
The IMF’s evolving role in the international monetary
system is expected to be a main focus of the first

meeting of the International Monetary and Financial
Committee (IMFC), which is to be held in Washington
on April 16. In addition to considering issues in the
reform of the IMF, the IMFC is also expected to review
the continued strengthening of growth in the world
economy and progress in the Initiative for the Heavily
Indebted Poor Countries (HIPC) and the Poverty
Reduction and Growth Facility (PRGF).

The IMFC comprises 24 IMF Governors, ministers,
or others of comparable rank, and is chaired by Gor-
don Brown, U.K. Chancellor of the Exchequer. It was

established at the 1999 Annual Meetings, when the
IMF’s Board of Governors adopted a resolution trans-
forming the Interim Committee into the IMFC (see
IMF Survey, October 11, 1999, page 317).

Following a review of world economic develop-
ments and prospects, the provisional agenda for the
IMFC provides for consideration of a number of
issues related to reforming the role of the IMF in the
global economy. Specifically, these are

• the next steps in the ongoing review of IMF
financial facilities;

• safeguarding the resources of the IMF;
• a review of IMF surveillance

On March 23, the IMF’s Executive Board selected Horst
Köhler as the new Managing Director of the IMF. The

text of Press Release No. 00/21 follows:
The Executive Board of the IMF today agreed unanimously

to select Horst Köhler as Managing Director and Chairman of
the Executive Board of the IMF. Köhler will succeed Michel
Camdessus, who resigned on February 14, 2000.

Köhler, 57, a national of Germany, is currently President
of the European Bank for Reconstruction and Develop-
ment, a post to which he was appointed in September
1998.

Köhler was President of the German Savings Bank Asso-
ciation from 1993 to 1998. From 1990 to 1993, he served as
Germany’s Deputy Minister of Finance, being responsible
for international financial and monetary relations. During
this time, he led negotiations on behalf of the German gov-
ernment on the agreement that became the Maastricht
Treaty on European Economic and Monetary Union, was
closely involved in the process of German unification, and
held the position of 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

International
Monetary Fund
VOLUME 29
NUMBER 7

April 3, 2000

In this issue

97
Horst Köhler
selected IMF
Managing Director

97
Spring meetings
agenda

98
Köhler press
conference

101
Prospects for 
southeast Europe

103
Inflation targeting
seminar

106
Resolving 
nonperforming
assets

109
Mexico credit
approved

110
Mozambique credit
approved

111
FDI flows to India

112
Cooperation
agreement between
IMF, Toronto Centre 

and....

108
Selected IMF rates

109
Recent publications

111
New on the web

97

To succeed Michel Camdessus

IMF Executive Board selects Horst Köhler 
to serve as IMF Managing Director

www.imf.org

(Please turn to the following page)

Focus on IMF reform

International Monetary and Financial Committee
to hold first meeting on April 16 

(Continued on page 100)

Horst Köhler



On March 17, Horst Köhler, then speaking as
nominee for the post of Managing Director of

the IMF, met with the press. Following are edited
excerpts of that press conference. The full text is avail-
able on the IMF’s website (www.imf.org).

KÖHLER: I have come to
Washington to intro-
duce myself to the
Executive Directors of
the IMF. Yesterday, I also
met with Stanley
Fischer, the Acting
Managing Director, and
I had a talk with the
U.S. Secretary of the
Treasury, Larry
Summers. It is now
important for me to lis-

ten carefully before making any specific statements on
the role of the IMF, to listen to the IMF shareholders
and its staff, but also to outside experts.

I do think that in a globalized world, the IMF, with
its universal membership, is a cornerstone for pro-
moting growth and stability. I am fascinated by the
expertise of the IMF, its staff, and management. I do
think that with regard to the future work of the IMF,
the focus should be even more on crisis prevention,
and we should make the best use of the strengths of
this institution. It also remains important to combine
financing with adjustment and to stay engaged in all
member countries.

QUESTION: You have dealt with Russian President
[Vladimir] Putin when you were at the EBRD
[European Bank for Reconstruction and Develop-
ment]. Do you feel you can deal with him now at the
IMF? And what is ahead for Russia and the IMF?
KÖHLER: Indeed, I met and talked to Mr. Putin in
December last year. We had a very frank exchange of
views. I noted that the reform process in Russia is not
strong enough and that is the main cause of the diffi-
culties in Russia. Mr. Putin clearly admitted this was
right. And he said that in his view Russia needs to
have a strong state.

I confirmed that was right in terms of bringing
more predictability to this state and country. But at
the end, we will have to wait on concrete deeds and
not just listen to words, because deeds count. But I
would think that we should give Mr. Putin the benefit
of the doubt and work together, and I am open to a
constructive dialogue with him.

QUESTION: The IMF, as you are probably aware, is
viewed in some parts of this country as the devil
incarnate. In the U.S. Congress and elsewhere, there’s
been a lot of criticism of the IMF. How would you
plan to address that and what directions would you
see as priorities?
KÖHLER: Well, first, we should all know—management
and shareholders—about the direction of changes or
reforms in the IMF. Second, I am fully committed to
an open discussion and dialogue with the U.S.
Congress. We are meeting in a discussion about
reforms. I have a good feeling that out of all these con-
tributions and comments it will be possible to sort out
structures and conclusions that will strengthen the
IMF to do a good job in the future.

QUESTION: Could you tell us a little bit more about
your conversation yesterday with Mr. Fischer and
whether you obtained assurances that he will stay on
for the short or the long term?
KÖHLER: We had, indeed, very good and long discus-
sions. I appreciate very much Stanley Fischer’s intellec-
tual brilliance and his experience in working and guid-
ing the IMF. I clearly told him that I would be inter-
ested that he stay, and he at the same time told me that
he would like to stay. I am sure that he and I will work
together very closely for some time.

QUESTION: Mr. Köhler, the process that led to your
selection as the next Managing Director has come
under heavy criticism—in part because developing
countries felt left out, in part because it gave new
ammunition to the IMF’s critics, and in part because
it was probably unfair to some people involved. As the
IMF’s new leader, would you recommend that the
process of selection of the Managing Director be
reviewed, discussed, and changed?
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Washington press conference

Köhler addresses range of issues facing IMF,
strategy for global economic reform 

Houston (1990), London (1991), Munich (1992), and
Tokyo (1993).

Köhler earned a doctorate in economics and politi-
cal science from the University of Tübingen, 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.

He is married to Eva Köhler and has two children.

Köhler: “I do think
that in a globalized
world, the IMF,
with its universal
membership, is a
cornerstone for
promoting growth
and stability.” 



KÖHLER: I agree that this process was really not the
best and I have no hesitation in saying that it should
be reviewed and improved.

QUESTION: Could you talk a little bit about your meeting
with U.S. Secretary of the Treasury Larry Summers and
what was discussed? The United States finally came out in
support of your nomination but at first it didn’t seem
wholehearted. Did that come up at all?
KÖHLER: Well, before I met with Larry here in
Washington, he called and told me that he would look
forward to working with me. Here in Washington, we
reviewed the work of the IMF and had an exchange of
views about reform priorities. We agreed on most of
these items. Of course, we couldn’t touch on everything
in detail, but the talk was in substance very friendly. I
know Larry Summers from one year of cooperation in
1993. He knows my working style is open, speaking can-
didly, but our experience is that it is the best way to find
the best solution. I am really looking forward to working
together with Larry Summers in more concrete terms.

QUESTION: You had said you wanted to focus more on
crisis prevention and would like to see the IMF focus
more on crisis prevention. How is the IMF preventing
crises today?
KÖHLER: Well, many items come into this. The most
important axis for crisis prevention activities is the
surveillance activity of the IMF’s Executive Board.
And surveillance operates in two ways. First, macro-
economic stability surveillance gives advice to coun-
tries. But, second, structural issues underpin macro-
economic stability and sustained growth. And the
work done, or in the process of being done, in the
Financial Stability Forum is very important for bring-
ing this critical discussion about the international
financial architecture to very concrete conclusions.
Here I would think is the main priority for the IMF to
enhance its activities for crisis prevention.

QUESTION: Will you be in office for the [April 16]
spring meeting [of the International Monetary and
Financial Committee]? 
KÖHLER: I must say that the time between when I first
talked to German Chancellor [Gerhard] Schroeder
and today is less than two weeks. I have not yet even
had a chance to organize my work in the EBRD.
Going to Washington after the election is, of course,
fascinating and challenging, but I would also go to
Washington with a bit of a sadness, because the EBRD
is a good and efficient institution. I don’t want to give
the staff of the EBRD the impression that this repre-
sents a downgrading of their institution. So I am very
interested in organizing an orderly transition, and I
am urging shareholders of the EBRD to decide very
rapidly on my possible successor.

QUESTION: Would you support the cancellation of
debts owed to the IMF by developing countries as was
advocated last week in the Meltzer Commission?
KÖHLER: I don’t want to go into details today, but I can
address a point of principle. Debt reduction, or debt
relief, is and can and should be an element of a global

strategy to secure global growth and fight poverty. But
debt relief or debt reduction without growth, macro-
economic stability, and structural reforms makes no
sense. It has to be combined with reforms and with
macroeconomic stability.

QUESTION: There is a discussion going on about how
the IMF should use the information it gathers during
the surveillance process. Some say that this is privi-
leged information that should be communicated
directly from the IMF to governments. Others say that
perhaps the market should be used to bring influence
to bear on governments via the IMF making this
information more public. How much information
should the IMF provide to the public and to the pri-
vate market?
KÖHLER: The IMF should release information that
enables markets and the public to better judge a coun-
try, its economy, and its problems. There is an area of
information that has to be confidentially treated—for
instance, in the context of private involvement—
because these people want to keep their information.
But, in principle, more disclosure of information and
of IMF policy and IMF activities and approaches is
the right direction to go at the beginning of this
century.

QUESTION: How are you going to approach the issue of
developing countries in terms of their role in the
global economy and their place in organizations like
the IMF and the World Bank? How will you consult
with and involve them in your new role?
KÖHLER: We are so often—and even maybe too often—
talking about globalization. But if we are serious about
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Köhler: “In principle,
more disclosure of
information and of
IMF policy and IMF
activities and
approaches is the
right direction to go
at the beginning of
this century.”



and the links between surveil-
lance and international standards and codes of con-

duct. This will take place against the background
of the IMF Executive Board’s biennial review of
surveillance; its progress reports on standards
and codes of good practice; its discussion of the
lessons from the pilot exercise in the Financial
Sector Assessment Program and the next steps in
this area; and its review of the IMF’s data stan-
dards initiative; and

• work toward a framework for securing pri-
vate sector involvement in the prevention and
resolution of financial crises.

The IMFC is also scheduled to review
progress on the HIPC Initiative and poverty
reduction and growth strategies.

As a basis for discussion of much of its
agenda, the IMFC is expected to receive a report
from the IMF management on progress on a
wide range of issues in strengthening the archi-
tecture of the international financial system.
Other issues that ministers may discuss include
the progress in implementing the Special Data
Dissemination Standard and the General Data
Dissemination System; issues of reserves and
debt management; initiatives toward greater
transparency; exchange rate regimes; and the
external evaluation of IMF activities.

The IMFC’s discussions will take place against
the background of the IMF staff ’s latest review

and projections for the global economy in the World
Economic Outlook. The World Economic Outlook will be
released on the IMF website on April 12, when it will
also be discussed at a press conference by Michael
Mussa, Economic Counsellor and Director of the
IMF’s Research Department.

Following the conclusion of the IMFC’s meeting
on April 16, Chairman Brown and the IMF’s manage-
ment are scheduled to hold a press conference at
which the Committee’s communiqué will be released.

A number of ancillary meetings will take place in con-
nection with the IMFC. The Group of 24 ministers, rep-
resenting the developing member countries of the IMF,
is to meet on April 15, with Germán Suárez, Governor of
the Central Bank of Peru, in the chair. A press conference
will be held following the meeting. The finance ministers
and central bank governors of the Group of 10 will meet
on April 16 prior to the IMFC meeting.

Following the IMFC meeting, on April 17, the Joint
IMF–World Bank Development Committee will meet.
The Committee, formally known as the Joint 
Bank-Fund Committee on the Transfer of Real
Resources to Developing Countries, will be chaired by
Tarrin Nimmanahaeminda, Finance Minister of Thai-
land. The Committee is expected to discuss trade and
development issues and steps toward intensifying
action against HIV/AIDS. The Committee is to receive
an IMF–World Bank progress report on implementing
poverty reduction strategy papers and the HIPC Initia-
tive. It will also receive a report on the conclusions of
the World Bank–Commonwealth Task Force on Small
States and an update on the World Bank’s financial
capacity. Chairman Nimmanahaeminda and James
Wolfensohn, President of the World Bank, will hold a
joint press conference following the meeting.
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Agenda for April committee meetings
(Continued from front page)

globalization, we must understand that the developing
countries are part of this globalized world. We are really
one world. I not only met with the full group of IMF
Executive Directors yesterday, I also met with the Ex-
ecutive Directors for the constituencies of the develop-
ing countries. We have to give more attention to devel-
oping countries to find strategies that are sustainable.

QUESTION: There are probably going to be very large
protests during the spring meetings. How will you
approach public skepticism about the IMF’s inten-
tions and its abilities?
KÖHLER: My intention is to have more open dialogue
with the public and with NGOs [nongovernmental
organizations]. It is our obligation to explain IMF policy
and activities better maybe than we have done in the

past. And we have to have a dialogue. But I also hope we
are not embarking on a process where dialogue with the
NGOs is weakening the democratic institutions in our
societies and countries. There has to be a process of
openness, more public disclosure, and more attention to
these concerns and contributions to the discussion, but
there must also be an awareness that our institutions
have been given responsibility by elected officials, and
this should not be weakened.

QUESTION: What would you do to prevent the misuse
of IMF funds?
KÖHLER: Experience reveals the need to be even more
careful, and if something happens, to draw conclu-
sions and to organize our own work so that it will not
be repeated.

Gordon Brown, 
Chairman of the IMFC.

Tarrin
Nimmanahaeminda,
Chairman of the
Development
Committee. The next issue of the IMF Survey will be dated April 24

and will provide full coverage of the IMFC and the

Development Committee meetings.
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IMF staff are projecting a resumption of
growth in southeast Europe in 2000. GDP

for the region is estimated to have con-
tracted slightly in 1999, in part because of
the Kosovo crisis but more so because of
underlying macroeconomic and structural
problems in the two largest economies,
Romania and Croatia. Nevertheless, gener-
ally prudent macroeconomic management
in most countries has provided a stable
environment in which economic growth
should rebound quite strongly in 2000 (see
upper table). On average, Romania and
Croatia are projected to continue to grow
more slowly than the smaller countries in
the region, but for both countries, growth is
projected to firm during the year. In all
countries, the sustainability of growth will
depend on further progress in addressing
macroeconomic imbalances and imple-
menting structural reforms.

Inflation is now low in all of the coun-
tries of the region except Romania, where it
is still over 50 percent. The Romanian gov-
ernment aims to reduce inflation to 27 per-
cent by end-2000. Elsewhere, monetary and
fiscal policies are generally consistent with
maintaining low inflation.

External financing 
Almost all countries in the region recorded
better-than-expected external positions in
1999, with Bosnia and Herzegovina,
Croatia, former Yugoslav Republic (FYR) of
Macedonia, and Romania (see lower table)
achieving significant reductions in their
current account deficits. But even with con-
tinuing adjustment efforts in most coun-
tries, official balance of payments financing
needs, including grants, are projected to be
about $2.3 billion for the region in 2000.
Financing for all but about $300 million of
these needs has been provisionally identi-
fied—assuming the disbursement of sizable
assistance committed, but not used, in 1999,
and $400 million in net purchases in 2000 under exist-
ing IMF programs. Greater official balance of pay-
ments financing could still be used to support
stronger adjustment and reform programs.

Project (as distinct from balance of payments)
financing by official creditors is provisionally pro-

jected to amount to about $2 billion in 2000, similar
to estimated disbursals in 1998 and 1999 (see lower
table). However, the amount could go higher follow-
ing commitments from donors at a conference in
Brussels, March 29–30, to finance a number of
selected quick-start regional projects.

IMF relations with region

Prospects for recovery improve in southeast Europe;
countries record stronger external positions

Southeast Europe: growth and inflation

Southeast Europe: external current account and financing needs

1999 2000
1998 Estimated Projected

(percent of GDP)

Current account balances
Albania –6.0 –8.5 –8.6
Bosnia and Herzegovina –26.8 –17.4 –16.6
Bulgaria –0.5 –5.2 –4.0
Croatia –7.1 –6.4 –5.0
FYR Macedonia –8.8 –4.0 –9.1
Romania –7.2 –3.8 –3.9
Average, weighted by countries’ GDP –7.1 –5.7 –5.5

(billion U.S. dollars)

Required regional financing from
official creditors 3.2 3.4 4.4

Project financing by official creditors1 2.0 1.9 2.1
Balance of payments and/or budget support2 1.2 1.5 2.3

Identified 1.2 1.5 2.0
Unidentified 0.0 0.0 0.3

Memorandum item
IMF financing, net3 0.0 0.1 0.4

1For 2000, based on existing commitments and expected disbursements.
2Includes nonproject official grants and humanitarian aid.
3For 2000, based on existing programs.

Data: Country authorities and IMF staff estimates

1999 2000
1998 Preliminary Projected

(percent)

Real GDP growth
Albania 8.0 8.0 8.0
Bosnia and Herzegovina 12.4 10.0 15.0
Bulgaria 3.5 2.5 4.0
Croatia 2.5 –1.0 2.5
FYR of Macedonia 2.9 2.7 6.0
Romania –5.4 –3.2 1.3

Average (weighted by countries’ GDP) –0.5 –0.2 3.5

(percent; end of period)

Inflation 
Albania 8.7 –1.0 3.0
Bosnia and Herzegovina 10.0 5.0 3.0
Bulgaria 1.0 6.2 3.5
Croatia 5.4 5.0 3.5
FYR Macedonia –3.1 2.4 1.0
Romania 40.6 54.8 27.0

Average (weighted by countries’ GDP) 21.7 26.5 13.7

Data: Country authorities and IMF staff estimates
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IMF relations with the region 
• Albania is in the second year of a three-year pro-

gram supported by an arrangement under the Poverty
Reduction and Growth Facility (PRGF). The program is
on track. The macroeconomic strategy emphasizes fiscal
consolidation through strengthening tax revenues, and
the structural reform priorities are bank and enterprise
privatization. In March, an IMF mission conducted the
final review of the second-year arrangement and dis-

cussed policies for a
third-year program.
The authorities are
preparing an interim
poverty reduction
strategy paper that
will set out their
plans to reduce
poverty in Albania.

• Bosnia and
Herzegovina has had
a Stand-By Arrange-
ment with the IMF
since May 1998. At
the end of March,

the second and third reviews of the arrangement were
completed, and the arrangement was extended to
March 2001. Macroeconomic stabilization continues
to rely on a successful currency board arrangement as
well as on fiscal adjustment. Progress in the structural
area has been hesitant, however, and an acceleration of
reforms, particularly in enterprise privatization, will be
key to maintaining broad-based and rapid growth.

• In Bulgaria, an Extended Fund Facility arrange-
ment is on track, with the third program review com-
pleted at the end of March 2000. It is supporting an
adjustment and reform program designed to run
from July 1998 to June 2001. The authorities remain
fully committed to their currency board arrangement,
which is underpinned by prudent fiscal and incomes
policies and has provided the impetus for wide-
ranging structural reform. Economic activity is also
strengthening. IMF staff have reached understandings
with the authorities on policies for 2000.

• Croatia’s inoperative Extended Fund Facility
arrangement expired in March 2000. The authorities
have requested discussions on a Stand-By Arrangement.
A program in support of a Stand-By Arrangement
would be expected to include, among other things, res-
olute fiscal retrenchment and structural reforms—
notably, further privatization and restructuring of the
health care and pension systems. If there were early
agreement on a program, a 12- or 18-month Stand-By
Arrangement could be in place by midyear.

• In FYR Macedonia, the IMF does not currently have
an active program. Progress in discussions on a three-
year program, supported by a mix of funding from the
PRGF and the IMF’s General Resources Account, will
require the authorities’ strong commitment to structural
reforms—particularly to enterprise privatization.

• Romania’s Stand-By Arrangement, approved in
August 1999, focuses on continued fiscal consolidation
and the restructuring and privatization of banks and
enterprises. Performance under the arrangement has
generally been good, although completion of the review,
originally due by late October 1999, has been consider-
ably delayed, most recently by the need to agree on a
program for 2000. At the end of March, the IMF’s Exec-
utive Board approved a two-month technical extension
of the arrangement—which was due to expire—to pro-
vide time to complete the review and reach agreement
on a further extension of it to the end of February 2001.

• Under the terms of United Nations (UN) Secu-
rity Council Resolution No.1244, IMF staff are con-
tinuing to provide technical assistance to the interim
UN administration in Kosovo, albeit on a diminished
scale now that budgetary and payments systems are
successfully in place. IMF staff are also monitoring
budgetary policies and developments. The IMF does
not have regular relations with Kosovo, which is a
province of the Federal Republic of Yugoslavia, a 
nonmember country.

Robert Corker
European I Department

Adriatic
Sea

Aegean
Sea

Black
Sea

Romania

Albania

Croatia

Bulgaria

FYR
Macedonia

Bosnia and
Herzegovina

Kosovo

Fed. Rep.
of

Yugoslavia

Note: Kosovo is a province of the Federal
Republic of Yugoslavia, which is not a
member of the IMF.

The full text of the IMF report on southeast Europe is available
on the IMF’s website (www.imf.org).

IMF invites comments on textbook on
national accounts compilation

There has been increasing interest in the compilation of

quarterly national accounts in many countries for economic

monitoring and analysis. Based on training seminars and

technical assistance provided by the IMF in several coun-

tries, a draft textbook on quarterly national accounts has

been prepared. The underlying concepts are the same as the

annual accounts and follow the System of National Accounts

1993; however, a number of practical and theoretical issues

become more prominent in quarterly compilation. The text-

book has been designed for national accounts compilers

who have experience in annual compilation and wish to

develop quarterly estimates, as well as those already working

on quarterly estimates who wish to consider improvements

to existing systems.

The IMF is inviting comments on the draft textbook to

be made by June 21, 2000. The textbook would be finalized

shortly thereafter. Comments on the draft are most wel-

come. They may be sent by e-mail (qna@imf.org) or fac-

simile (1-202-623-6028). Further information is also avail-

able on the IMF’s website (www.imf.org).
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“The IMF is not becoming a missionary for infla-
tion targeting,” IMF Acting Managing Director

Stanley Fischer assured his listeners as he opened a
seminar on implementing inflation targets sponsored
by the IMF Institute on March 21–22. Rather, he said,
the purpose of the seminar was to discuss, in a neutral
way, the merits and difficulties of inflation targeting—
that is, when a country’s policymakers aim, as a goal of
monetary policy, for an explicit inflation rate (for a
related story, see IMF Survey, February 7, page 37).
Fischer reviewed inflation targeting and mentioned a
number of issues that arise when countries contem-
plate adopting such a framework.

Overview
Typically, high inflation is viewed as the problem. The
countries that adopted inflation targeting started with
a level of inflation higher than they felt was desirable.
Fischer noted that these countries were generally suc-
cessful in achieving their targets, as evidenced in a
decline in inflation during the 1990s. The flip side of
the problem is what countries should do when infla-
tion is already low, as it is in Japan. How should a
country with low inflation set the target range? Fischer
noted that undershooting the target was also bad,
because the monetary authorities were obliged to take
steps to bring inflation back up or risk losing credibil-
ity with the public.

Other questions that arise, Fischer said, are whether
the target should be a specific number or a range; what
measure of inflation should be targeted—for example,
the growth of the consumer price index versus a nar-
rower price measure, or even an expectation of future
inflation; and what the trade-offs are between inflation,
on the one hand, and output, the exchange rate, and
the current account, on the other. He also noted that
although there is a trend toward implementing infla-
tion targeting, the choice of this framework does not
mean that the central bank should ignore other issues.
The ultimate goal of monetary policy, Fischer said,
should be the same in all countries—industrial, devel-
oping, and emerging market economies: a well-func-
tioning, growing economy with stable prices.

Theoretical issues
The first two sessions of the seminar dealt with con-
ceptual issues, both theoretical and empirical. In the
context of a long-standing debate about whether mon-
etary policy should be discretionary (flexible) or based
on rules, Bennett McCallum analyzed several explicit
rules for monetary policy. He found, for example, that

whether these rules targeted the interest rate or a mon-
etary aggregate (that is, a measure of the money sup-
ply), they would have implied a tighter monetary pol-
icy for the United States during the 1970s than was
actually implemented. McCallum noted that discretion
would never be eliminated from monetary policy.
Nonetheless, he favored systematizing monetary policy
as much as possible through rules rather than allowing
policymakers complete discretion.

Lars Svensson explored how monetary policy
should be conducted in countries that have already
achieved price stability (low, stable inflation), which
many countries succeeded in doing during the 1990s.
He advocated forecast targeting (that is, targeting the
central bank’s actual inflation forecast, which differs
from private inflation expectations because it benefits
from policy input), rather than either adhering to a
simple instrument rule or targeting a monetary aggre-
gate, as the best way to maintain price stability. In
advocating discretion by policymakers, he felt that
commitment to fixed rules was neither a desirable nor
a practical way to maintain price stability.

For several decades, high inflation was the primary
threat to monetary stability in the world, Svensson
stated. Now, however, sustained low inflation has
introduced a different risk—that falling prices may
push countries into an economic decline. One way
countries can prevent inflation rates from becoming
too low is through inflation targeting, which he viewed
as a form of constrained discretion. Commitment to a
target is important, even when policy decisions are
made with discretion, he concluded.

Country studies
In the remaining sessions of the seminar, the inflation
targeting experiences of Canada, New Zealand, the

IMF Institute seminar

Participants agree on value of inflation targets as
tool to promote medium-term price stability

Acting Managing Director Stanley Fischer (left) consults
with Mohsin Khan, Director of the IMF Institute.

Bennett McCallum
Carnegie-Mellon

University

Lars Svensson
Stockholm University
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United Kingdom, Israel, Mexico, and Brazil were dis-
cussed by representatives from these countries’ central
banks.

Canada. Charles Freedman focused his presenta-
tion on the reasons Canada adopted inflation target-
ing, how well the framework succeeded, and some
lessons that Canada had learned. Countries that turn
to inflation targeting generally share a number of
characteristics, he said, including a history of high
inflation, a floating exchange rate (whether voluntary
or forced), and no other anchor for monetary policy.
Canada fitted this description when it adopted an
inflation targeting framework in February 1991,
becoming only the second country in the world after
New Zealand to do so.

In the mid-1970s, Canada targeted monetary
aggregates, which worked until inflationary pressures
emerged in the 1980s. In 1988, with a long-term goal
of establishing credibility and lowering inflation, the
authorities announced that monetary policy would
center on price stability. Then, in February 1991, the
government and the Bank of Canada together
announced an inflation target of 3 percent a year,
which they hoped to achieve over 22 months. The
joint announcement, the choice of the consumer
price index (CPI) as the measure of inflation, and the
commitment to a gradual reduction all enhanced
credibility and made success more likely, according to
Freedman.

Canada’s experience with inflation targeting was
very positive, Freedman said, and along the way,
Canada learned a number of lessons:

• The goal should be a well-functioning economy,
not low inflation in itself.

• It is a good idea to focus on an inflation forecast.
• Transparency is important for the success of the

inflation targeting framework.
New Zealand. New Zealand is the world’s inflation

targeting veteran, having instituted this framework in
1989, David Archer said in discussing his country’s
choices. He noted, first, that New Zealand adopted
inflation targeting more by default than by design, as
the Reserve Bank, contemplating reform, adopted the
public sector’s recipe for its own reform—namely,
choosing a clear, specific objective; designating the
authority to manage it; and holding that authority
accountable for meeting the objective. Inflation tar-
geting, Archer said, emerged as the “least bad of the
alternatives available.”

New Zealand’s version of inflation targeting has
four features, Archer explained: choice of a single
medium-term objective for monetary policy; empha-
sis on achieving the objective directly rather than
indirectly through an intermediate target; an institu-
tional structure that specifies the roles and responsi-
bilities of the two main actors—the central bank and

the government; and transparency in setting and
implementing its goals.

How successful has New Zealand been in achieving
price stability? Archer noted that it went from having
the worst inflation record in the Organization for
Economic Cooperation and Development before
adopting inflation targeting to having the best.

United Kingdom. The number of countries that
implement inflation targeting—primarily industrial
countries—has grown to double digits over the past
10 years, evidence of how it has increased in impor-
tance as a framework for monetary policy. Andrew
Haldane considered some issues related to the design
of an inflation targeting regime through the lens of
the United Kingdom’s experience. He recognized that
no one framework can meet all countries’ needs, but
suggested that all monetary regimes would benefit
from the “ghostbusting” feature of the U.K. regime.
This means, he explained, that countries’ monetary
authorities must be proactive in setting monetary
policy to offset incipient inflationary pressures—the
“ghosts”—which will be invisible to the public but
which the central bank must detect and exorcise by
taking policy measures in good time.

Haldane addressed the institutional framework for
monetary policy; target specification; dealing with
lags in the transmission of monetary policy, as well as
with inflation uncertainties, output objectives (in par-
ticular following supply shocks), and the exchange
rate; and the transparency of monetary policy. Finally,
Haldane noted that inflation targeting, because of its
flexibility, transparency, and clarity, may be well suited
to emerging market economies.

Israel. When Israel adopted inflation targeting in
1991–92, it started with a history of astronomical infla-
tion—500 percent a year in the mid-1980s—but with-
out a consensus that high inflation was bad. Therefore,
Leo Leiderman said, monetary policy under inflation
targeting was not fully credible. It fell to the central
bank to persuade the public and politicians that infla-
tion was bad and had to be reduced. In the time it took
the central bank to establish credibility, it was obliged
to take a strong, uncompromising stance in conducting
monetary policy. As it gains credibility, Leiderman said,
the central bank will be able to relax its conservative
position and target inflation more flexibly.

Israel, like Brazil, but unlike Canada, New Zealand,
and the United Kingdom, had fiscal imbalances that
made inflation targeting more difficult. Another dif-
ference is that, because of Israel’s large public sector,
which includes the defense industry, wage policy is
very important.

Mexico. Since experiencing a currency and financial
crisis in 1994–95, Mexico’s monetary policy has
evolved. While it is not formally implementing infla-
tion targeting, it is moving in that direction, according
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to Alejandro Werner. With the devaluation of the peso
in December 1994, inflation rose, the Bank of Mexico
lost credibility, and in 1995 the country adopted inter-
mediate targets for monetary policy. Since 1996, the
Bank of Mexico has had an annual inflation objective,
which is decided jointly with the federal government.
During the first year of this new monetary policy,
Werner said, Mexico was hit by severe shocks—includ-
ing huge movements in the exchange rate, increases in
public sector prices, and wage negotiations that were
inconsistent with the central bank’s inflation objectives.

Since 1998, Werner said, Mexico’s monetary policy
has been more proactive and preventive, qualities that
increase its credibility. Its goals are to lower inflation
gradually and to offset inflationary shocks over time to
lead to sustainable stabilization. With a more proactive
monetary policy and flexible exchange rate, Werner
noted, Mexico now has a wider range of options when
responding to external shocks. The Bank of Mexico has
adopted a medium-term objective for inflation—less
than 10 percent for 2000—and so far inflation expecta-
tions have almost converged to the target.

Brazil. Brazil is a newcomer to inflation targeting,
having adopted its framework in July 1999. Sérgio Wer-
lang placed Brazil’s decision to target inflation in the
context of both domestic and global uncertainties.
Toward the end of 1998, Brazil began to feel the effects
of the Asian financial crisis of 1997–98 and the Russian
crisis of mid-1998. At the time, its fiscal deficit was siz-
able, and these “contagion” effects drained capital from
the country. At the beginning of 1999, facing a run on
its currency, Brazil abruptly abandoned its exchange
rate peg and let market forces determine the value of
its currency. With the regime change, the background
paper explained, most of the central bank’s board of
directors was replaced. Upon taking office in March
1999, the new board immediately took steps to calm
the markets and proposed the adoption of inflation
targeting as the new monetary policy regime.

There were institutional obstacles to surmount on
the way to implementing the new regime, but on 
July 1, 1999, Brazil formally adopted inflation target-
ing. One of the hallmarks of Brazil’s new regime is
the emphasis on transparency, through, among other
channels, publication of the minutes of the Monetary
Policy Committee. Werlang concluded that, although
Brazil had met its inflation target for 1999 (8 per-
cent), it was premature to announce the success of its
inflation targeting regime.

Forward-looking conclusions
Leo Leiderman returned to the podium to summarize
the main issues that would be relevant for countries
contemplating adopting inflation targeting.

The first point, he said, was the uncertainty about the
staying power of such a framework. “Is it a fashion that

may disappear?” he wondered. Although he declined to
answer the question outright, he noted that inflation
targeting was 11 years old and going strong, whereas
exchange rate targeting and monetary aggregate target-
ing had been less successful. The main benefit of infla-
tion targeting is that it makes monetary policy more
focused than under other regimes but is not so narrowly
focused that other elements cannot be incorporated.

Leiderman’s second point was that there is no clear
formula for implementing inflation targeting. It is, he
said, a framework rather than a rule, but he cautioned
that the framework must be adapted to each country’s
individual needs.

A third issue that will confront inflation targeting
candidates, Leiderman said, is the “paradox of float-
ing.” Inflation targeting can be implemented only
under a flexible exchange rate regime. Paradoxically,
monetary policy that is designed to reduce inflation
will also reduce the degree of exchange rate flexibility
by strengthening the currency.

Fourth, inflation targeting is extremely discre-
tionary; it requires intuition, consensus, and common
sense in determining the target. It involves trial and
error to see how financial markets will react to central
bank decisions. However, credibility is also important.
Thus, the bias must be toward conservatism.

The final two points Leiderman raised were IMF
conditionality and luck. Conditionality is a challenge,
he said, because IMF programs and countries’ infla-
tion targeting programs must be consistent. As for
luck, he concluded that it was always necessary.

In his closing remarks, IMF Deputy Managing
Director Eduardo Aninat offered some final thoughts
on the status of inflation targeting in the world. He
began by noting that policymakers and academics
concurred that medium-term price stability—the
usual goal of an inflation targeting regime—is the
appropriate goal of monetary policy.

Given the success that a number of countries, pri-
marily industrial, have achieved with such a regime
over the past 11 years, he concluded that it appeared
to hold promise for developing countries as well. He
cautioned, however, that, although targeting inflation
was a useful framework for conducting monetary pol-
icy, it was not a panacea. Ultimately, he said, main-
taining sound macroeconomic fundamentals
“remains the necessary condition for preserving price
stability under any monetary framework.”

The agenda for the conference, along with links to the papers
delivered and relevant background documents, can be found on
the IMF’s website at www.imf.org. external.pubs/ft/semi-
nar/2000/targets/index/htm. The conference papers, unedited
and in draft form, will be posted on the website as they become
available.
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I n a recent IMF Working Paper, David Woo examined
how Asian crisis countries dealt with an unprece-

dented rise in loans that could no longer be serviced
under the terms of their original contracts. Extensive
nonperforming assets, left unresolved, can deepen a crisis,
stall recovery efforts, and complicate macroeconomic
management.

In a crisis, countries use asset management policies to
facilitate financial restructuring, encourage a high rate of
recovery, speed up the resolution of the nonperforming
assets, and normalize the asset market. In the Asian crisis
countries, two asset management approaches predomi-
nated: the creation of asset management companies and
the initiation of out-of-court centralized corporate debt
workouts. Woo speaks to the IMF Survey about Asia’s
experience and what constitute best practices.

IMF SURVEY: Why should countries—and govern-
ments—be concerned about nonperforming assets?
WOO: Nonperforming assets tie up resources when
resource allocation is a precondition for economic
recovery. Nonperforming assets can also weaken

financial institutions
whose financial
intermediary role is
critical for economic
recovery.

Most banking
crises are triggered
by an explosion of
nonperforming
assets, followed by a
deterioration in
credit quality and
credit discipline.
Typically, when we
speak of bank
restructuring, we

talk about recapitalizing banks, strengthening pruden-
tial regulation, and improving profitability. Less atten-
tion is paid to how to deal with nonperforming assets,
despite the fact that these are often the underlying
cause of the banking crisis. Resolution of nonper-
forming assets is a much more difficult issue to tackle,
and it takes much longer.

IMF SURVEY: Why did asset management play such a
key role in efforts to resolve the Asian crisis?
WOO: What is distinctive about the Asian crisis is the
incredible magnitude of nonperforming assets and
the weakness of the legal systems. Asia’s legal system,

which was underdeveloped in many ways to begin
with, simply could not deal with the volume of non-
performing assets. This is why governments, and even
the private sector, in the Asian countries began to
turn to extra-legal frameworks to deal with nonper-
forming assets. This gave rise to the use of asset man-
agement companies and out-of-court corporate debt
restructuring.

IMF SURVEY: What are the objectives of asset manage-
ment companies and out-of-court corporate debt
restructurings? Under what circumstances are they
appropriate?
WOO: Asset management companies are still a very
controversial subject, and I have tried to deal with
them as such in my paper. We have very little evidence
about how well they work, so it is too early to label
them a panacea. The underlying rationale behind asset
management companies is an economies-of-scale
argument. If a country has limited expertise in asset
management, it makes sense to pool those limited
resources to maximize asset recovery.

Also, financial crises may reflect serious problems
with credit discipline. Let’s say I’ve been borrowing
from you for a long time and have developed a special
credit relationship. When I’m not paying back, you
may give me additional loans to help pay off the ear-
lier loan. Asset management companies can remove
those loans from credit managers to ensure that the
borrowers are treated objectively.

Asset management companies can make it easier to
assign value to distressed financial institutions. If a
bank wants to go to the market to raise capital, it is
often very difficult to value nonperforming assets in
the middle of a banking crisis. If the bank wants to
raise capital or the government is trying to privatize a
bank that it has taken over, taking the nonperforming
assets off the balance sheet makes it easier for new
shareholders or buyers to assign a value to these
banks.

Asset management companies have also been used
to facilitate privatization for the resolution of closed
banks. In some cases, the final objective may not be
maximizing the recovery of assets. For example, a for-
eign bank may be willing to buy an undercapitalized
domestic bank but simply not want to touch the non-
performing assets. In that case, the government actu-
ally removes the nonperforming assets before priva-
tizing the bank—as France did with the resolution of
Crédit Lyonnais. The repository of the nonperform-
ing assets then becomes an asset management com-

IMF study

Asset management policies can play 
key role in resolving financial crises

Woo: “Less 
attention is paid to
how to deal with
nonperforming
assets, despite the
fact that these are
often the underly-
ing cause of the
banking crisis.”
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pany charged with managing those nonperforming
assets.

Asset management companies may also be given
tremendous special legal power to deal with delin-
quent debtors, as was done in Malaysia. In that
instance, the banks simply did not have the power to
act under existing law.

But I do want to stress that asset management
companies should not be viewed as a standard instru-
ment for use in noncrisis times. And even during
crises, I would caution countries to think very care-
fully about the formation of such companies. There
are a lot of potential drawbacks, and no hard and fast
rules. Although all of the Asian crisis countries cre-
ated asset management companies, each company was
very different. Thailand, for example, created private
rather than public asset management companies. The
government sold several banks but, as part of the con-
tract, required the buyers to manage the nonperform-
ing assets on behalf of the government. This is
because the government lacked the expertise to man-
age nonperforming assets but tapped private sector
expertise to do so.

Out-of-court corporate debt workouts are also
something you wouldn’t want to do in normal cir-
cumstances. You do it in crisis mode because the
courts are not working and you don’t have the time to
wait. In a country like Thailand, where so many loans
were nonperforming, if the banks had cut off all
credit lines, the economic impact would have been
very severe. The government had to find a quick way
to resolve nonperforming loans and restore the health
of the economy. The underlying rationale for a work-
out is not only to help creditors and debtors but also
to limit the social repercussions of nonperforming
assets.

A government-coordinated centralized workout
may be advisable in situations where a workout led
completely by the private sector would not be feasible.
If you have one or two very large creditors, they can
take the lead and bring others into the fold. But
where there is no single large creditor, everyone tends
to sit on the sideline with a wait-and-see attitude. In
this situation, government may have no choice but to
try to catalyze the process itself.

IMF SURVEY: Your study reviews the experiences of
asset management companies during the Asian crisis
and distills a set of best practices. What are the chief
things a country should keep in mind when creating
an asset management company?
WOO: Obviously, there are a lot of legal issues. In
many countries, the asset management company can-
not transfer nonperforming assets from the bank
without the permission of the debtors. That has
slowed the process.

The regulatory framework is also crucial. Consoli-
dated supervision must be in place when asset man-
agement companies are introduced, especially when
private banks set up their own asset management
companies as subsidiaries. Without consolidated
supervision, banks setting up such company sub-
sidiaries can simply boost their own capital by trans-
ferring assets to the subsidiaries at above-market
prices.

The IMF is concerned about the pricing of assets,
particularly in cases where these are essentially taken
over by government-owned institutions. The Korean
Asset Management Company bought nonperforming
assets from all banks, including ongoing private
banks. The IMF was very concerned that the govern-
ment bought these assets at above-market prices to
bail out the financial institutions. If that were the
case, the transfer would be, in effect, a subsidy from
the government. We felt strongly that if subsidies were
needed—if the bank were, let’s say, insolvent—direct
recapitalization by the government (which gives the
government more leverage in the bank) would be
superior to transferring assets at above-market value.
In Mexico, where assets were essentially bought at a
book value that was significantly higher than their
real underlying value, the government incurred an
implicit cost in owning assets that weren’t worth very
much.

It is easy to understand the temptation that asset
pricing offers governments. Direct recapitalization,
which the public may see as giving money away to
highly paid bankers, is sometimes politically very dif-
ficult. The public is much less likely to scrutinize the
price at which assets are bought from these banks, but
this is the wrong way to go. Asset management com-
panies should be free of political intervention; politi-
cal interference can really undermine the effectiveness
of these companies.

Another important aspect of asset management
companies is the timing of asset disposition. A crucial
lesson is that the warehousing of assets may not pre-
vent prices from tumbling, since the future supply of
assets will likely be discounted in current prices. How-
ever, the need to catalyze activities in stagnant asset
markets may lead government-owned asset manage-
ment companies to dispose of some assets rapidly,
even though by postponing the disposition they may
obtain better prices.

IMF SURVEY: Is there also an emerging consensus on
how government-led debt workouts should proceed?
WOO: The Asian debt workout approach differed from
the consensus-oriented London approach in that it
allowed the majority of the creditors to decide the fate of
the debtors. Although, strictly speaking, debt workouts
are outside the legal system, they require much heavy-
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handed intervention on the part of the government to
enforce ground rules. A lot of people did not like the
direct government intervention, but it was probably the
first-best option under the circumstances.

In terms of best practices, I believe it is critical that
banks be at least partially restructured before they
embark on a comprehensive workout of impaired

assets. Weak banks pushed into this
process may not have the incentive to
do the right things. Weak banks may
also be reluctant to make necessary
concessions (because of the immediate
impact of the concessions on their bal-
ance sheets) or they may make too
many concessions when pressured by
the government.

You also want strong banks in order
to enforce credit discipline. In Thai-
land, for example, when the number of
nonperforming loans grew, borrowers
capable of servicing their loans also
defaulted. A heavy volume of nonper-
forming loans makes it difficult for
creditors to chase after all of them, and
when banks begin to offer big conces-

sions to troubled borrowers, good borrowers say,
“well, I’m going to default too.” Banks have to be
strong, so that the incentives of the borrowers and the
banks are optimally aligned.

Also, provision and classification rules are crucial.
If the provision rules for restructured loans are too
weak, banks will restructure loans only to improve
their book capital ratios. This is because if they can
classify the restructured loans immediately as per-
forming, they can cut back on their provisioning. If a
bank is weak and afraid it might be closed if it falls
below the minimal capital ratios, it may restructure
loans too eagerly if loan classification and restructur-
ing requirements are too weak.

Asset management companies can also play an
important role in out-of-court workouts. In countries
such as Korea where individual banks may not have
the clout to bargain with large enterprises, asset man-
agement companies can consolidate the exposure of
banks to particular enterprises and be in a position to
negotiate with the debtors more effectively. The threat
of bankruptcy must be reasonably credible to ensure
that parties come to the table. Although these work-
outs occur out of court, they are heavily reliant on an
effective legal framework to make nonperforming
asset resolution meaningful and efficient.

IMF SURVEY: The paper cautions about the dangers of
emergency measures overstaying their effectiveness....
WOO: That’s why many asset management companies
need to have a limited lifetime. Since often the asset

management company is itself in liquidation, its
board must make certain that staff do not have
incentives to prolong the life of the company unnec-
essarily. Where, of course, the asset management
company is part of a deposit insurance agency—as it
is in the U.S. Federal Deposit Insurance
Corporation—a more permanent arrangement is
appropriate. Those who create an asset management
company should also ensure that the staff has legal
protection to execute their responsibilities in good
faith. Otherwise, the staff may be hesitant to take the
necessary steps for fear of lawsuits.

For debt workouts, especially in Asia, the danger
was in reinvolving the government in a major way
when many of the original problems resulted from
government-directed lending to certain sectors.
There was concern that the government might
resume its past role of deciding who gets saved and
who doesn’t.

I’d like to stress again that both asset management
companies and out-of-court debt workouts have def-
inite drawbacks. But in a crisis of systemic propor-
tions, they may be a necessary evil.

Effective asset management essentially has four
prerequisites: an effective legal system, a sound finan-
cial regulatory and supervisory framework, a neutral
tax framework, and a stable macroeconomic environ-
ment. If all these are in place, the asset management
process should not need to rely on the creation of an
asset management company or on an out-of-court
corporate debt workout.

Copies of IMF Working Paper No. 00/33, Two Approaches to
Resolving Nonperforming Assets During Financial Crises, by
David Woo, are available for $7.00 each from IMF Publications
Services. See page 109 for ordering details.
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The IMF Executive Board announced in a news brief
dated March 17 that it had completed the first and

second reviews under the Stand-By credit for Mexico. As
a result, Mexico will be able to draw up to the equivalent
of SDR 905 million (about $1.2 billion) from the IMF.

Commenting on the IMF Executive Board discus-
sion, Eduardo Aninat, Deputy Managing Director, said:

“The Mexican government’s pursuit of sound eco-
nomic policies in recent years allowed it to weather
the unsettled conditions in international capital mar-
kets in 1998 without major contagion effects. This
was also reflected in the favorable performance of the
economy in 1999 and early 2000, in particular the
continued growth momentum, the decline in infla-
tion, and the improved capital market access.

“Macroeconomic policies were kept in line with
the program in 1999, and the quantitative perfor-
mance criteria under the Stand-By Arrangement were
met, in some cases with large margins, with the
exception of a small deviation in the public sector
primary surplus. The Mexican government is to be
congratulated for creating the economic conditions to
ensure a smooth transition to the next administra-
tion. Such a transition would signal a major positive
departure from past trends.

“In 2000, the government intends to continue to
implement economic policies aimed at promoting
sustainable growth of output and employment,
addressing priority social needs, and continuing to
lower inflation. In this regard, the economic program
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for 2000 is based on a prudent fiscal stance involving
expenditure restraint in the context of the recent rise
in world oil prices. Monetary policy will continue to
be conducted within the context of the present flexi-
ble exchange rate system, with the objective of lower-
ing inflation, and including the use of inflation
targeting.

“Good progress has been made in implementing
the structural reforms established under the program.
Measures have been introduced to increase tax effi-
ciency and improve the transparency and reliability of
external debt statistics. Notwithstanding the impor-
tant progress during the past few years in stabilizing
and reforming the banking system, it remains under-
capitalized. However, important steps have been taken
to strengthen the operating environment of the bank-

ing system and to facilitate the banking system recov-
ery, including measures adopted to bolster the regula-
tory framework and advance the bank restructuring
and recapitalization process.

“The proposed reforms to enhance bankruptcy
procedures and enforcement of creditors’ rights and
the authorities’ plans to develop rapidly a market for
the securities of the Bank Savings Protection Institute
are critical for further strengthening the banking sys-
tem and for facilitating financial intermediation in the
domestic economy,” Aninat said.

IMF completes Mozambique review, 
approves $50 million loan

In a news brief issued on March 27, the IMF Executive
Board announced that it had completed the first

review under the Poverty Reduction and Growth
Facility (PRGF) for Mozambique. As a result,
Mozambique will be able to draw up to the equivalent
of SDR 36.8 million (about $50 million) from the IMF.

In view of the emergency situation and its likely
impact on the balance of payments, access under the
PRGF arrangement has been augmented.

Commenting on the IMF Executive Board’s discus-
sion, Shigemitsu Sugisaki, Deputy Managing Director
of the IMF, made the following statement:

“The Executive Directors expressed their deep sym-
pathy for the people of Mozambique who had sus-
tained deep human losses as a result of recent flood-
ing. Regarding the material aspects of the tragedy, the
authorities were commended for their quick response
in providing assistance to flood victims, mobilizing
the support of the international donor community,
and planning for the reconstruction of the extensive
damage to infrastructure.

“In 1999, Mozambique’s overall economic perfor-
mance was strong, as evidenced by high growth, low
inflation, and a comfortable level of international
reserves. However, financial policies in the second half
of the year had raised some concerns. Regaining con-
trol of monetary aggregates and managing the budget
prudently are crucial for the preservation of macro-
economic stability, and the authorities’ commitment
to economic stability is, in this respect, reassuring.

“The government’s structural reform agenda suf-
fered some delays toward the end of 1999. However,
the authorities have now implemented some of the
delayed measures and intend to proceed with impor-
tant reforms in the areas of fiscal management and

transparency and public administration—all actions
necessary for improving the formulation and moni-
toring of economic policies. In this context, the
authorities’ commitment to start the publication of
quarterly budget execution reports is particularly wel-
come. Reforms to promote private sector develop-
ment will also be important. Following the introduc-
tion of trade restrictions affecting the cashew and
sugar sectors in 1999, the authorities intend to carry
out comprehensive studies to guide the liberalization
of these sectors and to strengthen their performance.

“Significant progress in strengthening the poverty
focus of the government’s economic and social policies
has been achieved in recent years, as evidenced by a
thorough poverty assessment, the formulation of a
poverty action plan, and an interim poverty reduction
strategy paper. It is now important to widen the dia-
logue on poverty issues and include a broad spectrum
of civil society in the process of preparing a full poverty
reduction strategy paper, which will serve as the basis
for future support under the Fund’s Poverty Reduction
and Growth Facility, and for further debt relief under
the Enhanced HIPC [Heavily Indebted Poor Countries]
Initiative,” Sugisaki said.

Photo credits: Denio Zara, Padraic Hughes, and

Michael Spilotro for the IMF, pages 97–100, 103–106,

108 and 112; Odd Andersen for AFP, page 110;

Sebastian D’Souza for AFP, page 111.

The full text of News Brief No. 00/17 is available on the IMF’s
website (www.imf.org).

The full text of News Brief No. 00/18 is available on the IMF’s
website (www.imf.org)



During the 1990s, India became one of the most
dynamic Asian host countries for foreign direct

investment (FDI), according to United Nations Confer-
ence on Trade and Development’s (UNCTAD’s) World
Investment Directory 2000: Volume VII, Asia and the
Pacific. During the decade, annual average FDI flows to
India expanded more than six times, rising to $2.7 bil-
lion in 1995–98 and reaching a peak of $3.6 billion in
1997, from $470 million in 1991–94. FDI flows slowed
once during the decade in 1998—the first time in 
11 years—in the wake of that year’s financial crisis in
Asia. India’s share in total flows to Asia and the Pacific
during the period tripled to 3.3 percent from 1.1 per-
cent, while the region’s share in world annual average
flows decreased to 18 percent from 20 percent, the
report says. Preliminary estimates for 1999 show that
inflows have remained stable.

Features of India’s performance
During the decade, according to the report, a number
of changes took place.

• FDI flows to India were about half of those to
Korea in the early 1990s, but during 1995–98 India
almost caught up, with $2.7 billion in FDI compared
with Korea’s $3.1 billion for that period.

• From 1993 (and excluding 1998), the change in
India’s position as FDI host is reflected in the ratio of
FDI per $1,000 of GDP. For India, this ratio quadru-
pled from 1993 to 1997, and during 1993–97, India
attracted more FDI than Korea.

• FDI going into
India’s large domestic
market was predomi-
nantly from developed
countries. In 1995,
86 percent of FDI stock
was from developed
countries, including the
United Kingdom, the
United States, and Ger-
many, of which 24 per-
cent came from the
United States (which
may be an underestima-
tion, since some investments are routed through
Mauritius).

• The manufacturing sector attracted significant
amounts of FDI. In 1995, it represented as much as
83 percent of total FDI to India.

Why India’s dynamism?
The Indian government has made a concerted effort
since the beginning of the 1990s to attract FDI. In 1991,
India passed the New Industrial Policy Act, which intro-
duced policy reforms and permitted the automatic
approval of ventures with up to 51 percent of foreign
equity in high-priority industries, the report explains.

The government has taken steps since the begin-
ning of 2000 to liberalize further. Measures to attract
FDI include
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UNCTAD press release

FDI flows to India expanded in the 1990s

  Data:  UNCTAD
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• ending the state monopoly in insurance;
• opening up banking and manufacturing indus-

tries to competition;
• rapidly divesting public sector enterprises;
• increasing stakes for foreign investors in such

projects as chemicals and chemical products, electric-
ity production and distribution, construction, trans-
port and storage, and advertising; and

• allowing wholly foreign-owned ventures in the
mining and film industries.

In addition, India is moving to a system where
most investment proposals are approved automati-
cally, except for a short negative list, as long as the
proposed foreign equity is within the specified
ceiling. Foreign exchange controls have been 
relaxed, and mandatory licensing will be relaxed
further, the report says. International trademarks are
protected by legislation, and other legislation was

passed to bring Indian patent law up to global
standards.

India has also undertaken international measures
to promote and protect FDI and foster economic
cooperation. As of March 2000, India had concluded
37 bilateral investment treaties and 72 double taxa-
tion treaties. India also joined the Multilateral Invest-
ment Guarantee Agency in 1994.

According to a survey conducted by the Confedera-
tion of Indian Industry, investors are optimistic about
the near-term business outlook. Their optimism, cou-
pled with the government’s commitment to economic
reform, makes India’s potential for higher FDI growth
even greater.
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Training for supervisors

Toronto Centre for Financial Sector Supervision
signs cooperation agreement with IMF

On March 16, the IMF and the Toronto
International Leadership Centre for

Financial Sector Supervision signed a letter of
agreement covering the IMF’s financial sup-
port of the Centre, which provides training to
supervisory officials in the banking, securities,
and insurance sectors. Stefan Ingves, Director
of the Monetary and Exchange Affairs (MAE)
Department, signed the letter on behalf of the
IMF. The IMF’s $500,000 grant will con-
tribute to the Centre’s development of train-
ing courses and the expansion of an As-
sociates Program aimed at providing senior
supervisors with a network for exchanging
views on supervisory issues.

The Toronto Centre was founded in 1998
to fill a perceived gap in the area of financial
sector supervision—strong leadership of the
supervisory process. It focuses on augmenting the lead-
ership and managerial capabilities of top supervisors
from both developing and developed countries to make
them more effective in dealing with financial sector
issues, thereby reducing the potential for market disrup-
tion. The program offered by the Centre is for senior
supervisors who already have experience and technical
expertise in financial sector supervision and features
intensive analyses of case studies led by supervisors who
have been on the front line. The Centre thus serves as a
forum where senior supervisors can share their real-
world experiences about financial institutions and sys-
temic rescues and failures and enhance their skills for
implementing supervisory regimes.

The IMF has been involved with the Toronto Centre
from the beginning; the Director of MAE is a member
of the Centre’s executive board; and IMF staff actively
participate in the design and delivery of the courses
and in the recruitment of participants. The Centre was
founded by the World Bank and the government of
Canada, both of which continue to be active support-
ers. Grants from the Bank for International Standards
and private international banks will also help to
finance the Centre.

Stefan Ingves (seated left) shakes hands with David J.S. Winfield,
Executive Director of the Toronto Centre. The Toronto Centre was
also represented by Thomas E. Kierans, Chair of the Board (seated
center). MAE staff members (standing from left) Carl-Johan
Lindgren, Chee Sung Lee, and V. Sundararajan look on.

A description of the World Investment Directory 2000 and
ordering information are available on UNCTAD’s website
(www.UNCTAD.org).

The text of News Brief No. 00/16 announcing the agreement is
available on the IMF’s website (www.imf.org).


