World Bank, developing
an Initiative to help resolve the pressing problems of the heavily indebted poor
countries (HIPCs). In a further significant development, the Interim Committee
of the Fund’s Board of Governors, meeting in April 1997, endorsed the concept
of an amendment to the Articles of Agreement that would make the promotion
of capital account liberalization one of the purposes of the Fund and give the
Fund appropriate jurisdiction over capital movements. The Board also made fur-
ther progress toward an amendment to the Articles to ensure that all members
receive an equitable share of cumulative SDR allocations through a special one-
time allocation of SDRs.

11n this Report, “Board” refers to the Executive Board of the Fund; references to the Board of Governors are
stated fully.
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OVERVIEW

Largely because of the successful policy reforms adopted by many countries—
including a number of countries that had earlier made substantial use of the
Fund’s resources—new financial commitments from the Fund fell from the
exceptionally high levels of the two previous financial years. At the same time, the
Fund continued to provide financial support under a number of major adjust-
ment programs approved earlier for members.

* * *

Surveillance over the exchange rate policies of members, a responsibility at the
core of the Fund’s work, remained a subject high on the Board’s agenda in
1996/97. The Board’s deliberations encompassed several aspects of the subject,
including a number of evolving issues.

= In September 1996 the Board reviewed the broad policy framework for sur-
veillance laid out in the Madrid Declaration on Cooperation to Strengthen the
Global Expansion (Annual Report, 1995, pages 207-208). While it agreed that
the global strategy to sustain and extend economic growth embodied in the dec-
laration remained valid, it recommended that the Interim Committee take
account of the changing needs of the global economy, so as to prepare it to meet
new challenges, and to strengthen members’ policy implementation in several
areas. Later that month, the Interim Committee incorporated these conclusions
in its Declaration on Partnership for Sustainable Global Growth (see Box 3 in
Chapter 4), which set out a broad range of policy principles. The declaration’s
principles emphasized the complementarity and mutually reinforcing roles of
macroeconomic and structural policies, and in particular the need to:

— implement sound macroeconomic policies that consolidate success in
reducing inflation, strengthen fiscal discipline, enhance budgetary trans-
parency, and improve the quality of fiscal adjustment;

— foster financial and exchange rate stability and avoid currency misalignments;

— maintain the impetus toward trade liberalization and current account
convertibility;

— improve the composition of fiscal adjustment, including through the
reduction of unproductive expenditure and the adequate provision for
health and education;

— tackle labor and product market reforms more boldly;

— ensure the soundness of banking systems; and

— promote good governance in all its aspects.

= In March 1997 the Board conducted its biennial review of the underlying
principles and procedures of surveillance. Directors noted the number of initiatives
taken since the Mexican financial crisis to increase the effectiveness of Fund sur-
veillance, especially in detecting emerging financial crises at an early stage. In par-
ticular, they welcomed the increased focus on financial and banking sector issues,
capital account developments, provision of information to the Fund, and the dis-
semination of data to the general public.
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AGAINST BACKGROUND OF GLOBALIZATION, FUND ACTS

= In an effort to enhance transparency, the Board agreed in April 1997 to the
issuance, on a voluntary basis, of Press Information Notices following the conclu-
sion of members’ Article IV consultations with the Fund, for those members
seeking to make the Fund’s views known to the public.

= During the year, the Board twice discussed issues relating to banking sound-
ness in member countries and their implications for the Fund’s surveillance work.
Directors focused on the relations between systemic bank restructuring and
macroeconomic policy, and on the efforts made to develop a framework for
banking soundness. The Board agreed that the Fund should pay more attention
to both these issues—within its surveillance role and in cooperation with other
international institutions and bodies—since it was uniquely placed to alert mem-
bers to weaknesses in their banking systems or regulatory regimes, and to pro-
mote sound banking principles and practices worldwide.

= In a November 1996 review of the provision of information to the Fund by
members, the Board noted that the quality and integrity of data had a major
bearing on the Fund’s ability to conduct effective surveillance. Directors wel-
comed the increased effort to provide comprehensive and candid assessments of
data issues in the context of Article 1V consultations. They suggested that future
consultation reports should identify data deficiencies, address the reasons for
these, and outline the steps necessary to overcome them. They also suggested
that the implementation of the recommendations of technical assistance should
be monitored and any shortcomings noted in staff reports.

= Work continued on the development of standards to guide member coun-
tries in the dissemination of economic and financial statistics to the public.

— In September 1996, the Fund opened the electronic bulletin board for
the Special Data Dissemination Standard (SDDS) to public access on the
Internet’s World Wide Web. This standard is designed to enhance the
availability of timely and comprehensive statistics for members having or
seeking access to capital markets.

— In March 1997, the Board endorsed the framework for the General
Data Dissemination System (GDDS). This system will provide broad
guidance for all members for publishing data that will be less prescriptive
than that for the SDDS.

< At a preliminary discussion of the issue in January 1997, there was a strong
consensus in the Board on the vital importance of good governance for economic
efficiency and growth. Directors emphasized that sound economic performance
depended on the efficient use of public resources, the creation of an environment
conducive to private sector activity, and public support for economic reforms. It
was also recognized that greater transparency in macroeconomic policy could
contribute to private sector confidence in government policies and that external
financing—both official and private—was tied closely to governance issues.
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OVERVIEW

Against the background of the very rapid growth and increased integration of
international capital markets, in early 1997 the Board twice discussed the issue of
capital account convertibility. The Board emphasized that, for the Fund to exer-
cise effective surveillance over international capital flows, which have an increased
importance for the stability of the international monetary system, there should be
an appropriate amendment to the Fund’s Articles. The central role of the Fund in
promoting the orderly liberalization of capital movements was endorsed by the
Interim Committee at its April 1997 meeting, which called on the Board to con-
tinue its work on this topic with a view to making specific recommendations on
key elements of an amendment to the Articles by the Committee’s next meeting
in September 1997.

* * *

The Board gave considerable attention during 1996/97 to two important
means of providing support to the Fund’s poorest members: the continuation of
the ESAF as the centerpiece of the Fund’s support for the poorest of its mem-
bers, and the Initiative to assist the HIPCs.

= The Board endorsed the continuation of the ESAF beyond the year 2000,
when current ESAF resources are expected to be fully committed. There is to be
an interim period of operations from 2001 to 2004, with an expected commit-
ment level of SDR 1 billion a year for which new financing would be mobilized.
This would be followed in 2005, or earlier, by a self-sustained ESAF with com-
mitments of about SDR 0.8 billion a year.

= The key features of the HIPC Initiative were outlined by the Fund’s Man-
aging Director and the President of the World Bank in a report endorsed by the
Interim Committee in September 1996. This Initiative is designed to ensure that
HIPCs with a sound track record of economic adjustment can attain a sustainable
debt situation over the medium term. Subsequently, in proceeding with imple-
mentation, the Board took the following actions.

— In February 1997, it set up the ESAF-HIPC Trust to finance special
ESAF operations in the form of grants, or highly concessional loans, to
countries assisted under the HIPC Initiative and to subsidize the interest
rate on interim ESAF operations.

— In April 1997, it gave its first approval of a country’s eligibility for assis-
tance under the HIPC Initiative in the case of Uganda.

— Also in April 1997, it gave preliminary consideration of HIPC
assistance in the cases of three other countries—Bolivia, Burkina Faso,
and Cote d’lvoire.

The Board’s actions to implement the Fund’s participation in the joint
Fund-World Bank HIPC Initiative were welcomed by the Interim Committee at
its April 1997 meeting. The Committee urged members to work to secure the
resources necessary to complete the funding of the Fund’s participation in the
Initiative as well as of the continuation of ESAF.

* * *
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The Board addressed a number of equity issues regarding the present SDR
system. These derive from the fact that some recent members of the Fund have
never received an allocation of SDRs; other members have not participated in
every SDR allocation; and changes in the relative quotas of members that have
participated in every allocation have led to substantial differences in ratios of
cumulative allocations of SDRs to quotas of individual members. The Board’s
proposal to remedy the situation by a special onetime allocation of SDRs through
an amendment to the Articles was endorsed by the Interim Committee in
September 1996. Thereafter the Board made substantial progress on a proposed
amendment. The Interim Committee in April 1997 requested the Board to final-
ize its work as soon as possible and report to the Committee in September 1997.

During 1996/97, the Fund approved 28 new Stand-By, Extended, and ESAF
arrangements, totaling SDR 5.3 billion (more than $7.1 billion) in new commit-
ments. This represented a moderation in the demand for Fund resources com-
pared with commitments of SDR 19.7 billion (almost $27 billion) in 1995/96
and SDR 16.6 billion (about $23 billion) in 1994/95. Many Fund-supported
arrangements approved in those previous years, however, remained in effect in
1996797, including the three-year Extended Arrangement with Russia totaling
SDR 6.9 billion approved in March 1996, the largest such Extended Arrange-
ment in the history of the Fund. During the year, the Board held monthly
reviews of the Russian economy under this arrangement.

= Altogether, as of April 30, 1997, 60 Fund-supported programs with mem-
ber countries were in effect (14 Stand-By Arrangements, 11 Extended Fund
Facility arrangements, and 35 ESAF arrangements). In addition, in April 1997, a
drawing of SDR 9 million was made by Rwanda under the Fund’s policy of emer-
gency assistance to postconflict countries. Total Fund credit outstanding at the
end of the year was SDR 40.5 billion ($55.3 billion), a slight decline from the
level of SDR 42.0 billion a year previously.

= Members’ drawings from the Fund during the year totaled SDR 5.6 billion,
including purchases of SDR 2.1 billion by Russia under its Extended Arrange-
ment, and sizable purchases by Algeria (SDR 512 million), Argentina
(SDR 321 million), Ukraine (SDR 598 million), and Venezuela (SDR 350
million). Repayments were SDR 7.2 billion, including voluntary advance repur-
chases of SDR 2.6 billion by Mexico and SDR 140 million by Hungary.

= The liquidity ratio—the ratio between the Fund’s uncommitted usable
resources and its liquid liabilities—rose to 121 percent at the end of April 1997,
compared with a level of 90 percent a year earlier. This reflected the more moder-
ate use of Fund financing and an increase in the pool of currencies used by the
Fund to finance members’ purchases.
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Even though Fund credit outstanding declined slightly during the year, it
remained high in historical terms. The Board continued to work on actions to
strengthen the Fund’s resources.

< The Board’s consideration of the Eleventh General Review of Quotas focused
on the size and distribution of an increase in quotas, as well as on the size of ad
hoc increases for countries whose quotas are most out of line with their relative
positions in the world economy.

< InJanuary 1997, the Board adopted a decision on the New Arrangements
to Borrow (NAB), under which the Fund may borrow up to SDR 34 billion when
it needs additional resources to forestall or cope with an impairment of the inter-
national monetary system or to deal with an exceptional situation that poses a
threat to the stability of the system. The NAB will come into force once a set
number of potential participants have adhered to the decision. It will not replace
the existing General Arrangements to Borrow but, if needed, will serve as the
facility of first and principal recourse.

* * *

To broaden Directors’ understanding of the economic problems and policies
in individual member countries, a trial program of group travel by Board members
was initiated in 1996/97. Two separate groups of Directors traveled to three
countries of the Middle East and to three transition economies in eastern Europe
and the former Soviet Union.

* * *

With the challenges posed by increasing globalization and the widespread tran-
sition to market-based economic systems, member countries’ demand for the
Fund’s technical assistance and training services remained strong. The main focus
of assistance was on the monetary and fiscal aspects of macroeconomic manage-
ment, but related areas of statistics, financial law, Fund financial organization and
operations, and information technology were also covered. Total technical assis-
tance by both Fund staff and the assignment of short- and long-term advisors
amounted to 277 person-years in 1996/97, or some 14 percent of the Fund’s
administrative budget.

* * *x

Although its activities have increased markedly in recent years, the Fund’s
medium-term budget strategy, which was endorsed by the Board in January 1997,
reflects a commitment to keeping the authorized staffing level at current or
slightly lower levels and keeping administrative expenses relatively flat in real
terms. In line with this policy, resources are being redeployed to strengthen sur-
veillance and the ongoing work associated with the use of Fund financing. At the
same time, steps have been taken to broaden the scope of the evaluation function
through the establishment at the beginning of the year of the Office of Internal
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Audit and Inspection and the formation of a group of Executive Directors to
coordinate external evaluation. Complementing the long-standing process of
internal review and evaluation, an evaluation of technical assistance provided by
the Monetary and Exchange Affairs Department was completed by outside
experts in early 1996 and reviewed by the Board in May 1996. Also, an external
evaluation of certain issues related to the ESAF was launched, which is being
coordinated by a group of Executive Directors on behalf of the Board; the con-
clusions are to be reported around the end of 1997.

To strengthen relations with member countries in Asia, in March 1997 the
Fund announced the establishment of a new Regional Office for Asia and the
Pacific, located in Tokyo, which was to begin operations in the fall of 1997. As a
further measure to enhance efficiency in the Fund’s relations with its Asian mem-
bers, a single Asia and Pacific Department was established in January 1997,
through amalgamating the former Central Asia and Southeast Asia and Pacific
Departments.

* * *x

The membership of the Fund remained constant at 181 countries during
1996/97. The Republic of Palau applied for membership in late December
1996. The Federal Republic of Yugoslavia (Serbia/Montenegro) has yet to com-
plete arrangements for succession to membership. The Board decided in Decem-
ber 1996 to extend the period within which the country should complete such
arrangements.
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