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IMFC reaffirms benefits of open world economy,
urges all countries to move ahead with

poverty reduction strategies

At its inaugural meet-
ing in Washington
on April 16, the
International Monetary
and Financial Committee
(IMFEC) strongly reaf-
firmed the benefits of a
broader sharing of the
opportunities of an open
world economy and its
strong support for the
IMF’s unique role as the
cornerstone of the inter-
national monetary finan-
cial system. At the same
time, the IMFC recog-
nized that more needs to
be done and pledged in
its communiqué “to con-
tinue to work toward
making the IMF more
effective, transparent, and
accountable.” (For the text of the IMFC communiqué,
see page 119.) The 24-member IMFC, which com-
prises finance ministers, central bank governors, and
other officials of comparable rank and is representa-
tive of the entire IMF membership, replaced the
Interim Committee in September 1999 (see IMF
Survey, October 11, 1999, page 317).

Role of IMF
The meeting took place against the background of
street demonstrations in downtown Washington and,
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International Monetary and Financial Committee Chair Gordon Brown (right) responds to
questions at the joint press conference with IMF Acting Managing Director Stanley Fischer.

as the Committee noted, “a growing public debate
about the directions in which the IMF and the inter-
national financial system should evolve to adapt to a
rapidly changing economic environment.”

The IMFC’s chair, Gordon Brown, the U.K. Chan-
cellor of the Exchequer, speaking at a joint press con-
ference with Stanley Fischer, Acting Managing Direc-
tor of the IME said the meeting reaffirmed the high
ideals that gave birth to the IMF and the World Bank
more than fifty years ago: “the belief that prosperity
around the world was indivisible; our belief that pros-
perity, to be sustained, has to be shared; and our
belief that the way forward is not to turn the clock
back on globalization or to retreat from global eco-
nomic cooperation but to strengthen international
economic coordination with one aim—that coordina-
tion and cooperation involving all can achieve pros-
perity for all”
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Outside the
meetings,
demonstrators call
for an increased
commitment to
tackle global
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IMF financial operations

The IMFC agreed that the IMF’s financial operations
should continue to adapt to changes in the world
economy, including the rapid growth and integration
of capital markets. It
endorsed the Executive
Board’s decision to
simplify the range of
IMEF facilities by elimi-
nating the Currency
Stabilization Fund,
support for commer-
cial bank debt and
debt-service reduction,
the Buffer Stock
Financing Facility, and
the contingency ele-
ment of the
Compensatory and
Contingency
Financing Facility. It
also asked the IMF
Board to consider poli-
cies on existing facili-
ties and, in particular,
ways to enhance the
effectiveness of the
Contingent Credit
Lines without compro-
mising the initial eligibility criteria and to avoid unduly
prolonged use of resources provided under Stand-By
Arrangements and the Extended Fund Facility.

In framing the principles that should underlie IMF
financial support, Brown told the press conference
that these should include “the need to preserve the
IMF’s ability to provide financial support to all mem-
ber countries, the need to encourage countries to
adopt strong measures to prevent crises, the impor-
tance of having countries respond quickly and effec-
tively to crises, and, where balance of payments diffi-
culties are expected to be of a longer-term nature,
supporting reforms that deal with structural
problems.”

Safeguards and misreporting

While recognizing that there had been only a few
episodes of misreporting of information to the IMF or
allegations of misuse of IMF resources, the IMFC
stressed that “such incidents are nonetheless extremely
serious and undermine the trust that binds the IMF and
its members, as well as public confidence in the IME” It
welcomed the Board’s adoption of a strengthened
framework to safeguard the use of IMF resources (see
page 134) and stressed that “the forceful application of
the strengthened framework is critical to enhancing the
integrity of the IMF’s financial operations.”

The IMFC also welcomed the Board’s decision to
conduct safeguards assessments and the requirement
that all countries making use of IMF resources should
publish central bank statements that are audited in
accordance with internationally accepted standards.

Private sector involvement

“We agreed on the importance of prevention as the
first line of defense against economic crises,” Brown
said, “and noted that countries participating in inter-
national capital markets should seek to establish a
strong and continuous dialogue with their private
creditors.” At the same time, it was agreed that the
IMF has an important part to play in crisis resolu-
tion. In some cases, the IMFC said, a combination of
official financing and policy adjustment should allow
a country to regain full market access quickly. In
some cases, emphasis should be placed on encourag-
ing voluntary approaches. In other cases, a broader
spectrum of actions by private creditors may be
warranted.

In those cases where debt restructuring or debt
reduction may be necessary, the IMFC agreed that
“IMF-supported programs should put strong empha-
sis on medium-term sustainability and should strike
an appropriate balance between the contributions of
the private external creditors and the official external
creditors, in light of financing provided by interna-
tional financial institutions.”

Surveillance

In welcoming the recent internal review of IMF sur-
veillance, the IMFC noted that “progress is being
made in adapting surveillance to changing global real-
ities and to strengthening it in key areas, including
financial sector issues and external debt and capital
account developments.” It also welcomed “the sharper
focus on exchange rate policies and their consistency
with underlying macroeconomic and other policies,
and institutional arrangements.”

The IMFC stressed the importance of countries
adhering to international standards and codes of
good practice in reducing their economic and finan-
cial vulnerabilities and recognized that the IMF’s Arti-
cle IV surveillance process was the appropriate frame-
work within which to organize and discuss these
issues. The communiqué observed that “IMF surveil-
lance will be the principal mechanism through which
the results of many initiatives under way in the IMF
and elsewhere to strengthen the international mone-
tary system will come together, including in the areas
of standards and codes, financial system assessments,
data provision, and transparency.” In this regard, it
welcomed the work done in the IME, in collaboration
with the World Bank and other entities, to encourage
the adoption of standards and codes.



The IMEC reiterated the importance it attached to
greater transparency and accountability in policymak-
ing, which, Brown noted, have “an important part to
play in the functioning of national economies.” The
Committee welcomed progress in the widespread
release of Public Information Notices following Arti-
cle IV consultations; the voluntary participation of
60 countries in the pilot program for the release of
Article TV staff reports; the expanded publication of
information on the IMF’s liquidity position and
members’ accounts with the IMF; the publication of a
wide range of policy documents; the publication,
under a pilot study, of Reports on the Observance of
Standards and Codes; and the release of the Board’s
Work Program.

Poverty reduction and HIPC

Brown stressed that, while the IMFC had noted the
recent progress in implementing the enhanced
Initiative for the Heavily Indebted Poor Countries
(HIPC Initiative), “we urged all those with a stake in
the debt initiative to work for faster and effective
implementation, and for HIPC to be given the highest
priority to ensure that as many countries as possible
can reach decision points by the end of the year” In
this connection, he said the Committee welcomed the
setting up of a joint IMF-World Bank committee to
facilitate implementation of the initiative and the
poverty reduction strategies for the poorest countries.

“We urged all countries involved to move ahead as
quickly as possible with the preparation of their
poverty reduction strategies,” Brown said. “In this
way, the richest countries, to whom much has been
given, have joined with the poorest countries, whose
needs are the greatest, in this alliance to free millions
of people from poverty.”

The enhanced HIPC Initiative was also strongly
supported by the Group of 24, representatives of the
developing countries, which met on April 15. In its
communiqué (see page 129), the group expressed its
“deep concern at the insufficiency of bilateral contri-
butions from donor countries for the HIPC Trust
Fund?” The group also called for a lowering of trade
barriers to developing country exports and for full
access to be granted for all exports from the least
developed countries.

Development Committee

The Development Committee, chaired by Tarrin
Nimmanahaeminda, Finance Minister of Thailand,
met on April 17. In its communiqué (see page 124),
the Committee noted that so far five countries had
reached their decision points under the enhanced
HIPC framework, bringing total committed debt relief
to over $14 billion; up to 15 additional cases were
likely to be considered this year by the Boards of the

IMF and the World Bank. The Committee also noted
progress in the poverty reduction strategy approach
and urged the IMF and the Bank to work collabora-
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World Bank
tively with member countries and other development President James
partners to develop full poverty reduction strategies. It Wolfensohn (left)

with the IMF Acting
Managing Director
Stanley Fischer
oufsiclz the meetings.

called on developing countries to adopt outward-
oriented reforms that would permit trade expansion
to promote development and poverty reduction.

The Committee endorsed the timely initiation of mul-
tilateral trade negotiations under the World Trade Orga-
nization that would address issues of most concern to
developing countries. It emphasized that countries
should ensure their efforts to expand trade are integrated
into a comprehensive framework of development.

Addressing what it called “a severe danger to develop-
ment progress itself,” the Development Committee called
for a “rapid intensification of international action on the
global HIV/AIDS crisis.” It encouraged “each actor in the
international system to focus on its comparative
strength” and called on the Bank and the IMF to take full
account of HIV/AIDS in their support for poverty reduc-
tion strategies and the HIPC Initiative. M

K&hler to take office on May 1

In its communiqué, the International

Monetary and Finance Committee
warmly welcomed the appointment of
Horst Kohler as the new Managing
Director of the IME. It also expressed its
deep gratitude to Acting Managing
Director Stanley Fischer for his steward-
ship of the IMF in the interim.

Kohler has been serving as President

of the European Bank for Reconstruction
and Development. He will take office as IMF Managing
Director on May 1. April 24, 2000
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IMFC press conference

Brown, Fischer respond to questions on IMF role,
discuss progress on debt relief efforts

ollowing are edited excerpts from the joint press con-

ference given by the chair of the International
Monetary and Financial Committee (IMFC), Gordon
Brown, and Acting Managing Director of the IME,
Stanley Fischer, on April 16, in Washington.

Brown: Our discus-
sions today have been
set against the back-
ground of continuing
reform in the interna-
tional financial system
as we make decisions
for a rapidly changing
economic environment
and are determined to
ensure that the benefits
of globalization reach
all countries and, in particular, the peoples and the
places that have too often been left behind.

This was the first meeting of the new International
Monetary and Financial Committee, which succeeded
the Interim Committee last year, and as we started we
reaffirmed the high ideals and public purpose that
gave birth to the World Bank and the IMF more than
50 years ago: the belief that prosperity around the
world was indivisible; our belief that prosperity, to be
sustained, has to be shared; and our belief that the way
forward is not to turn the clock back on globalization
or to retreat from global economic cooperation but to
strengthen international economic coordination with
one aim—that coordination and cooperation involv-
ing all can achieve prosperity for all.

In this context, we discussed, first, strengthening
the IMF’s role in the new global economy. We noted
that the IMF had undergone continuous change to
equip itself better to assist its member countries. We
pledged to continue to work to make the IMF more
effective, transparent, and accountable, strengthening
its unique role as the cornerstone of the international
monetary and financial system.

We agreed that the IMF’s financial operations
should continue to adapt to the changing nature of
the global economy, including the rapid growth and
integration of international capital markets. We set
out a number of principles that should underpin this,
including the need to preserve the IMF’s ability to
provide financial support to all member countries,
the need to encourage countries to adopt strong mea-
sures to prevent crises, the importance of helping
countries respond quickly and effectively to problems,

and, where balance of payments difficulties are
expected to be of a longer-term nature, supporting
reforms that deal with structural problems.

In this light, we welcomed the progress that has
been made to streamline and simplify the IMF’s facili-
ties. We also agreed that progress is being made in
developing greater transparency through codes of con-
duct and new standards and in extending surveillance
to the changing global realities and strengthening it in
key areas. We agreed that the IMF’s focus on financial
vulnerabilities must be strengthened further, and we
supported vulnerability analyses in IMF surveillance.

We recognized the importance of adherence to inter-
national standards and codes of good practice in reduc-
ing economic and financial vulnerabilities. We agreed
that the IMF’s Article IV surveillance provides the
appropriate framework within which to organize and
discuss these issues. We also recognized the possible
need for technical assistance for countries to meet these
relevant standards. Because we believe that greater
transparency and surveillance are the key to preventing
crises, we welcomed the work of the IMF and the
World Bank in preparing reports on the observance of
standards and codes and encouraging their adoption by
a growing number of countries. We encouraged the
IMF to continue its work in this area. We agreed that
greater transparency in policymaking has an important
part to play in improving the functioning of national
economies. We welcomed the progress that has been
made in publicizing the results of surveillance—the
Article IV Public Information Notices.

We agreed on the importance of prevention as the
first line of defense against economic crises and noted
that countries participating in international capital
markets should seek to establish a strong and contin-
uous dialogue with their private creditors. And we
agreed the IMF has an important part to play in crisis
resolution and discussed the importance of involving
the private sector in that process.

The Committee discussed this afternoon the Initia-
tive to help the heavily indebted poor countries [HIPC
Initiative]. We welcomed the recent progress that has
been made in implementing the enhanced HIPC Ini-
tiative, which is aimed at faster, deeper, and broader
debt relief. We urged all those with a stake in the debt
initiative to work for faster and effective implementa-
tion, and that the HIPC Initiative be given the highest
priority to ensure that as many countries as possible
can reach decision points by the end of this year.

We welcomed the establishment of a joint World
Bank-IMF Committee to facilitate implementation of



the initiative and the poverty reduction strategies for the
poorest countries. We urged all countries involved to
move ahead as quickly as possible with the preparation
of their poverty reduction strategies. In this way, the rich-
est countries, to whom much has been given, have joined
with the poorest countries, whose needs are the greatest,
in this alliance to free millions of people from poverty.
The committee thanked the authorities for their
action today. The committee also went on to record
appreciation for the work of Michel Camdessus, who
retired as Managing Director a few weeks ago. We
welcomed the appointment of Horst Kohler, who will
take over on May 1. We thanked Stanley Fischer, who
is with me today, for the work he has done as Acting
Managing Director, for which we are all grateful.

QUESTION: Mr. Fischer, can you describe the progress
made today to try to forgive the $28 billion of debt relief
of some of the poorest countries?

FiscHEr: We had a very good discussion this afternoon
on the Poverty Reduction and Growth Facility, and
progress on the HIPC Initiative. The ministers reaf-
firmed their desire to move as rapidly as we can on debt
forgiveness, while recognizing that antipoverty strate-
gies must be in place before the debt relief happens, so
that debt relief is well used for the purposes intended.
They reaffirmed the need to ensure full financing of
this strategy; as you know, the IMF still needs permis-
sion to use 5 million ounces of its gold to finance its
contribution to the poverty reduction strategy.

QuesTtioN: Is there anything the IMF can do to ensure
full participation in this initiative?
Brown: The communiqué makes it absolutely clear
that we reaffirmed the importance of the principle of
tull participation by all creditors. Indeed, we were
unanimous in calling for faster and more effective
implementation of the initiative to secure debt relief.
In the past few weeks, all Group of Seven countries
agreed that, on a bilateral basis, they will go to
100 percent debt relief. Other countries have indi-
cated that they are going to act in a similar way. This
is indeed progress from where we were even as late as
December last year. At the same time, we had infor-
mation that $2.4 billion has been pledged to the
World Bank Trust Fund. Obviously, we want more
money to make the initiative possible, but a large
number of countries have come forward since Octo-
ber to offer their help.To ensure that more countries
get through the process, Stanley Fischer and World
Bank President Jim Wolfensohn have also set up the
Joint Implementation Committee.

QUESTION: You mentioned a focus on financial vulnera-
bility and the importance of preventing future crises.
What means can you employ?

Fiscuer: The prevention discussion had two strands. One
was surveillance and measures to help countries strengthen
their economies—particularly their financial sectors, debt
management, and macroeconomic policies and exchange
rate policies. A lot can be done in the preventive mode,
which we have begun and we will need to do more of, using
objective indicators of vulnerability, for instance.

The other strand was a lengthy discussion of how
to change our facilities so that we can use our finan-
cial resources to encourage prevention, particularly
through the Contingent Credit Lines. The IMFC has
asked the IMF’s Executive Board to take another look
at the Contingent Credit Lines to see if they can be
made more usable as a crisis prevention device.

QuesTION: The IMFC communiqué says that the IMF
should take appropriate steps to involve the private sector
in forestalling and resolving crises. Can you say more?
Brown: It is recognized that the IMFE, working with
the private sector, has an important role to play in cri-
sis resolution. We discussed the approach adopted by
the international community and agreed it should
provide for flexibility to address diverse cases.

But there should be a framework of principles and
tools to deal with these issues. We agreed that in some
cases a combination of official finance and policy
adjustment should allow countries to regain full mar-
ket access, whereas in other cases a broader spectrum
of action by private creditors may be warranted to
provide for adequately financed IMF programs. We
are very much a part of the discussion about engaging
private and public sectors in a world of very big pri-
vate financial flows and about looking at how best we
can deal with problems as they arise.

QUESTION: How did the protest outside affect the meet-
ing today?

Brown: The meeting went on as normal. It started on
time and was completed in the normal way. Our mes-
sage to those who have been demonstrating is that the
way forward for those who want to reduce poverty and
see greater stability in the world and the diffusion of
prosperity around the world is not to advocate turning
our backs on the global economy and retreating from
international economic cooperation. The way forward
is through the strengthened international economic
cooperation that we are now proposing with reforms
in the international financial architecture. This is the
best way to tackle poverty and injustices.

We are determined to move our poverty reduction
strategies forward; we are determined to get as fast
and as effective action as we can on debt relief. We are
determined to reduce the risks from financial crises
that are borne by the poor in so many cases, by creat-
ing a stronger system of crisis prevention and crisis
resolution for the financial system.

[N ISURVEY

The richest
countries
have joined

with the
poorest

countries in
this alliance to
free millions of
people from

poverty.

April 24, 2000

117

—Brown



[N 'SURVEY

One reason
we are
strengthening
our crisis
response mode,
as well as
our crisis
prevention
mode, is that
at some point
we will have
to deal with
another crisis.

—Fischer

April 24, 2000
118

We came forward with further proposals for the
reform of the international financial system. Almost
the whole of our afternoon discussion was about
poverty reduction strategies and the HIPC Initiative.
It makes us determined to move ahead with the
reform agenda for the international financial institu-
tions, while ensuring that we are in a position to pro-
vide greater prosperity for all countries, particularly
those people who have too often been left behind.

QuEsTION: The South Summit in Havana called for an
end to debt slavery, the establishment of fair trade prac-
tices, and restructuring of the work relationship between
the IMF and the Bank. Can you comment? And, Mr.
Fischer, whose permission is needed to sell the 5 million
ounces of gold?
BrownN: We do want to see progress on the trade dis-
cussions, and we say that. We realize that that is
important for the poorest countries. On the debt ini-
tiatives, the Group of Seven countries have now
moved to bilateral relief of a full 100 percent. Many
other countries are considering that; some have
already announced it. But where we reduce debt and
provide relief from debt interest payments, the money
should relieve poverty. It should go to health, educa-
tion, and antipoverty programs. That is why the
poverty reduction strategy papers are so important.
Over the course of the next few months, the IMF
and the World Bank and individual governments work-
ing together will try to remove all obstacles to debt relief
and poverty reduction. That is a task we have set for
ourselves as a result of these meetings today.
FiscHEr: On the 5 million ounces of gold, we need
permission from the U.S. Congress to sell it.

QUESTION: Mr. Fischer, I understand the IMF will have
a future role in the better surveillance of offshore centers.
Will there be a blacklist of offshore centers, and who
would issue it?

FiscHEer: The Financial Stability Forum has proposed
that the IMF undertake surveillance of the offshore
centers, possibly through some sort of financial sector
assessment. The IMF’s Executive Board has not yet
discussed this proposal. There would be complex
issues in deciding whether to publish a blacklist before
or after doing an assessment. There is a good case for
not preparing blacklists before you have looked into
the situation, but the IMF’s Board will have to make
that decision when it discusses the proposal.

QUESTION: Does the IMF now think that it could have
handled the recent financial crises better? Looking for-
ward, can we be sure that the new surveillance unit will
be any better at predicting financial crises?

FiscHEr: We published a reasonably full examination
of the handling of the Asian crisis almost a year ago

and have discussed it at great length with the member
countries involved and with outside critics and advi-
sors. The overall judgment is that the crisis was han-
dled pretty well. The IMF now believes the slight fiscal
tightening in the early stages of the crisis should have
been avoided, and we should have gone to fiscal
expansion pretty early, but we did do that after three
or four months.

On whether interest rates should have been used to
defend currencies, the consensus is that they should
have been. Collapsing currencies leading to hyperin-
flation would have been far more destructive than
what actually happened. The extraordinary recoveries
in Asia—strongest in countries that actually followed
IMF advice—are strong evidence that those strategies
worked and worked well. One also needs to look at
other crises, like the rapid recovery and turnaround in
Brazil in 1999, which is under an IMF program.

I don’t doubt that surveillance will be significantly
better now, because of the much greater focus on the
sources of vulnerability, like the financial sector, the
composition of external debt, and what is happening
to exchange rates. But I also know that you never
know enough to prevent all crises, either because
something unexpected happens or because warnings
are not listened to. We should not delude ourselves
that crises are over. There should be fewer of them.
But one reason we are strengthening our crisis
response mode, as well as our crisis prevention mode,
is that at some point we will have to deal with
another crisis.

QueEsTiON: Do you feel the IMF and the World Bank are
unfairly carrying the can for a lot that is unfair in the
world economic system? I refer specifically to the very high
subsidies given to European farmers and the extremely
high tariff barriers behind which European, U.S., and
Japanese agriculture operates. Many of the poorest are
farmers who would benefit directly if those barriers eased.
Brown: We are doing what we can to contribute to the
process of reducing poverty throughout the world, as
well as making it possible for people to see economic
development. We look for a virtuous circle of debt
relief, poverty reduction, and economic development.
We must continue to put the case for global economic
cooperation against those who would fail to have that
cooperation and, therefore, fail to have a solution to the
crises that people face.

FiscHER: Mr. Camdessus used to use the phrase
“coherence in global economic plans.” It would be
more coherent at the time you are giving debt relief to
also allow expanded access for the developing coun-
tries into industrial country markets, particularly for
the very poorest countries. The IMF and others have
recognized that this would help, with debt relief, to get
growth going in the poorest countries. M



IMFC communiqué

Participants welcome signs of economic recovery
and progress on adapting IMF facilities

Following is the text of the communiqué of the
International Monetary and Financial Committee of
the Board of Governors of the IMF issued on April 16 in
Washington.

The International Monetary and Financial Com-
mittee held its inaugural meeting on April 16, 2000,
under the Chairmanship of Gordon Brown, Chancel-
lor of the Exchequer of the United Kingdom.

Strengthening the IMF’s role

The Committee’s deliberations have taken place today
against the background of a growing public debate
about the directions in which the IMF and the interna-
tional financial system should evolve to adapt to a
rapidly changing economic environment. The debate
also reflects a concern that the benefits the world econ-
omy is deriving from freer trade and more integrated
and deeper international capital markets are not reach-
ing everyone, especially in the developing countries.
The Committee reaffirms its strong support for the
IMF’s unique role as the cornerstone of the interna-
tional monetary and financial system and its ability, by
virtue of its universal character, to help all of its mem-
bers. With the support of all its members, the IMF has
undergone continuous change to equip itself better to
assist members to build the strong macroeconomic
and institutional underpinnings required for interna-
tional financial stability and the broader sharing of the
benefits and opportunities of an open world economy.
But more needs to be done, and the Committee there-
fore pledges to continue to work toward making the
IMF more effective, transparent, and accountable.

World economic outlook
The Committee welcomes the rapid recovery of the
world economy in 1999 and the prospect of even
stronger growth in 2000. Global economic and finan-
cial conditions have improved markedly during the
past year, with growth picking up in most regions of
the world. Moreover, the acceleration of global growth
has occurred without a significant increase in underly-
ing inflation. This improvement has, in most
instances, also reflected the pursuit of sound macro-
economic policies and continuing structural reforms
in many countries, both advanced and developing. In
particular, the committee notes the following:

+ The expansion in the United States continues at
a remarkable pace. Monetary and fiscal policies will
need to remain prudent, and fiscal surplus policies
should not be relaxed. National saving also needs to
increase further.

+ Growth has also strengthened in western Europe,
and it is important that this be sustained. Monetary
policy should remain supportive of growth through its
focus on maintaining low inflation. Countries should
also continue to pursue prudent fiscal policies. Stronger
growth provides an opportunity to press ahead with
the fiscal reforms necessary to ensure the long-term
sustainability of public finances and to continue with
further reforms of labor, capital, and product markets
to ensure that the pace of growth is sustained.

+ There are some positive signs in Japan. However, a
durable economic recovery has yet to be secured, and
deflationary concerns still remain. It is important that
macroeconomic policies continue to be supportive
until recovery in private demand is firmly established;
structural reforms, especially through sustained finan-
cial and corporate sector restructuring, will be crucial
in boosting confidence
and paving the way for a
return to sustained
growth.

While welcoming the
increases in oil production
that will help stabilize oil
prices and support contin-
uing noninflationary
growth in global output,
the Committee notes that
the current outlook is still
vulnerable in several
respects. In particular,
substantial differences in
economic performance
continue to contribute to
external imbalances.
Against this background,
the Committee stresses the
importance of the policy priorities outlined above,
which would help to promote a smooth transition
toward a more sustainable and balanced pattern of
economic growth.

The Committee notes that the strong performance
in North America and the increase in growth in west-
ern Europe have provided a more supportive environ-
ment for growth elsewhere in the world:

+ In Asia, China and India have continued to grow
rapidly, and economic recovery in the crisis-affected
countries has gained significant momentum. In most
countries, macroeconomic policies should still be
directed toward providing support for recovery.
However, in the countries where recovery is most
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advanced, policies should turn to strengthening the
conditions for sustainable growth. The Committee
urges all countries to maintain the momentum
behind their structural reform efforts.

+ In Latin America, the downturn in 1999 was
generally milder than initially foreseen, and signs of a
broad-based recovery are already evident in the context
of further declines in
inflation. However, further
fiscal consolidation
remains a priority, espe-
cially in those cases where
external financing require-
ments remain large.

+ Russia’s economic
performance has
improved, with economic
growth attributable in
part to higher oil prices
and the 1998 devaluation,
as well as macroeconomic
policies. Growth in Russia will be sustained only if
major strides are made to strengthen institutions—
especially the rule of law—and to create an attractive
environment for domestic and foreign investors, thus
tackling the issue of capital flight. Economic conditions
are also strengthening in other transition economies.

+ The recent recovery in oil prices and in some other
commodity markets is providing support to many
countries’ own efforts in the Middle East and Africa.
These countries have an opportunity to accelerate eco-
nomic reforms and diversification. Other countries have
performed less well for a variety of reasons, including
inappropriate policies, unfavorable weather conditions,
or continued conflict. The Committee encourages these
countries to strengthen their adjustment efforts with the
help of the international community.

The Committee reiterates the critical importance of
open and competitive markets as a key component of
efforts to sustain growth and stability in the global
economy and to reduce poverty. Improving access to
industrial country markets for products of developing
countries will be crucial to support their reform efforts.
The Committee welcomes the initiation of World
Trade Organization (WTO) negotiations in agriculture
and services and supports the early launch of a new
round of multilateral trade negotiations, which would
bring benefits to all countries, including the poorest.
The Committee calls on the IMF to continue to work
with the World Bank, the WTO, and other interested
parties to improve the effectiveness of trade-related
technical assistance and to build institutional capacity.
It encourages the IMF to give appropriate emphasis to
trade policy reforms in its policy advice to all its mem-
bers, including under IMF-supported programs, and in
country poverty reduction strategies.

Review of IMF facilities

The Committee agrees that the IMF’s financial opera-
tions should continue to adapt to the changing nature
of the global economy, including the rapid growth and
integration of international capital markets. Against
this background, the Committee welcomes the
progress that has been made in reviewing the IMF’s
nonconcessional facilities. It endorses the Board’s deci-
sion to simplify the array of IMF facilities by eliminat-
ing four facilities—the Currency Stabilization Fund,
support for commercial bank debt and debt-service
reduction, the Buffer Stock Financing Facility, and the
contingency element of the Compensatory and
Contingency Financing Facility—and by streamlining
the Compensatory Financing Facility.

The Committee has set out a number of principles
that should underpin this review, including the need to
preserve the IMF’s ability to provide and catalyze finan-
cial support to all member countries according to indi-
vidual country circumstances and with due considera-
tion of social implications. The IMF’s facilities should
encourage countries to adopt strong measures to pre-
vent crises, including, where appropriate, observance of
internationally agreed codes and standards and the
maintenance of good relations with private creditors.
The IMF must retain the ability to help countries
respond quickly and effectively to short-run balance of
payments problems. In defined circumstances where
balance of payments difficulties are expected to be of a
long-term nature, the IMF will also need to be able to
support reforms that deal with structural problems,
while encouraging countries to move toward sustain-
able access to, and reliance on, private capital. The IMF
must also be able to respond rapidly and on an appro-
priate scale to crises of capital market confidence, and it
should do so on terms that mitigate moral hazard and
encourage rapid repayment. In this context, the IMF
should take appropriate steps to involve the private sec-
tor in forestalling and resolving crises.

With these principles in mind, the Committee asks
the Executive Board to continue its review of these
issues and, in particular, to consider the policies on
the maturity, pricing structure, and other aspects of
existing facilities, with a view to ensuring that they
provide the right incentives, in particular by enhanc-
ing the effectiveness of the Contingent Credit Lines—
without compromising the initial eligibility criteria—
and by avoiding unduly prolonged use of resources
provided under the Stand-By Arrangement and the
Extended Fund Facility. The Committee asks the
Executive Board to secure rapid progress and to
report at the Committee’s next meeting.

Safeguards and misreporting
The Committee affirms that, while episodes of misre-
porting of information to the IMF or allegations of mis-



use of IMF resources have been few, such incidents are
nonetheless extremely serious and undermine the trust
that binds the IMF and its members, as well as public
confidence in the IME The Committee therefore wel-
comes the Board’s adoption of a strengthened framework
of measures to safeguard the use of IMF resources, pur-
suant to the Interim Committee’s call in September 1999,
and to deter misreporting and misuse of IMF resources.
The committee stresses that the forceful application of
the strengthened framework is critical to enhancing the
integrity of the IMF’s financial operations.

The Committee especially welcomes the Board’s
decision to adopt the new framework for the conduct
of safeguards assessments. It also welcomes the
requirement that all countries making use of IMF
resources will publish annual central bank financial
statements that are independently audited in accor-
dance with internationally accepted standards. The
Committee also welcomes the decisions to broaden
the application of tools for addressing misreporting
when it comes to light, including by applying the
Guidelines on Misreporting to prior actions and other
essential information, lengthening the two-year limi-
tation period, and making public the relevant infor-
mation in cases of misreporting, in line with the
Board’s decision. It agrees that the effectiveness of this
policy should be reviewed after 12 to 18 months.

Private sector involvement

The Committee underscores the importance of pre-
vention as the first line of defense against crises.
Countries participating in international capital mar-
kets and their private creditors should seek, in normal
times, to establish a strong, continuous dialogue.
Collective action clauses could have an important role
to play in facilitating orderly crisis resolution.

The IMF has an important role to play with regard to
crisis resolution. The Committee agrees that the
approach adopted by the international community
should provide for flexibility to address diverse cases
within a framework of principles and tools and be based
on the IMF’s assessment of a country’s underlying pay-
ment capacity and prospects of regaining market access.

In some cases, the combination of catalytic official
financing and policy adjustment should allow the
country to regain full market access quickly. In some
cases, emphasis should be placed on encouraging vol-
untary approaches, as needed, to overcome creditor
coordination problems. In other cases, the early
restoration of full market access on terms consistent
with medium-term external sustainability may be
judged to be unrealistic, and a broader spectrum of
actions by private creditors, including comprehensive
debt restructuring, may be warranted to provide for
an adequately financed program and a viable
medium-term payments profile.

In those cases where debt restructuring or debt
reduction may be necessary, the Committee agrees
that IMF-supported programs should put strong
emphasis on medium-term sustainability and should
strike an appropriate balance between the contribu-
tions of the private external creditors and the official
external creditors, in light of financing provided by
international financial institutions. The Committee
notes the need to aim for fairness in the treatment of
different classes of private creditors and that private
sector involvement should proceed on the basis that
no class of creditors should be considered inherently
privileged. The IMF should review the country’s
efforts to secure needed contributions from private
creditors in light of these considerations, as well as
medium-term sustainability. The responsibility for
negotiation with creditors is placed squarely with
debtor countries. The international financial commu-
nity should not micromanage the details of any debt
restructuring or debt-reduction negotiation.

The Committee agrees that the IMF should con-
sider whether private sector involvement is appropri-
ate in programs supported by the IME. In this regard,
the Committee also agrees on the need to provide
greater clarity to countries about the terms and con-
ditions of their programs. When all relevant decisions
have been taken, the IMF should set out publicly how
and what policy approaches have been adopted.

Review of surveillance

The Committee welcomes the recent internal review of
IMF surveillance, which built on the June 1999 exter-
nal evaluation. Progress is being made in adapting sur-
veillance to changing global realities and to strengthen-
ing it in key areas, including financial sector issues and
external debt and capital account developments. The
Committee also welcomes the sharper focus on
exchange rate policies and their consistency with
underlying macroeconomic and other policies and
institutional arrangements. Issues outside the tradi-
tional core areas of surveillance should generally be
considered when they are likely to have a significant
impact on macroeconomic and financial stability. The
Committee urges that the IMF improve further its
multilateral surveillance by taking account of interna-
tional implications of national policies. The Commit-
tee notes the importance of the provision of compre-
hensive, timely, high-quality, and accurate information
to the IMF in line with the Special Data Dissemination
Standard and the General Data Dissemination System,
and calls on the IMF to help and encourage members
in adopting and meeting these standards.

The Committee agrees that the IMF’s focus on
financial vulnerabilities must be strengthened further,
and supports vulnerability analyses in IMF surveil-
lance. To this end, the Committee encourages the fur-
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ther development and integration of indicators of
country financial vulnerability in the IMF’s ongoing
surveillance and operational work; calls on the IMF,
in collaboration with the World Bank, to complete
promptly guidelines on sovereign debt management;
and asks the Board to work further on how to incor-
porate into surveillance and technical assistance the
work under way on the policy on official reserves.

The Committee welcomes the work of the IMF and
the Bank in preparing Reports on the Observance of
Standards and Codes and in implementing the pilot
Financial Sector Assessment Program that could serve
as the primary basis for enhancing the IMF’s monitor-
ing of the financial sector in the context of Article IV
surveillance through Financial System Stability Assess-
ments. It endorses the decision to continue the Finan-
cial Sector Assessment Program and expand the cover-
age to 24 countries on a voluntary basis for the coming
year. The Committee looks forward to a report on the
progress of these programs at its next meeting.

The Committee recognizes the importance of
adherence to international standards and codes of
good practice in improving the policy environment
and in reducing countries’ macroeconomic and finan-
cial vulnerability. It reaffirms that the adherence to
such codes is voluntary. The Committee agrees that
the Article IV surveillance process provides the appro-
priate framework within
which to organize and
discuss with national
authorities the implica-
tions of assessments of
adherence to standards
and codes, and calls upon
the Executive Board to
agree on the modalities.
The Committee also rec-
ognizes the possible need
for technical assistance to
help meet relevant stan-
dards. IMF surveillance
will be the principal
mechanism through which the results of many initia-
tives under way in the IMF and elsewhere to
strengthen the international monetary system will
come together, including in the areas of standards and
codes, financial system assessments, data provision,
and transparency. This will pose new challenges for
the IME, especially on how to draw on the work and
special expertise of other institutions in its surveil-
lance. In this regard, the Committee welcomes the
work that has been done by the IMF—in collabora-
tion with the World Bank and other relevant bod-
ies—to encourage the adoption of standards and
codes. It looks forward to the results of the pilot exer-
cise on the preparation of Reports on the Observance

of Standards and Codes, and encourages the publica-
tion of Reports on the Observance of Standards and
Codes on a voluntary basis. The Committee encour-
ages the Executive Board to continue its work on how
to incorporate into surveillance the results of these
various initiatives and looks forward to a review of
progress at its next meeting.

The Committee welcomes the progress made in the
IMF and other forums in developing and strengthen-
ing standards and codes for data dissemination; for
transparency in fiscal, monetary, and financial poli-
cies; for banking supervision; and for securities and
insurance regulation. It urges the IMF to continue
with this work, including through outreach activities,
and with the provision of technical assistance.

The Committee takes note of the reports of the
Financial Stability Forum Working Groups on highly
leveraged institutions, offshore financial centers, and cap-
ital flows, and the report on standards and codes. It wel-
comes the work done by the Financial Stability Forum
and requests the Executive Board to undertake an assess-
ment of the recommendations relevant to the IME.

Transparency and accountability

The Committee reiterates the importance it attaches
to greater transparency in policymaking in improving
the functioning of national economies as well as the
international financial system. It also underscores the
importance of enhanced transparency and account-
ability of the international financial institutions them-
selves. In this regard, the Committee welcomes contin-
uing progress in a number of areas:

+ the widespread release—currently in 80 percent
of cases—of Public Information Notices following
Article IV consultations and of letters of intent and
other program documents underpinning IMF finan-
cial programs; and the issuance of chairman’s state-
ments following Executive Board discussions of the
use of IMF resources;

+ the voluntary participation of 60 countries (com-
pared with the initial target of 20) in the pilot project
for the release of Article IV staff reports;

+ the expanded publication of information on the
IMF’s liquidity position, members’ accounts with the
IME, and the IMF’s quarterly financial transactions
plan;

+ the systematic publication of policy documents in
a wide range of areas to encourage public comment
and discussion;

+ the publication, under the pilot study for the
preparation of Reports on the Observance of Stan-
dards and Codes, of modules for 11 countries, and
the modules for an additional 20 countries now
under preparation; and

« the publication of the Executive Board’s Work
Program.



The Committee encourages further actions to make
the policies of the IMF, and members’ policies, more
transparent without compromising the IMF’s role as
confidential advisor.

The Committee welcomes the decision by the IMF
to establish an independent evaluation office, which
will complement the IMF’s ongoing internal audit
and self-evaluation activities. It urges the Executive
Board to agree on the terms of reference, structure,
staffing, and operating procedures, and to report back
to the Committee at its next meeting. The Committee
looks forward to regular reports on the activities of
the office to future IMFC meetings.

HIPC Initiative and poverty reduction

and growth strategies

The Committee notes the recent progress in imple-
menting the enhanced HIPC Initiative, which is aimed
at providing faster, deeper, and broader debt relief and
strengthening the link between debt relief and poverty
reduction. It urges all those with a stake in the HIPC
Initiative to work for faster and effective implementa-
tion and to give the HIPC process the highest priority,
so that as many countries as possible can reach their
decision points by the end of the year. The Committee
welcomes the establishment of a World Bank-IMF
Joint Implementation Committee to facilitate imple-
mentation of the HIPC Initiative and the poverty
reduction strategy process. In this connection, it wel-
comes the decision to provide regular reports on
progress in country cases to the two Executive Boards.

The Committee welcomes the progress made in
developing country—owned poverty reduction strate-
gies as the framework for IMF and World Bank con-
cessional lending and for linking debt relief under the
enhanced HIPC Initiative to concrete poverty reduc-
tion programs and growth strategies, so as to ensure
that the resources freed are directed to key poverty
reduction measures. The Committee urges all coun-
tries involved to move ahead as quickly as possible
with the preparation of poverty reduction strategy
papers in a participatory manner, integrating priority
measures for poverty reduction and structural
reforms within a growth-oriented macroeconomic
framework.

The Committee reiterates that macroeconomic sta-
bility, transparent management of public resources,
and good governance are essential for achieving sus-
tainable growth and poverty reduction. The IMF has
a critical role to play in helping countries adopt and
implement appropriate macroeconomic policies. The
Committee welcomes the clear delineation of the
cooperative but distinct roles of the IMF and the
Bank, and notes that the IMF will rely on the Bank to
lead in helping countries to develop policies to com-
bat poverty and improve social conditions.

The Committee reaffirms the importance of the
principle of full participation in the HIPC Initiative by
all creditors. In this respect, it calls on all bilateral
creditors to play their part while recognizing the need
for flexibility in exceptional cases. It stresses that debt
relief can be effective only

[N ISURVEY

if it complements and
reinforces sound policies
implemented by HIPC
countries and leads to an
increase in resource flows.
It welcomes the decisions
adopted by the Executive
Board, and the actions
taken by many members,
to ensure the financing for
the IMF’s participation in
the HIPC Initiative and
for the Poverty Reduction
and Growth Facility. It
encourages all members and multilateral institutions

U.S. Secretary of the
Treasury Lawrence
Summers (left) and

to complete this process as soon as possible. Trdarm (it off
Finance Yashwant
Tribute to Michel Camdessus Sinha.

The members of the Committee unanimously pay
tribute to Michel Camdessus for the vision, skill, and
energy with which he led the IMF as Managing
Director through 13 years of unprecedented chal-
lenges. Over this period, international monetary and
financial cooperation was tested by the growing open-
ness of the world economy, the rapid spread of market
economy principles throughout much of the world,
financial crises of unexpected virulence and scope,
and the growing danger of marginalization of the
poorest economies. Under his leadership, the IMF
moved on many fronts—strengthening surveillance,
launching greater openness and transparency, and
introducing innovative financial facilities to help
resolve the debt crisis of the 1980s and the financial
crises of the 1990s and, through the establishment of
the Enhanced Structural Adjustment Facility (now the
Poverty Reduction and Growth Facility), to support
and sustain the integration of the IMF’s low-income
members into the world economy. The members of
the Committee wish to record their deep appreciation
of Camdessus’s many contributions, which were
always marked by his personal enthusiasm and opti-
mism and his characteristic blend of commitment to
financial discipline with devotion to alleviating the
hardships of the most vulnerable.

The Committee warmly welcomes the appointment
of Horst Kohler as the new Managing Director and
expresses its deep gratitude to Stanley Fischer for his
stewardship of the IMF in the interim.

The next meeting of the IMFC will be held in April 24, 2000
Prague on September 24, 2000. ® 123
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Development committee communiqué

Ministers stress importance of trade for
poverty reduction and development

ollowing is the communiqué of the Development
Commiittee, issued on April 17 in Washington.

The sixty-first meeting of the Development Com-
mittee was held in Washington on April 17, 2000,
under the chairmanship of Tarrin Nimmanahaeminda,
Minister of Finance of Thailand. The Committee’s
deliberations took place against the background of
growing public debate about the appro-
priate roles of international institutions
at a time when governments and people
throughout the world confront the
opportunities and rapid changes
brought about by globalization. In their
discussions of how to strengthen efforts
to reduce poverty, to intensify the attack
on HIV/AIDS, and to expand the bene-
fits of trade to all countries, ministers
emphasized the importance they attach
to preserving and further strengthening
the family of multilateral institutions as
a powerful force for global progress,
equity, and stability.

Intensifying action against HIV/AIDS
Ministers emphasized that the HIV/AIDS epidemic,
which has already infected about 50 million people, is
not only a very serious public health concern and the
cause of great human suffering, but a severe danger to
development progress itself. Ministers recognized that
HIV/AIDS weakens economic growth, governance,
human capital, labor productivity, and the investment
climate, thereby undermining the foundations of devel-
opment and poverty reduction. Ministers noted that
the epidemic now poses not only an acute danger to
development in sub-Saharan Africa but also a rapidly
growing threat in Asia and the Caribbean and a proba-
ble threat in many eastern European countries and else-
where as well. As HIV spreads quickly, even countries
with currently low infection rates cannot afford to delay
strengthening anti-HIV/AIDS programs.

In view of this alarming situation, the Committee
called for rapid intensification of international action
on the global HIV/AIDS crisis. Given the urgency of
prevention and the vast needs for care and treatment,
the Commiittee stressed the importance of effective
partnerships to encourage each actor in the interna-
tional system to focus on its comparative strength.
Ministers urged governments, international agencies,
civil society, the media, and the private sector, includ-
ing the pharmaceutical industry, to step up their
efforts, building on experience gained in ongoing

activities. They urged developing and transition coun-
tries to increase their political and economic commit-
ment to combating HIV/AIDS, to address the epi-
demic on a multisectoral basis, to scale up programs
to nationwide—and in some cases regional—scope, to
strengthen the primary health care systems needed for
effective delivery of services, and to provide more
resources directly to local communities. The Commit-
tee encouraged industrial countries and international
organizations to mainstream HIV/AIDS in their devel-
opment programs and to devote increased financial
and institutional resources on a scale commensurate
with the scope of the crisis. Ministers recognized that
support for capacity building is particularly important
in addressing this long-lasting development problem.

Ministers welcomed the World Bank’s expanded
efforts against HIV/AIDS, in particular its active par-
ticipation in the UNAIDS partnership, its new
HIV/AIDS strategy for Africa, and its work with the
Global Alliance for Vaccines and Immunizations.
They urged the Bank to intensify its HIV/AIDS work
on a global basis, focusing on its areas of expertise,
and called on the Bank and the IMF to take full
account of HIV/AIDS in their support for poverty
reduction strategies and the HIPC [Heavily Indebted
Poor Countries] Initiative.

Trade, development, poverty reduction
Ministers emphasized the critical importance of trade
for development and poverty reduction. They noted
that accelerated and sustainable growth is a necessary
condition for reducing poverty and that more open
economies tend to grow faster than closed ones; evi-
dence suggests that substantial benefits could be gained
from further liberalization of trade regimes in both
developed and developing (including transition) coun-
tries. Ministers recognized that developed countries
have much to do to improve market access for devel-
oping countries’ exports (for example, agriculture, tex-
tiles). Developing countries need to implement appro-
priately sequenced outward-oriented reforms that will
permit trade expansion to promote development and
poverty reduction. Ministers noted that the majority of
the poorest countries lag behind in their integration
into the world trading system. Additional domestic and
international reforms are needed, including special
consideration of enhanced market access for these
countries (for example, by extending comprehensive
and predictable duty- and quota-free market access).
Ministers also noted the potential of regional integra-
tion to help developing countries increase their share



in global markets. Ministers strongly endorsed a timely
initiation of WTO [World Trade Organization] multi-
lateral trade negotiations that address, among other
issues, those of most concern to developing countries.

Ministers emphasized that countries should ensure
that their efforts to expand trade are integrated into a
comprehensive framework for development that
includes the necessary complementary reforms and
investment in institutions, infrastructure, and social
programs. Ministers endorsed the commitment of the
World Bank and the IMF to use their programs to sup-
port these efforts, which are increasingly reflected in
countries’ poverty reduction strategies. Ministers reiter-
ated their call on the Bank, the IME and the WTO to
cooperate with other parties in developing effective
programs of capacity building for trade, including
through an improved Integrated Framework for Trade-
Related Assistance for the Least-Developed Countries.
The Committee urged the Bank to mainstream trade
in its country assistance programs by providing greater
financial and technical support to improve trade-
related infrastructure and institutions, including build-
ing domestic capacity for trade policy and negotiations,
and by undertaking a strengthened research program
on, among others, trade barriers to developing country
exports, the issues developing countries face in imple-
menting the Uruguay Round agreement, and the com-
plex links between trade and poverty.

HIPC

Ministers noted the progress made in implementing the
enhanced HIPC framework endorsed by the
Committee at its last meeting. Five countries—Bolivia,
Mauritania, Mozambique, Tanzania, and Uganda—
have thus far reached their decision points under this
new framework, bringing total committed debt relief
under the HIPC Initiative to more than $14 billion;
moreover, up to 15 additional country cases could be
considered by the Bank and the IMF Executive Boards
this year. Ministers encouraged the governments of
HIPC-eligible countries to continue to work closely
with the Bank and the IMF and other partners in pur-
suing sound policies and delivering effective reform
programs, so that the delivery of HIPC debt relief, and
the related poverty reduction strategies, can move for-
ward as swiftly as possible. The Committee welcomed
the establishment by the Bank and the IMF of a joint
implementation committee to facilitate effective imple-
mentation of the enhanced HIPC Initiative and the
new poverty reduction strategy approach.

Ministers appreciated that participation in the
enhanced framework had now been approved by the
governing bodies of a majority of multilateral institu-
tions, although they recognized that successful imple-
mentation of the initiative will depend upon the
timely availability of adequate financing to meet their

full debt relief costs. While these institutions were
encouraged to utilize their own resources for this pur-
pose to the greatest extent possible, ministers recog-
nized that many multilateral institutions needed addi-
tional bilateral support on an urgent basis. Ministers
welcomed donor pledges and commitments of
resources, including those announced since Septem-
ber, and urged that these pledges be turned into actual
commitments as soon as possible. They also recog-
nized that even with these pledges, the initiative
remains underfunded. Donors that had not yet done
so were urged to make generous contributions to the
HIPC Trust Fund. Ministers reiterated the need to
ensure that debt relief does not compromise the
financing from concessional facilities such as IDA
[International Development Association]. Ministers
also reiterated the importance of the principle that all
bilateral creditors should participate fully in the provi-
sion of relief under the enhanced initiative, while rec-
ognizing the need for flexibility in exceptional cases.

Poverty reduction strategies
Ministers welcomed progress in implementation of the
poverty reduction strategy approach. The Committee
had endorsed this approach at its last meeting as a
means to strengthen the link between debt relief—and
external assistance more generally—and poverty reduc-
tion and to enhance the poverty focus of all Bank and
IMF concessional lending. Ministers noted that many
governments in low-income countries had begun to
develop, through transparent and participatory
processes, country-owned, comprehensive strategies that
addressed key issues in tackling poverty, such as equi-
table growth, governance and corruption, and institu-
tion and capacity building. Ministers welcomed the
steps taken by governments to develop and implement
interim strategies that permit HIPC debt relief and con-
cessional lending to be provided while governments pre-
pare more comprehensive poverty reduction strategies.
Recognizing that this approach involves new ways
of assisting low-income countries, ministers urged the
IMF and the World Bank to allocate adequate
resources to support the poverty reduction strategy
paper process. The institutions were urged to continue
to work collaboratively with member countries and
other development partners to develop full poverty
reduction strategies, integrated with macroeconomic
and fiscal policies. These strategies should incorporate
lessons learned as implementation proceeds, including
concentration on a limited number of clear, realistic,
and measurable performance targets and including
those related to the international development goals.
As poverty reduction strategies need to be main-
streamed, ministers emphasized they should be fully
integrated into countries’ budget cycles. They also
emphasized the importance of increased efforts,
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including both technical assistance and funding, to
improve statistics and other data and the analytical
skills at the country level needed to make the
approach a success. Moreover, they encouraged bilat-
eral and multilateral agencies to support governments
in the preparation of their strategies. These agencies
were also encouraged to participate in the discussion
of the design of these strategies with the objective of
increasingly aligning their assistance programs to these
strategies as they are put in place, thereby strengthen-
ing donor coordination and reducing excessive bur-
dens on developing country governments.

Commonwealth Secretariat/ World Bank
Joint Task Force on Small States

Ministers welcomed the report to the Development
Committee and its analysis of the special characteris-
tics of small states that make them particularly vulner-
able, while noting that a number of larger states shared
some or all of the same characteristics. They noted the
report’s conclusions that tackling small states’ develop-
ment challenges will take a combination of correct
domestic policy action, continued external assistance,
and—where achievable—improvements in the exter-
nal environment. They also noted the report’s recom-
mendation that the circumstances of small states
should be taken into account in the policies and pro-
grams of the multilateral trade, finance, and develop-
ment organizations. The Committee supported World
Bank and IMF proposals for their future work pro-

Group of Seven communiqué

grams on the issues of small states, as set out in the
report, and agreed that these steps could make a valu-
able contribution in helping small states face their
development challenges.

International financial architecture
Ministers welcomed the Bank’s continuing contribu-
tion to global efforts to reduce the risk, and mitigate
the impact, of future financial crises, noting that
actions and policies that reduce vulnerability to crises
also support successful development. The Committee
welcomed the close collaboration that had developed
between the Bank and the IMF on the program of
financial sector assessments, the reports on the obser-
vance of standards and codes, and the work on debt
management. Ministers encouraged the Bank to make
systematic use of these assessments in designing, deliv-
ering, and mobilizing support for capacity building.

World Bank financial capacity
Ministers reviewed an updated report on this subject
from the World Bank and confirmed that the Bank’s
finances remain sound. At the same time, ministers
recognized that the Bank’s financial capacity may at
some point limit its ability to respond to future
demands. Ministers requested management and the
Executive Board to keep this subject under review and
continue to report regularly to the Committee.

The Committee’s next meeting is scheduled for
September 25, 2000, in Prague, Czech Republic. W

Ministers underscore central role of IMF
in context of changing global landscape

ollowing are excerpts from the statement of the
Group of Seven finance ministers and central bank
governors on April 15 in Washington.

Architecture issues

We exchanged views on the role and functioning of
the international financial institutions. In the context
of the changing global financial landscape, in particu-
lar the increasing importance of private global capital
markets, it is appropriate for the international com-
munity to continue to examine the role and function-
ing of the international financial institutions. In this
context:

+ We underscored the central role of the IMF in
advancing macroeconomic stability as an important
precondition for sustainable global growth and
emphasized the need for the IMF to continue to
evolve to meet the challenges of the future. Our dis-
cussions of IMF reform highlighted a number of key

principles and measures taken to date, as well as our
aspirations going forward. In particular, we agreed that
the IMF is a universal institution and must be trans-
parent to the public and accountable to its members.
It must work in partnership with all its member coun-
tries, based on their shared interests, to promote finan-
cial stability and growth. Crisis prevention and
response should be at the core of the IMF’s work, with
IMEF surveillance strengthened so as to foster strong
policies, reduce countries’ financial vulnerability to cri-
sis, and encourage the implementation of internation-
ally agreed codes and standards. IMF financial opera-
tions should be adapted to reflect better the realities of
global capital markets—encouraging countries to take
preventive measures to reduce vulnerabilities and pro-
viding temporary and appropriately conditioned sup-
port for balance of payments adjustment and
medium-term finance, in defined circumstances, in
support of structural reform while avoiding prolonged



use. The IMF should take appropriate steps to involve
the private sector in both forestalling and resolving
crises, which should help promote responsible behav-
ior by private creditors. The IMF must continue to
provide concessional assistance for the poorest coun-
tries to foster macroeconomic and financial stability,
with the aim of reducing poverty.

+ We reaffirmed the critical role of the World Bank
and regional development banks in carrying out their
core mission of promoting development in developing
and emerging market economies. Moving forward, we
believe it is important to pursue reform of these insti-
tutions further to focus their activities on the follow-
ing core objectives: supporting sound and comprehen-
sive poverty reduction efforts and improving the
effectiveness of development assistance; actively partic-
ipating in the HIPC [Heavily Indebted Poor Coun-
tries] Initiative with the aim of reducing poverty and
promoting growth in the poorest countries; enhancing
their role in the provision of global public goods, par-
ticularly by the World Bank; focusing their efforts
more tightly in emerging market economies on the
key systemic and structural constraints to poverty
reduction, including investing in human capital, lever-
aging private capital, helping to cushion the effects of
exceptional shocks on the poorest and most vulnerable
groups, and institution building, including in the
financial sector. We recognize that a large number of
the world’s poor still live in these emerging economies
and that Bank assistance in poverty reduction will
continue to be critical to raising their standard of liv-
ing. Achieving these objectives will require strong
ownership by recipient countries based on the princi-
ples of good governance, effective coordination, and
cooperation with other bilateral and multilateral
donors as well as the IME and an enabling interna-
tional environment. We asked our deputies to identify
proposals for implementing these objectives in the
World Bank and regional development banks.

We agreed to continue to work together and with the
wider membership of the institutions on these core
issues and look forward to exploring this agenda further.

We also agreed to continue our work to implement
fully the wide range of measures to strengthen the
international financial architecture endorsed at the
Cologne summit [in June 1999], including promoting
appropriate private sector involvement. Private exter-
nal creditors, including bond holders, have con-
tributed to the financing of several recent programs of
policy reform and recovery. This has confirmed the
importance of making operational the framework
ministers laid out in their report to heads [of state] in
Cologne, which provides for flexibility to address
diverse cases within a framework of principles and
tools. In this context, we agreed that the IMF should
consider whether private sector involvement is appro-

priate in programs. The IMF should play a central
role in deciding if private creditors should contribute
to any program financing, while taking duly into
account the specific circumstances of individual cases.
The IMF should also review the results of the coun-
try’s efforts to secure financing from private creditors.
We agreed on the further steps to put this approach
into operation.

We welcomed the reports of the Financial Stability
Forum Working Groups on Highly Leveraged Institu-
tions, Capital Flows, and Offshore Financial Centers, as
well as the Task Force on the Implementation of Stan-
dards, and agreed to promote progress in their imple-
mentation. We supported the recommendations for
better risk management by highly leveraged institutions
and their counterparties; better disclosure practices
among financial institutions, including enhanced dis-
closure requirements for highly leveraged institutions
and their creditors; improved oversight of creditor
institutions; and enhanced national surveillance of
financial market activity in view of concerns about sys-
temic risk and market dynamics caused by highly
leveraged institutions’ activities. We will review these
measures and their implementation to determine
whether additional steps are necessary. We also wel-
comed recognition of the importance of managing
country risks and, in this regard, urged prompt devel-
opment of guidelines for public debt and reserve man-
agement, with special attention to the risk created by
short-term foreign currency liabilities and taking
account of countries’ vulnerability to capital account
crises, including those vulnerabilities arising from the
liabilities of the private sector. We also welcomed the
work on the potential threats posed to the international
financial system by those offshore centers that do not
adequately meet international standards. We support
the identification of priority jurisdictions and the focus
on improvements in transparency and international
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cooperation. We call on the IMF to play its part in
implementing the various recommendations of the
Financial Stability Forum Working Groups. Finally, we
look forward to additional work by the forum on pro-
moting regulatory and market incentives for imple-
mentation of standards, as well as further development
of guidance on deposit insurance schemes.

Enhanced HIPC Initiative

We note the progress achieved in the implementation
of the Cologne debt initiative and reaffirm the impor-
tance we attach to bringing countries quickly to the
point where they can benefit from debt relief. We
strongly support the efforts of HIPC countries to
develop poverty reduction strategy papers, in the con-
text of a sound policy framework. We look forward to
further work to strengthen these strategies, so that the
resources freed up by HIPC relief are used effectively
to reduce poverty and boost economic growth. We
urge the IMF, the World Bank, and eligible countries
to cooperate closely to secure the implementation of
the HIPC Initiative with the aim that the eligible
countries reach their decision points by the end of

Group of 10 communiqué

2000, in line with the Cologne target. It is critical to
secure over time the needed financing for the
enhanced HIPC Initiative. We welcome the progress
that has been made in this respect, and note that some
bilateral contributions to the HIPC Initiative have
been made, including to the HIPC Trust Fund, but
some require legislative approval. We call upon those
international financial institutions that have not yet
finalized the basis for their participation to do so
quickly, including the maximum use of their own
resources. We urge all bilateral creditors that have not
yet done so to take action to deliver their share of debt
relief under the Initiative as participation of all credi-
tors is key to its success. We reiterate our willingness
to actively contribute to the success of the enhanced
HIPC Initiative and its more general goal of reducing
poverty. To this end, we have committed ourselves to
grant, on a bilateral basis, additional debt relief on top
of that provided for under the HIPC Initiative by
increasing to 100 percent the debt reduction on com-
mercial claims eligible for treatment in the framework
of the Paris Club. We urge other creditors to follow
the same route. M

Ministers attach priority to balanced economic
growth and strengthened financial systems

Following is the communiqué of the Group of 10 indus-
trial countries, issued in Washington on April 16.
The finance ministers and central bank governors

of the countries of the Group of 10 met on April 16,

2000. The meeting was chaired by Kaspar Villiger, the
Minister of Finance from Switzerland. Ministers and
governors took note of reports from Henk Brouwer,
Chairman of the Deputies of the Group of 10; Mario
Draghi, Chairman of Working Party No. 3 of the

Organization for Economic Cooperation and Devel-
opment; and Andrew Crockett, General Manager of
the Bank for International Settlements.

Ministers and governors took note of the favorable
developments that had occurred since their last meet-
ing. They agreed that low inflation, improvements in
productivity, better risk management, sound financial
sector supervision and regulation, and effective
macroeconomic management have contributed to
strong growth performance in many of the industrial
countries. Against this background, they discussed
systemic risks that could affect the Group of 10 coun-
tries. They considered the potential impact of macro-
economic imbalances and their adjustments. Emerg-
ing market countries with strong fundamentals are
likely to weather large shocks more easily than those
that have not yet successfully addressed underlying
weaknesses in their economies. Ministers and gover-
nors noted that high priority should be attached to
achieving balanced economic growth and to
strengthening financial systems. Transparent eco-
nomic policies are highly desirable, in that they help
investors to assess macroeconomic prospects and to
price risk appropriately.

Ministers and governors underlined the impor-
tance of implementing international codes and stan-



dards designed to strengthen financial systems and
encouraged the IMF to move forward in its efforts to
monitor the implementation of standards as part of
its surveillance process. They welcomed the construc-
tive role that the private sector had played in the reso-
lution of some recent financial crises. They stressed
the importance of the international community mak-
ing operational a broad and flexible framework of
principles and tools for involving the private sector in
the resolution of crises. This framework would pro-
vide a prominent role for the IME

Ministers and governors welcomed ongoing efforts
to improve the operation of the market for emerging
market debt, including recent steps to promote the
wider use of collective-action clauses in international
sovereign bonds. In January 2000, the United King-
dom included a majority-action clause in its euro-
denominated treasury note program. The clause had
no discernible impact on price or liquidity. In Febru-
ary, the German authorities released a document stat-
ing that there are no legal impediments to the use of
collective-action clauses in bonds issued under Ger-
man law by foreign governments. In April, Canada

Group of 24 communiqué

announced that it would include collective-action
clauses in its future foreign currency bond and note
issues. Ministers and governors expressed the hope
that wider use of collective-action clauses would con-
tribute to the more orderly resolution of interna-
tional financial crises. They also agreed on the impor-
tance of continuing dialogue among market
participants and other efforts to develop practices
that will contribute to more stable global financial
markets.

Ministers and governors took note of the ongoing
consolidation process in the financial sectors of many
industrial countries. The number of bank and non-
bank financial institutions is declining, the average
size of financial institutions is increasing, and the
range of financial services offered by individual insti-
tutions is changing. Ministers and governors wel-
comed the efforts of a working party on financial sec-
tor consolidation, established under their auspices, to
understand the trends, causes, and policy implications
of consolidation in the financial industry. The work-
ing party is expected to report to ministers and gover-
nors by the end of the year. W

Developing country representatives call for
increased support for HIPC Initiative

F ollowing is the text of the communiqué of the Group
of 24 issued on April 15 in Washington.

Ministers of the Intergovernmental Group of 24 on
International Monetary Affairs held their sixty-third
meeting in Washington on April 15, 2000. German
Sudrez, President of the Central Reserve Bank of Peru
was in the chair, with Ernest C. Ebi as First Vice-
Chairman, and Dr. Habib Abu Sakr of Lebanon as
Second Vice-Chairman.The meeting of the ministers
was preceded on April 14 by the seventy-fifth meeting
of the Deputies of the Group of 24, with Carlos Saito
of Peru as Chairman.

Economic outlook, policy challenges

World economic and financial conditions improved
during 1999, providing a favorable outlook for the
continuation of the global recovery. While several
emerging market countries have returned to a growth
trajectory much faster than expected, significant risks,
vulnerabilities, and constraints, as well as high levels of
poverty and debt, persist in many parts of the devel-
oping world. In this context, excessive increases in
short-term interest rates in major industrial countries
may negatively affect global growth prospects and the
cost of credit for the developing countries. Large fluc-
tuations among the exchange rates of the major inter-

national currencies are a major source of vulnerability
for developing countries. The current trade policy
stance of industrial countries constitutes a major bar-
rier to the growth prospects of developing countries.

Trade and poverty reduction

In order to help sustain global growth prospects and
enhance poverty reduction efforts, progress must be
accelerated on lowering barriers to developing country
exports—especially granting full access for all exports
from the least-developed countries. Developing coun-
tries must become more active partners in the next
round of multilateral negotiations that confront real
issues in “sensitive products,” where they have a com-
parative advantage, in order to obtain substantial ben-
efits from full market access and the reduction of
trade barriers. Ministers emphasize the need for a
well-sequenced and balanced approach toward the
further integration of developing countries—particu-
larly the poorest—into the global trading system. They
are of the view that the World Bank and the regional
development banks have an important role to play in
capacity building and infrastructure development to
further and accelerate that integration. The Bretton
Woods institutions must continue to provide effective
support in the research on trade barriers and to assist
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developing countries to increase their capacity to
identify and defend their interests. Training officials to
negotiate will ensure more adequate representation
and increase ownership. Ministers also support the
ongoing efforts by the International Task Force on
Commodity Risk Management in Developing
Countries, led by the World Bank, to develop ways to
hedge against severe fluctuations in commodity prices.

Financing of the enhanced HIPC Initiative
Ministers strongly support the enhanced HIPC [Heavily
Indebted Poor Countries] Initiative. They stress the
importance of rapid implementation
and of timely and adequate funding
to ensure that the principles endorsed
by the International Monetary and
Financial Committee and the
Development Committee in
September 1999 are fully imple-
mented. These principles require that
debt relief be additional to the
resources that otherwise would have
been available for development
finance; financial integrity of the mul-
tilateral financial institutions be pro-
tected; and burden sharing be fair and
equitable.

Ministers emphasize that the
preparation of poverty reduction
strategy papers in a participatory
process is a demanding and time-consuming undertak-
ing for HIPCs, which should not delay the provision of
debt relief. In this context, they consider that the use of
interim poverty reduction strategy papers should be
sufficient to reach the decision point under the Initia-
tive. They expect the Bank, the IMF, and the donor
community to provide technical assistance and funding
for the design and implementation of both the interim
and full-fledged poverty reduction strategy papers.

Ministers express deep concern about the insuffi-
ciency of bilateral contributions from donor countries
for the HIPC Trust Fund to finance the share of debt
relief from the World Bank and other multilaterals.
They caution that debt-service forgiveness granted by
the International Development Association (IDA) to
cover its own share of debt relief may compromise the
future availability of IDA lending for HIPC and
non—HIPC Initiative poor countries. More generally,
slow legislative action on the part of industrial countries
for the funding of the components of the Initiative is
delaying their bilateral contributions, including for the
transfer of the remainder of the investment income
from gold transactions to finance the IMF’s share.

Ministers note that the HIPC Initiative’s funding
arrangements shift a disproportionate burden of the
cost of the Initiative to other developing countries,

including other HIPCs and other poor countries. These
arrangements also demand a substantial contribution
from other multilateral organizations, which are
encountering difficulties in financing their share of
HIPC debt relief. In this context, ministers consider
that, in order to secure the success of the Initiative, a
strategy must be developed to address these problems—
including through the provision of additional bilateral
and multilateral grants to support contributions from
such developing countries and regional institutions.
Particular attention should be given to providing finan-
cial support that would allow the participation of those
developing countries whose claims on HIPCs represent
a high proportion of their GDP and exports.

Reform of the Bretton Woods institutions
Ministers welcome the debate within and outside the
Bretton Woods institutions on the reform of the inter-
national financial system, which should focus on devel-
oping ways to increase further their effectiveness as key
institutions for fostering sustainable economic growth
and poverty reduction. They reaffirm the crucial impor-
tance of the cooperative nature of the Bretton Woods
institutions, the universality of their memberships, and
the principle of uniformity of treatment of their mem-
bers. They stress that the principles contained in the
Articles of Agreement of the Bretton Woods institutions
and in the practices and policies that have evolved
through experience should not be taken lightly.

Ministers express serious concern about proposals
for the reform of the Bretton Woods institutions in
ways that would deprive access to either IMF or
World Bank Group resources for any group of mem-
bers, and especially for the poorer members whose
eligibility for other sources of assistance is dependent
upon the catalytic role performed by the Bretton
Woods institutions. They regard proposals for raising
the cost of access to the Bretton Woods institutions’
facilities as shifting the burden of resource provision
from one set of developing countries to another. In
this context, ministers have strong reservations about
any significant shortening of maturities for IMF facil-
ities that are provided in support of members experi-
encing balance of payments disequilibria of a struc-
tural character and that could not be corrected in
short order. They call for further work on how the
Contingent Credit Lines could be modified to
improve incentives for their use through moderating
their cost, reducing the potential risk of sending nega-
tive signals to markets, and simplifying procedures on
their activation. Ministers underscore the importance
for the Bretton Woods institutions of maintaining a
range of instruments to address the needs of their
diverse memberships.

The establishment of the Poverty Reduction and
Growth Facility is an important step forward in con-



tinuing the IMF’s proactive approach, together with
the World Bank, in support of low-income countries.
The renewed emphasis on country ownership of poli-
cies and a participatory approach to program design
is welcome.

Ministers expect the IMF to continue to play a
facilitating role in debt crisis management and to
help in developing a cooperative framework of prin-
ciples and procedures for the equitable negotiation of
debt restructuring agreements when this becomes
unavoidable.

Ministers are concerned about the increasing role
being taken in international monetary and financial
affairs by international forums—other than the Bret-
ton Woods institutions—in which the representation
of developing countries is limited. The work of these
forums has a direct bearing on developing countries.
Therefore, ministers urge that such issues should be
considered within the Bretton Woods institutions,
given their universal membership, and that agree-
ments be reached in their decision-making bodies.

Ministers urge the Executive Boards of the Bretton
Woods institutions to design a process for the selec-
tion of the Managing Director of the IMF and the
President of World Bank that is transparent, involves
the entire membership through the Executive Boards,
and allows the selection of the best candidate from
any part of the world.

Surveillance, standards, and safeguards
Ministers regard surveillance as one of the most
important functions of the IME Effective surveillance
must be exercised over all members and include the
regional and international implications of the domes-
tic policies pursued by the largest economies.
Ministers call for stronger efforts at surveillance of the
largest countries, with a view to enhancing policy
coordination to reduce volatile movements in foreign
exchange and other financial asset markets.

While they welcome the development of interna-
tional codes, standards, and best practices, ministers
consider that the scope of surveillance should not be
extended to cover the observance of such standards
and codes, which should remain a voluntary choice
by each member. Ministers expect the Bretton Woods
institutions and other organizations to be prepared to
intensify technical assistance in their respective areas
of competence to countries seeking to implement
codes and standards.

Ministers recognize that transparency is crucial as a
demonstration of ownership and for promoting
accountability and good governance, attracting pri-
vate capital flows to developing countries, and pre-
venting crises. They also stress that transparency
should uniformly apply to all players in the interna-
tional financial system—developed and developing

countries, private, public, and multilateral institutions
alike. However, ministers emphasize that it is essential
to safeguard the IMF’s role as confidential and trusted
advisor.

While noting that cases of misreporting to the IMF
have been rare, ministers regard it as a serious mat-
ter—especially when it has been determined to have
been deliberate. They consider the recent decisions on
safeguarding the use of IMF resources to be accept-
able. However, ministers propose that the IMF pro-
ceed with due caution in order not to jeopardize its
relations with member countries. Parallel efforts
should be made to provide technical assistance to
improve the data collection and reporting capabilities
of member countries.

Ministers reiterate that the IMF’s financial support
should not be based on the choice of any particular
exchange rate regime, as long as the regime in place is
based on consistent and sustainable macroeconomic
policies.

Intensifying action against HIV/AIDS
Ministers express serious concern about the alarming
pace at which the HIV/AIDS epidemic is spreading in
different parts of the world, and they stress that it is
not only a health hazard but also a serious threat to
development. They urge the donor community,
including the World Bank, to give highest priority to
securing the required funding for HIV/AIDS
programs.

Small states

Ministers take note of the Report of the Common-
wealth Secretariat/World Bank Joint Task Force on
Small States and they await its further consideration.

Other issues

Ministers welcome the work of the Preparatory
Committee for the United Nations High-Level Inter-
national Intergovernmental Event on Financing for
Development. Ministers welcome the appointment of
Horst Kohler as the Managing Director of the IMF
and look forward to his leadership of the institution.
They express their appreciation for the support that
developing countries received from Michel Camdessus
during his tenure. The Group of 24 ministers will
meet again on September 23, 2000, in Prague, Czech
Republic. ®

Photo Credits: Denio Zara, Padraic Hughes, Pedro
Marquez, and Michael Spilotro for the IME
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World Economic QOutlook

Report sees stronger recovery than anticipated
but expresses concern at continuing imbalances

he economic recovery from the slowdown of
1997-98 has proved to be much stronger than
anticipated, and global growth is now estimated at
3.3 percent in 1999, according to the IMF’s latest
World Economic Outlook. This new estimate represents
a sharp upward revision from the projection of
2.2 percent made in December 1998. In addition, the
world growth projection for 2000 has also been raised
in the latest projections, to about 41/4 percent.

Global indicators
(annual percent change unless otherwise noted')

The world economy has continued to strengthen following the relatively mild
slowdown in the wake of the emerging market crisis.
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Explaining the stronger growth forecasts, Michael
Mussa, the IMF’s Economic Counsellor and Director
of the Research Department, told an April 12 press
conference that the strong rebound “really testifies to
the policy adjustments that were made in the major
industrial countries to ease monetary policy and to

the strong stabilization and reform efforts in a num-
ber of emerging market countries around the world.”

Elements underlying growth

Mussa said that all areas of the world economy were con-
tributing to the recovery and strong growth prospects. He
explained how each region had performed:

+ Performance in North America has been particu-
larly strong, with the U.S. economy anticipated to
turn in growth in the 5-6 percent range in the first
quarter of 2000. Canada has also been doing well, and
Mexico’s economy accelerated at the end of 1999.

« In Latin America, the recession in Brazil turned
out to be shorter and shallower than had been antici-
pated. Other economies, especially Argentina, began
to recover in the latter part of 1999.

+ There have also been remarkable turnarounds in
Asia, with Korea recording growth close to 11 percent,
and other economies also showing recoveries. Among
the largest economies, China and India are expected
to continue to perform strongly, with growth in 2000
projected at 7 percent and 6 percent, respectively.

+ Africa has shown stronger growth, particularly in
Nigeria and South Africa, the two largest economies.

+ A strengthening of growth was also evident in
Europe. Growth was projected to be relatively strong in
Hungary and Poland, and to pick up in the Czech Repub-
lic. Russia had also turned to significantly positive growth,
which was expected to continue at least through 2000.

Areas of concern

At the same time, the World Economic Outlook high-
lights a main concern stemming from “a series of eco-
nomic imbalances that have been building for several
years.” According to the report, these include

+ “the lopsided pattern of growth among the prin-
cipal currency areas and the resulting increase in
external imbalances, with the U.S. current account in
record deficit and persistently large surpluses in Japan
and, to a lesser extent, in the euro area;

+ “the seemingly significant misalignments of sev-
eral key currencies relative to what would be consis-
tent with medium-term fundamentals, notably the
strength of the dollar relative to the euro; and

+ “the very high stock market valuations around the
world . ... Experience has shown that such asset price
inflation can be particularly destabilizing, because it
may encourage households and businesses to overcon-
sume and overinvest, and because of the danger that
the financial system may become vulnerable to an
eventual downward correction in asset prices.”



Regional developments
In discussing the continued expansion of the U.S.
economy, the World Economic Outlook notes that, to
date, the discrepancy between the growth of demand
and supply has been reflected in a sharp widening of
the external deficit rather than in inflationary pres-
sures.The report also describes the significant rise in
private borrowing (as a ratio of GDP) since the early
1990s. It goes on to note that “the process by which
this widening of internal and external imbalances will
ultimately be reversed is one of the major uncertain-
ties facing the world economy. Every effort needs to be
made to ensure that this occurs in an orderly manner
(the so-called soft landing) rather than in an abrupt
and discordant one (a ‘hard landing’).” The report rec-
ommends the U.S. Federal Reserve should move “pro-
gressively but prudently to a tighter monetary stance.”
Regarding the Japanese economy, Mussa said at the
press conference that “we think the Japanese economy
is in a recovery mode and has been so since last year.
But that recovery has been particularly weak in terms
of private demand, with consumption spending clearly
weakening in the second half of last year. Business
investment spending, though, has turned around, and 1
think the Japanese economy is on the path to recovery.”
Among the three largest economies of the euro area,
the World Economic Outlook observes, “growth remains
quite strong in France, and recovery is now under way in
Italy and Germany.” At the same time, the report adds,
“the momentum of activity seen in the larger economies
continues to differ markedly from the much more rapid
expansion in the smaller euro area countries,” where
growth in some economies has been associated with
rapid increases in asset prices, raising questions about
whether current price levels are sustainable. In the case of
the United Kingdom, the report said that further upward
interest rate adjustments may be needed to contain infla-
tionary pressures and cautioned that it is important for
fiscal policy not to add to these pressures.

Special issues

Flemming Larsen, Deputy Director of the Research
Department, told the press conference that the World
Economic Outlook also included coverage of three spe-
cial issues.

Asset prices and the business cycle. The report
addresses the question of what drives asset prices, the
channels through which asset prices affect aggregate
demand and activity, and the situations in which run-
ups or falls in asset prices are so worrisome that poli-
cymakers need to respond.

Plight of the poorest countries. The report analyzes the
reasons for the growing gap between the poorest and
the richest countries. The persistence of this gap “is
arguably one of the greatest economic failures of the
twentieth century;” Larsen said. He explained that this

chapter discusses the need for substantial reductions in I M SURVEY
debt burdens. It also addresses the need to raise eco-

nomic growth—this being the most critical require-

ment to reduce poverty. For the advanced countries, the

chapter emphasizes the importance of both reversing

the downward trend in official development aid and

reforming those trade policies that disadvantage the

poorest countries. “More generally;” Larsen said, “inte-

grating the poorest countries into the global economy

clearly is a critical part of the solution. The current

backlash against globaliza-
tion on the argument that
it hurts the poor is incon-

sistent with the experience
of the successful emerging
market countries in south-
east Asia”

Lessons from the eco-
nomic achievements of the
twentieth century. This
chapter describes trends
in global growth and
income distributions, the
impact of technological
change, developments in

At the WEO press
conference: Michael
Mussa, Director of
the IMF Research
Department;
Flemming Larsen,
Deputy Director; and
Tamim Bayoumi,

Division Chief.

the international monetary system, the changing role
of the public sector, and some of the remaining chal-
lenges facing the international economy.

Addressing the issue of poverty, Mussa said that
“the principal responsibility must rest with the coun-
tries, the societies themselves. The international com-
munity—and here I would include the international
financial institutions as key players but not the only
players—also plays an important, though necessarily
secondary, role”

Asked to explain the reasons for the downturn in
official development assistance that is identified in the
report, Mussa said that “to correct the downtrend in
official development assistance, the action that is
clearly required is action by the advanced industrial
countries, and I think particularly the United States.”

Concerning the recent rise in world oil prices and its
impact on projections, Tamim Bayoumi, Chief of the
World Economic Studies Division in the Research
Department, explained: “If you look at the futures mar-
ket, the medium-term prediction of where oil prices
would be stayed relatively stable compared to the spot
price, and therefore, our prediction of falling oil prices
is, in fact, based on these market predictions.” M

The texts of both the World Economic Outlook and Michael
Mussa’s press conference are available on the IMF’s website
(www.imf.org). The print edition of the World Economic

Outlook will be available in May and may be obtained from

IMF Publication Services. April 24, 2000
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Public Information Notice

IMF adopts two-stage approach to strengthen
safeguards on use of its resources

On March 23, 2000, the IMF Executive Board con-
cluded discussions on IMF policies, procedures,
and remedies for addressing the misreporting of
information to the IMF and proposals for strengthen-
ing safeguards on the use of its resources.

At the conclusion of the Board’s discussion, Stanley
Fischer, Acting Managing Director, summarized the
policy discussions. An edited version of Fischer’s
remarks follows. The full text of Public Information
Notice 00/28 can be found on the IMF website
(www.imf.org).

“Reliable information is essential to every aspect of
the IMF’s work—surveillance, financing, and techni-
cal assistance—and is particularly important in ensur-
ing that the IMF’s resources are used for their
intended purposes. The IMF depends on its members
to provide the information needed and to use the
IMF’s resources for the purposes envisaged.

“While known incidents of misreporting and mis-
use of the IMF’s resources have been rare, many
Directors noted recent instances involving allegations
of misuse of IMF resources and cases of misreporting
... and agreed that these events further underscore
the need to strengthen the IMF’s existing safeguards
on the use of its resources.

“Directors noted the importance of the safeguards
already in place—in particular, program design; con-
ditionality and monitoring; the availability of techni-
cal assistance; the transparency and governance initia-
tives, including the establishment and monitoring of
codes and standards; and the recent use of special
audits and the SDR-account mechanism. They
stressed that these areas of IMF operations should
continue to play a central role in promoting public
sector integrity and accountability.

“Directors also welcomed the opportunity to con-
sider an approach to assessing the adequacy of mem-
ber countries’ framework of safeguards that could
help to prevent the possible misuse of IMF resources
and misreporting of information. The Board has
decided on a number of steps to strengthen key
aspects of the IMF’s framework.

Safeguards

“Directors generally concurred that a two-stage
approach could strengthen existing safeguards by assess-
ing a central bank’s compliance with a series of desirable
practices, rules, and regulations for internal control pro-
cedures, financial reporting, and audit mechanisms.
These assessments are intended to provide reasonable
assurance to the IMF that the central bank’s control,

accounting, reporting, and auditing systems in place to
manage resources, including IMF disbursements, are
adequate to ensure the integrity of operations.

“Directors generally endorsed the framework for
the conduct of safeguards assessments and, in partic-
ular, the focus on member countries’ central banks.
They agreed that the safeguards framework would
include an assessment of the accountability and trans-
parency of foreign reserves management operations
assumed by agencies outside the central bank, which
is sometimes the case when the fiscal agent for the
IMF is not the central bank.

“Directors endorsed the proposal that central
banks of member countries making use of IMF
resources publish annual financial statements inde-
pendently audited by auditors external to the central
banks in accordance with internationally accepted
audit standards.

“In the first stage of the assessment, the authorities
of a member seeking a new IMF arrangement would
be expected to furnish the IMF with certain documents
(see box, page 135) as early as possible and permit IMF
staff to hold discussions with their independent audi-
tors. The staff would review this information to arrive
at a preliminary judgment about the adequacy of the
central bank’s internal control systems, reporting, and
internal and external audit mechanisms.

“Directors supported the view that if, based on this
information, the central bank’s control, reporting, and
auditing mechanisms are considered to be adequate for
safeguarding IMF resources, no further steps would be
undertaken. In other cases, and as a second stage, an
on-site review would be undertaken. For the second
stage, Directors considered that multidisciplinary teams
were needed, including experts from central banks and
private accounting firms. They generally concurred
that the teams should be led by [IMF] staff to ensure
consistency of the approach and to help achieve a con-
tinuous improvement of the assessment methodology.

“Directors considered that the introduction of safe-
guards assessments requires a differentiation between
new and current users of IMF resources. For IMF
arrangements approved after June 30, 2000, two
requirements would be applied: member countries’
central banks would be subject to the two-stage
assessment approach, with the expectation that in
many cases the first stage would suffice; and, as part
of the safeguards, central banks would publish annual
financial statements independently audited by audi-
tors external to the central banks in accordance with
internationally accepted audit standards.



“For arrangements in effect before June 30, the
two-stage assessment approach would not be applied.
However, the audit arrangements in place at central
banks would be assessed to determine whether the
central banks publish annual financial statements
independently audited by auditors external to the
central banks in accordance with internationally
accepted audit standards. Members with possible dis-
bursements subject to program reviews after Septem-
ber 30, 2000, would be required to furnish the IMF
with the documents listed in the first three bullet
points three months before the first program review
after September 30, 2000. The staff would review this
information to assess the adequacy of the external
audit arrangements and report its findings to man-
agement. Where improvements were deemed neces-
sary, these and the authorities’ response would be
reported to the Board in the documentation for the
first program review after September 30, 2000.

“Most Directors expressed the view that safeguards
assessments should be carried out on an experimental
basis and that a review of the IMF’s experience with this
approach should be undertaken with the involvement
of the outside panel of experts within 12-18 months.

Framework for addressing misreporting
“Directors noted that, while the provision of informa-
tion to the IMF must continue to be based fundamen-
tally on trust, it should also be governed by a clear set
of rules. Many Directors stressed that intentional and
unintentional misreporting can have different impli-
cations, while others noted that in practice it was often
very difficult to make a clear determination between
the two. Directors also noted that the application of
the rules governing cases of misreporting must take
into account the vast differences in capabilities among
the IMF’s 182 members.

“It was generally agreed that the IMF should publi-
cize cases of misreporting. Many Directors were of the
view that this should be the normal expectation only
in cases in which misreporting was determined to be
intentional. However, as noted by many Directors, the
question of intent is often not clear-cut.

Data handling in the IMF

“Directors noted that the IMF’s procedures for gathering
and using information are generally among the institu-
tion’s strengths, as the process of assembling information
to form an overall assessment of the economic situation
provides the opportunity to cross-check, question, and
refine the information initially received. They also noted,
however, that there are some areas in which the IMF’s
procedures could be made more effective, including by
applying existing best practices more consistently
throughout the institution. They therefore support the
steps being taken by the staff in this regard. Directors

noted, in particular, the staff’s ongoing work to strengthen
procedures for setting performance criteria by highlight-
ing the most effective and comprehensive definitions of
performance criteria with a view to providing models for
new arrangements and ensuring that lessons from one
country can be transferred to others; and the proposal to
attach a detailed technical memorandum of understand-
ing to all programs, defining all performance criteria, the
data source for their measurement, and reporting inter-
vals. Directors also welcomed the consideration being
given by the staff to promote best practices in reserve
management. With respect to strengthening countries’ fis-
cal reporting capacity, Directors supported both a general
effort to enhance the quality of fiscal data reporting and a
more intensive effort in countries with evident weakness
in the accuracy, coverage, or timeliness of fiscal data.

“Finally, the Executive Board made clear the impor-
tance it attaches to the staft’s efforts to ensure the accu-
racy of the information it uses; to pursue the matter
when data problems or anomalies arise; and to bring
these difficulties to the attention of the Board. M

Information/documents to obtain from

member country central banks

Copies of

+ audited (or unaudited if no audit is performed) finan-
cial statements for the past three years, together with related
audit reports;

+ all management letters issued by the external auditors
in connection with their audit of the financial statements
for the past three years;

+ all audit reports (including agreed-upon procedures
engagements) issued by the external auditors during the
past three years; and

« current legislation governing the central bank.
Description of

« central bank’s management structure, including orga-
nizational reporting structure; and

+ organizational structure and reporting lines of the
internal audit department, including details of the senior
management staff in the department and a summary of
staff resources (experience and qualifications).

Listing of

« all reports issued by the internal audit department in
the past three years and summary description of findings.
Potentially, copies of reports dealing with operational and
financial controls during the same period;

« all accounts held by government agencies with the cen-
tral bank;

« full legal names of any subsidiaries of the central bank
and description of their business and nature of their rela-
tionship with the central bank; and

+ all correspondent banks.

Summary of

+ high-level internal controls in place for central bank’s

banking, accounting, and foreign exchange departments.
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Emerging markets and new financial system

Prospect of continued volatility underscores need
to enhance crisis prevention, recovery strategies

In the span of one exceptionally volatile decade—the
1990s—private capital flows and economic develop-
ment ceased being two separate discussions and
became a single urgent debate, Gary Perlin, Senior
Vice President of the World Bank, observed in open-
ing the Emerging Markets in the New Financial
System Conference. The March 30-April 1 event,
cosponsored by the World Bank, the IMF, and The
Brookings Institution, took place in Florham Park,
New Jersey.

Participants from financial markets, academia,
policymaking, and international organizations
focused on the Asian crisis and recovery and ways to
deal with future volatility. Discussions addressed
prospects for external flows to emerging markets,
financial and corporate restructuring in Asia, ways to
accelerate bank and corporate restructuring, and
frontiers in risk management. Volatility and restruc-
turing were recurring themes in the conference. If
indeed volatility is expected to continue, and perhaps
increase, Perlin noted the world had better be pre-
pared to deal with it.

External financing flows

Providing a background for the discussion of crisis
prevention and resolution strategies, Uri Dadush of
the World Bank surveyed the prospects for external
financing flows. Citing the World Bank’s Global
Development Finance 2000, Dadush pointed to a sig-
nificantly improved outlook. A recovery was under
way, he noted, but it was marked by significant dif-
ferentiations among regions—with the Middle East
and North Africa and sub-Saharan Africa lagging
behind Asia and Latin America. Dadush also cau-
tioned that while the report’s overall prognosis was
upbeat, there were clearly downside risks. Investors
continue to fret about the prospects for a soft land-
ing of the U.S. economy, the effectiveness of Japan’s
fiscal stimulus, and the health of east Asia’s financial
and corporate sectors.The report also examined capi-
tal flow surges over the past 130 years and found
them typically associated with periods of rapid
growth, technological innovation, and, ultimately,
hard landings.

Capital flows to emerging markets should come
back “big time,” Dadush said, but the causes of
volatility will not disappear. Developing economies
are inherently less stable and less diversified, and
information asymmetries are commonplace, he said.

Dipak Dasgupta of the World Bank pointed to
excessive short-term borrowing as a trigger for, if not

a cause of, the Asian crisis. Loan maturities rapidly
shortened in the lead-up to the crisis, and even with-
out excessive overall debt, that shortening took its toll.
He explained that increased trade and greater finan-
cial liberalization had spurred the region’s appetite for
short-term lending, while intense competition at
home, a dramatic increase in bank-to-bank lending,
and pegged exchange rates had fueled the banks’
readiness to lend. In theory, Dasgupta added, financial
liberalization should provide a smoothing mecha-
nism, but experience suggests short-term borrowing
tends to intensify cyclical trends, and flows generally
pour out twice as fast in bad times as they flow in
during good times.

Ashoka Mody of the World Bank and Ken Kletzer
of the University of California, Santa Clara, examined
the pros and cons of using liquidity measures (addi-
tional reserves and credit lines) and capital controls.
Holding increased international reserves might fore-
stall a crisis unwarranted by fundamentals, but at a
price—fiscal costs and weakened fundamentals. Con-
tingent credit lines, they suggested, could be a supe-
rior option—fiscal costs would be lower, but contin-
gent credit lines afford less flexibility and may require
expensive collateral. Capital controls address volatility
more directly, but taxes on short-term capital flows
are difficult to implement. Limiting short-term debt
exposure, which reduces government contingent lia-
bilities and could lower the cost of crises, could be
more effective, they said.

Restructuring in Asia

Masahiro Kawai of the World Bank, presenting a
paper coauthored with colleagues Ira Lieberman and
William Mako, assessed the generally slow progress
east Asia has made in corporate restructuring. In the
absence of effective legal mechanisms, out-of-court
processes have played a key role, though court-based
procedures are beginning to increase. For the future,
Kawai said, it will be critical to find ways to monitor
the health of financial corporations (notably large
ones), restore banking sector confidence, segment and
prioritize crises, strengthen out-of-court restructuring
frameworks, resolve disputes between creditors, and
use public asset management companies to resolve
corporate distress.

On the financial side, Asia’s crisis was set off by
grave weaknesses at the sovereign and bank sector lev-
els, undercapitalized banks, serious asset quality prob-
lems, heavy “related” lending, and inadequate regula-
tory enforcement and disclosure provisions, according



to Gregory Root of Thomson BankWatch. He cau-
tioned that now the risk in Korea is complacency,
Japan still needs to take harsh measures up front,
Thailand remains burdened with a very high (60 per-
cent) ratio of unserviceable loans but the involvement
of foreign banks is encouraging), and Indonesia’s situ-
ation remains “considerably worse” than that of the
rest of the region. More market discipline is needed,
he concluded.

Surveying future prospects for Asia’s emerging
markets, Bernhard Eschweiler of ].P. Morgan stressed
that last year’s economic recovery was real and that
the business cycle should provide further impetus. In
a series of blunt assessments, he argued that Korea
and Thailand had made the most progress to date;
Malaysia had made progress, but none of its politi-
cally connected companies had yet to “face the
music”; and Indonesia’s progress had been on the
political rather than the economic front. Ascribing the
Asian crisis to “speeding” and “bad safety standards,”
Eschweiler was decidedly bullish on the region’s
future. The crisis had not derailed long-term growth
(except in Indonesia), saving rates remained high
(again, except for Indonesia), capital market activity
had picked up, and the region’s openness to trade and
foreign investment was unshaken, he said.

Challenging conventional wisdom, Benjamin Fried-
man of Harvard University contended that reschedul-
ing and other forms of restructuring keep new money
flowing, but not all nonperforming debts should be
restructured. He suggested that a higher rate of default
might be healthy for the system and that temporarily
constrained credit flows to some emerging market
countries could be desirable. Friedman also argued
that it was unwise to avoid all instances of lost output
and temporarily interrupted development—Ilonger-
term output growth and development might be aided
if borrowers, as well as lenders, bore real costs at times.
He also contended that the IMF acts as an arranger of
cartels and expressed surprise that losses on official
loans were not more widely considered.

Facilitating bank, corporate restructurings
In systemic crises, Stefan Ingves of the IMF noted that
governments, in addition to serving as lenders of last
resort, also become “owners of last resort.” In the vac-
uum created by widespread financial turmoil, govern-
ments will need to exert leadership and, in some
instances, take on uncustomary responsibilities. In
banking crises, governments should act to maintain
the effectiveness of the system, ensure appropriate res-
olution mechanisms and burden sharing, promote
efficient governance for intervened banks, and involve
the private sector. In all actions, he stressed, trans-
parency is the key to maintaining credibility and
restoring public confidence.

The complex task of corporate restructuring war-
rants a comprehensive approach, Ingves added. Gov-
ernments will need to make certain that appropriate
legal and debt restructuring frameworks are in place,
nonviable debts are separated from viable ones, credit
discipline is maintained, and macroeconomic policies
and tax measures are credible and effective. Corporate
restructuring typically lags behind banking sector
efforts, and can be sped up, he noted, only when
effective legal and enforcement
mechanisms, strong government
leadership, and political support are
in place.

In the restructuring process, the
IMF largely provides advice on cal-
culating the cost of restructuring,
Ingves said, and in the early stages
helps countries identify the legal
and institutional infrastructure that
will be needed. In the end, he said,
restructuring will require something
the IMF cannot lend—political will.

David Scott of the World Bank,
arguing that governments can
indeed accelerate effective restructuring, emphasized
the importance of leveraging resources and building a
working consensus around a businesslike focus. Gov-

Stefan Ingves

ernment should always seek, he said, to minimize
controllable costs. Time is critical, because delays and
uncertainty compound carrying and
other financial costs and expand
opportunities for waste and looting
of assets.

Analyzing corporate restructuring
from a private sector perspective,
Joel Binamira of the Barents Group
criticized the close ties many corpo-
rates in the region had cultivated
with governments. Profits, he said,
had typically reflected monopoly
advantages rather than sound busi-
ness practices, and managers had
more finely honed political skills
than business expertise. At best, cor-
porate restructuring in the region has been slow,

Richard Portes

Binamira explained. Corporations have been reluctant
to recognize the severity of the problem, feared a loss
of face, and unrealistically clung to hopes that a
recovery would solve everything. Troubled assets
needed realistic pricing and real buyers, he stressed,
and governments needed to provide greater trans-
parency, encourage a more level playing field, and
reduce their own ties with business.
Without adequate legal mechanisms in place to
cope with a tidal wave of defaults, Gerald Meyerman April 24, 2000
of the World Bank explained, many Asian crisis coun- 137
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tries had turned to out-of-court debt restructurings
largely patterned after the “London Approach.” This
approach relied on nonbinding principles of restruc-
turing debt that minimized losses to the bank and
other parties, avoided unnecessary liquidations of
viable corporations, and ensured financial support for
viable corporations while they restructured. It would
be an overstatement, Meyerman said, to term the use
of the London Approach in Asia a success, but the
approach had advantages over other available options.
Asia’s experience suggests that out-of-court provisions
were no substitute for more permanent solutions and
underscores the need for new solvency and restruc-
turing legislation, a stronger business environment,
and better corporate governance.

Managing risk

The likelihood of increasing volatility is also helping
drive the growing demand for risk management.
Timothy Wilson of Morgan Stanley Dean Witter,
examining financial risk management at the firm level
and responses to liquidity crises, underscored the pri-
ority that firms now give to being keenly aware of cur-
rent economic conditions, measuring quantifiable

IMF appoints Flemming Larsen as

new Director of Europe Office

IMF Acting Managing Director Stanley Fischer announced
in a press release dated April 14 that he has named
Flemming Larsen, a national of Denmark, as Director of the
IMF’s Office in Europe. Larsen, who is currently the Deputy
Director of the IMF’s Research Department,
succeeds Christian Brachet.

Larsen joined the IMF in 1985 and has
held various positions in the Research
Department, where, since 1992, he had the
senior responsibility for the World Economic
Outlook. He was appointed Deputy Director
of the Research Department in 1996.

Larsen was educated at the College of
Europe and the University of Aarhus. Before
joining the IME he worked for the Organiza-
tion for Economic Cooperation and Devel-
opment (OECD) and Wharton Econometrics. While on
leave from the IMEF, he also worked for the European Com-
mission in Brussels.

The IMF’s Office in Europe is situated in Paris. The
Office plays a key role in the IMF’s efforts to maintain a
dialogue with nongovernmental organizations and other
audiences in Europe. It also serves as a liaison office for the
IMF in Europe by maintaining close contact with the insti-
tutions of the European Union and with international and
regional institutions such as the OECD, the Bank for Inter-
national Settlements, and the Group of 10.

The full text of Press Release No. 00/29 is available on the
IMF’s website (www.imf.org).

risks, and monitoring risks that are less easily quanti-
fied. To manage risks, firms are hedging when they
can, diversifying or insuring when they cannot hedge,
managing capital structure with an eye toward risk,
and communicating as much information as possible
on financial conditions and risk.

Financial markets are proving they can deal with
firm-specific crises, Wilson said, but there is perhaps a
more important role than ever for central banks in
macro liquidity crises. One of the most promising
new mechanisms, he observed, is to have central
banks write options and collect option premiums—as
the U.S. Federal Reserve did for the Y2K period. He
warned that what may be ahead are fewer, but bigger,
crises.

What you see is what you get—except in the new
financial system, Peter Garber of Deutsche Bank
Group cautioned. Risk monitoring that focuses solely
on on balance sheet data may miss out on half the
story. Derivatives, he noted, are an ideal means to cir-
cumvent prudential regulations, because accounting
systems do not keep pace with rapidly innovated
financial market instruments and are nearly obsolete
for balance of payments data. On-balance-sheet data,
Garber suggested, create an “optical illusion” that may
mask the real implications of major shifts in capital
flows. Without a fuller idea of what players in the
market are doing and why, it will be extremely diffi-
cult to measure a country’s potential susceptibility to
major capital flow reversals and to gauge what is dri-
ving reversals and what appropriate short- and long-
term responses should be, Garber said.

In a concluding presentation, Richard Portes of
the London School of Business noted that recent
crises and several large bailouts have prompted a
number of proposals that in effect seek to abolish
the IMF and end big bailouts. The recommenda-
tions seem to harken back to a golden age when
creditor agencies resolved crises neatly and without
moral hazard. But this golden age never was, he said.
Before the IMF existed, defaults took years to
resolve, and it “was not nice.” Large bailouts, he
stressed, can be avoided only when credible alterna-
tives are in place.

He suggested that bondholder committees and
collective-action clauses offered more plausible alter-
natives. Bondholder committees could mitigate infor-
mation problems, establish procedures, create peer
pressure, and facilitate side payments. Collective-
action clauses could provide for qualified voting
majorities, and sharing and nonacceleration agree-
ments. There has been resistance in various quarters,
Portes noted, but if the world is serious about reform,
these proposals offer more realistic solutions. M

Sheila Meehan
Senior Editor, IMF Survey



IMF Institute seminar

Krueger says “delinking” future financial crises
from payments crises could reduce costs

The Asian crisis of 1997-98 presented the interna-
tional community with a volatile mixture of
economic problems that defied traditional policy pre-
scriptions. The combination and seriousness of bal-
ance of payments crises and financial system crises
forced international organizations and governments
to come up quickly with responses.

Even as the Asian economies return to the growth
path, the debate over the response to the crisis contin-
ues. A leading figure in the academic community of
economists has added her voice to the discussion of
the causes of the crisis—and the policy response.
Anne O. Krueger, professor of economics at Stanford

University and director of the Stanford Institute for
Economic Policy Research, presented her findings at
an IMF Institute seminar on March 31. Her presenta-
tion, “Cronyism, Financial Fragility, and Exchange
Rate Regimes: Lessons from Asia,” offered a wide-
ranging view of the crisis, as well as a set of policy
prescriptions potentially relevant to future emerging
market crises.

Krueger, who is also a senior fellow at the Hoover
Institution and a former World Bank vice president of
economics and research, supported her presentation
with two papers. The first, “Why Cronyism Is Bad for
Economic Growth,” demonstrates that state-owned
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“The correct poli
response ... shou?cll
have been to
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enterprises and cronyism have a similar impact on an
economy and shows how “the role of domestic credit
expansion in an environment of cronyism can play
much the same role as a fiscal deficit in countries
where state-owned enterprises predominate.” The sec-
ond paper, “Conflicting Demands on
the International Monetary Fund,” ana-
lyzes the difficulties presented by the
confluence of factors during the Asian
crisis.

Krueger blended these themes, but
focused mainly on the policy response
to the conflicting challenges of the
external crisis represented by the col-
lapse of Asia’s system of fixed exchange
rates and the internal crises in financial
systems. Complicating the Asian crisis—
in contrast to what Krueger termed the
“traditional” balance of payments cri-
sis—was the underdeveloped state of
the region’s financial systems.

The huge increase in domestic credit throughout
Asia in the mid-1990s brought about a corresponding
sharp rise in foreign borrowing, Krueger said. These
developments were exacerbated by cronyism and the
assumption by borrowers that they were not facing a
foreign exchange risk because of the region’s system
of pegged exchange rates. The devaluations that began
with the Thai baht in July 1997 led to the rapid
impairment of balance sheets throughout the region.

Policy response

The correct policy response to the combined crises, in
Krueger’s view, should have been to address the bal-
ance of payments crisis first. She recognized that the
traditional remedy—an exchange rate devaluation and
tighter fiscal and monetary policy—increased the for-
eign liabilities of Asian banks and corporations and
exacerbated the ensuing financial system crisis. In her
view, however, balance of payments problems can be
addressed in the short term, but banking crises
inevitably will involve difficult and long-term
solutions.

Krueger offered several policy lessons that she said
could help prevent future crises.

First, the Asian crisis underlined the limited
options now available in terms of foreign exchange
regimes. There is no alternative to either a “genuine
float” or dollarization, she said, and “no middle
ground” that can successfully accommodate and
adapt to derivatives, rapid communications, the
impossibility of restricting short-term borrowing
abroad, and the ease of money transfers.

Second, Krueger said, countries need to maintain
high levels of reserves, ideally along with a current
account surplus, to reduce the potential for a crisis

similar to the one that struck Asia. While a freely
floating currency would reduce the risk of speculation
against a country’s currency, it would not eliminate it
altogether. Thus, the continued need for reserves.
Unless a country maintains enough reserves to cover
more than four months of exports, Krueger said, it is
ill-advised to post current account deficits larger than
3 percent of GDP.

Third, rapid expansion of domestic credit is
extremely dangerous, Krueger said. Such growth for
longer than one or two years is not sustainable—in
large measure because it is not possible to check the
quality of lending even in well-supervised financial
systems. Thus, it is essential that adequate prudential
supervision be put in place, along with appropriate
levels of bank capitalization. Supervision is crucial to
the broader issue of maintaining a well-functioning
financial system to fund a high real rate of return,
which, in turn, requires not only well-run domestic
banks but also access to the domestic market by
foreign banks.

Mitigating future crises

Krueger offered a simple but controversial proposal
intended to reduce the cost of future crises. She sug-
gested that financial crises be “delinked” from balance
of payments crises. Mechanisms to protect borrowers
from foreign currency liabilities should be in place to
augment an appropriate foreign exchange regime and
a strong banking system. She proposed a system under
which domestic borrowers would no longer be
required to repay international borrowings in foreign
currency. Rather, they would be required to repay such
loans in their own currency. Under this system, the
lender would be obliged to accept the foreign
exchange risk. To reinforce this approach, interna-
tional lenders would not be permitted to seek enforce-

Selected IMF rates

Week SDR interest Rate of Rate of
beginning rate remuneration charge
April 3 4.22 4.22 4.80
April 10 4.24 4.24 4.82
April 17 4.23 4.23 4.81

The SDR interest rate and the rate of remuneration are equal
to a weighted average of interest rates on specified short-term
domestic obligations in the money markets of the five coun-
tries whose currencies constitute the SDR valuation basket (as
of May 1, 1999, the U.S. dollar was weighted 41.3 percent; euro
(Germany), 19 percent; euro (France), 10.3 percent; Japanese
yen, 17 percent; and U.K. pound, 12.4 percent). The rate of
remuneration is the rate of return on members’ remunerated
reserve tranche positions. The rate of charge, a proportion
(currently 113.7 percent) of the SDR interest rate, is the cost of
using the IMF’s financial resources. All three rates are com-
puted each Friday for the following week. The basic rates of
remuneration and charge are further adjusted to reflect
burden-sharing arrangements. For the latest rates, call

(202) 623-7171 or check the IMF website (www.imf.org/exter-
nal/np/tre/sdr/sdr.htm).

Data: IMF Treasurer’s Department



ment of contracts in local courts. Krueger suggested
that such reforms could be put in place if the Group
of Seven nations backed them. Although it is impossi-
ble to prevent balance of payments crises or financial

Available on the web (www.imf.org)

Spring Meetings 2000: Official communiqués, statements,
transcripts, and other materials from the IMF-World Bank
Spring Meetings 2000.

Press Releases

00/25: IMF Approves Poverty Reduction and Growth
Facility Loan for Tanzania, April 5

00/26: IMF and IDA Support Debt Relief for Tanzania, April 5

00/27: IMF Establishes Independent Evaluation Office, April 10

00/28: Mozambique Qualifies for an Additional $600
Million in Debt Relief under the Enhanced HIPC Initiative,
Bringing Mozambique Total Debt Reduction under the
Initiative to $4.3 Billion

00/29: IMF Appoints Flemming Larsen as New Director of
Europe Office, April 14, 2000 [see page 138]

00/30: Joint IMF-World Bank Implementation Committee
for the HIPC Initiative and the PRSP Program, April 16

00/31: Communiqué of the International Monetary and
Financial Committee of the Board of Governors of the
IME, April 16 [see page 119]

00/32: IMF Approves Stand-By Credit for Ecuador, April 19

News Briefs
00/20: IMF Completes Bulgaria Review and Approves
$70 Million Credit Tranche, March 31
00/21: IMF Completes Off-Market Gold Sales, April 7
00/22: President of Colombia Meets IMF Acting Managing
Director, April 11

Public Information Notices (PINs)

00/25: Poland, March 31

00/26: IMF Executive Board Discusses the Monetary and
Exchange Rate Policies of the Euro Area, April 3

00/27: Kuwait, April 4

00/28: IMF Adopts Added Safeguards on Use of Its
Resources, April 4 [see page 134]

00/29: Burundi, April 7

00/30: Liberia, April 11

00/31: IMF Executive Board Reviews Data Standards, April 11

00/32: Bulgaria, April 19

Press Briefings

Transcript of a press briefing by Jacques Artus, Deputy
Director, IMF European I Department, April 4

Transcript of a press briefing by Stanley Fischer, April 5

Transcript of a press briefing on the April 2000 World
Economic Outlook, April 12

Transcript of a press briefing by Stanley Fisher, April 13

Speeches

Remarks by IMF Deputy Managing Director Eduardo
Aninat at the German Foundation for International
Development, Berlin, March 14

system crises from ever happening, she argued that her
proposal would make combined crises less likely. m

Jeremy Mark
IMF External Relations Department

Remarks by Stanley Fischer at the Bretton Woods
Committee Meeting, April 4

Remarks by Stanley Fischer at the conference entitled
“Investment Climate and Prospects for Economic Growth
in Russia,” Moscow, April 6

Lunch address by Stanley Fischer at conference entitled
“Promoting Dialogue: Global Challenges and Global
Institutions,” April 13

Letters of Intent and Memorandums of Economic and
Financial Policies (date posted)

Trinidad and Tobago, March 31

Papua New Guinea, March 31

Tanzania (includes Interim Poverty Reduction Strategy
Paper), April 3

Bulgaria, April 5

Bosnia and Herzegovina, April 10

Concluding Remarks for Article IV Consultations
(date posted)

Italy, March 31

Netherlands, April 4

Other

Review of Experience with Evaluation in the Fund, prepared
by the Evaluation Group of IMF Executive Directors,
March 14

Third Review of the Fund’s Data Standards Initiatives,
March 15

Policy Statement of IMF Technical Assistance, March 31

Review of Fund Facilities—Preliminary Considerations,
March 31

Financial Assistance for the IMF’s Poorest Members, April 3

Bulgaria: Experimental Reports on Observance of Standards
and Codes, April

Notes:

PINs are IMF Executive Board assessments of members’
economic prospects and policies. They are issued following
Article IV consultations—with the consent of the member—
with background on the members’ economies; and following
policy discussions in the Executive Board at the decision of the
Board.

Letters of Intent and Memorandums of Economic and Financial
Policies are prepared by a member country and describe the poli-
cies that the country intends to implement in the context of its
request for financial support from the IME

Concluding Remarks for Article IV Consultations. At the con-
clusion of annual Article IV discussions with the authorities, and
prior to the preparation of the staff’s report to the Executive
Board, the IMF mission often provides the authorities with a
statement of its preliminary findings.
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Bretton Woods Committee annual meeting

IMF, World Bank need to develop political
constituency at home, focus on poverty reduction

Much of the resistance to institutionalized
globalization and international financial coop-
eration and trade has focused on the World Bank, the
IME, and the World Trade Organization (WTO).
These institutions, in turn, face a dilemma: how to
fulfill the role the international community has
assigned to them while at the same time responding
to the sometimes conflicting interests between and
within member countries. This dilemma was the basis
for discussion at the April 4 annual meeting of the
Bretton Woods Committee—a U.S.-based bipartisan,
nonprofit group organized to build public under-
standing of international financial and development
issues. Participants at the Washington meeting
included senior officials from international financial
institutions, government officials, and representatives
from the private sector and nongovernment
organizations.

While acknowledging that some institutional
reform—particularly in the areas of openness and
fairer representation—is desirable, many speakers
emphasized that national governments needed to take
a more active role in helping to close the widening
gap between rich and poor in their own countries.

What role for the IMF?

“The IMF can hardly complain about not getting any
attention these days,” IMF Acting Managing Director
Stanley Fischer said, referring to various recommenda-
tions for reform that have been made in the past year or
so. Reform at the IME, Fischer noted, is an ongoing
process: “continuous” rather than “revolutionary.”

The evolutionary “revolution” continues, Fischer
said, as the IMF seeks to improve and extend its activ-
ities, including its lending functions. The IMF lends
to countries in crisis, to countries trying to avoid
crises, and to the poorest member countries. This
third group, Fischer said, is controversial, because
many critics say the IMF should not be in the poverty
business. But, Fischer stressed, the poorest members
of the world community belong to the IME, have the
same macroeconomic issues as middle-income and
emerging market countries, and have the same right
as every other member to access the IMF’s facilities.
Helping countries achieve and maintain stability is
the business of the IMF, Fischer said, but these efforts
are doomed to failure if programs supported by the
IMF ignore the fact that poverty is the main problem
confronting these countries. The IMF’s newly consti-
tuted Poverty Reduction and Growth Facility, there-

fore, puts poverty reduction, along with growth, at the
center of IMF programs. Under this strategy, the IMFE,
working with the World Bank, ensures that the
macroeconomic policy framework a country develops
with IMF assistance is fully consistent with what
needs to be done in the social sector.

The IMF and the World Bank lack a viable political
constituency in the United States, and especially in
the U.S. Congress, according to Timothy Geithner of
the U.S. Treasury. Globalization can work for the eco-
nomic good of developing and industrial countries
alike, Geithner said, but drumming up popular sup-
port for the “global” institutions remains a problem.
Any reform of the IMF must recognize its core func-
tions, he said, which include preventing financial cri-
sis, promoting sound economic policies among its
members, and providing support for poverty reduc-
tion programs.

According to U.S. Congressman Barney Frank, the
growing resistance and hostility, especially in the
United States, to free trade and globalization reflects
to some extent the collapse of the consensus on behalf
of U.S. participation in the international economy
and freely moving capital that prevailed from the late
1940s up until the late 1980s. On the right, efforts to
use foreign aid and trade opportunities to recruit
allies against hostile external forces have disappeared
with the collapse of communism. On the left, early
optimism about the universal benefits of globalization
has dissipated as some segments of the population
have found themselves on the losing end.

Rebuilding the political constituency that will sup-
port the efforts of the international financial institu-
tions requires action on both the domestic and the

Members’ use of IMF credit
(million SDRs)

During January—  January—

March March March

2000 2000 1999
General Resources Account 905.10 1,166.52 1,062.13
Stand-By Arrangements 905.10 906.52 95.98
EFF 0.00 260.00 557.13
CCFF 0.00 0.00 409.02
PRGF' 36.80 86.81 207.64
Total 941.90 1,253.33  1,269.77

EFF = Extended Fund Facility

CCFF = Compensatory and Contingency Financing Facility
PRGF = Poverty Reduction and Growth Facility

Figures may not add to totals shown owing to rounding.
'Formerly ESAF—the Enhanced Structural Adjustment Facility.
Data: IMF Treasurer’s Department



international level, Frank said. On the national level, poverty reduction is a direct goal of the economic pro-
directly addressing the unequal income distribution
within the United States, he maintained, is a good way
to build support for globalization. Safety nets need to
be provided for those people who are not participating

in the new economy. On the international level, the
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grams it supports rather than an indirect result of
growth-oriented macroeconomic policy reform.
Speaking as a representative of an emerging market
economy that has benefited from IMF financial assis-
tance, Carlos Noriega, Deputy Minister of Finance and

IMF should continue to stress that its new focus on Public Credit of Mexico, said that several “myths”

Stand-By, EFF, and PRGF Arrangements as of March 31

Date of Expiration Amount Undrawn

Member arrangement date approved balance
(million SDRs)

Stand-By 45,379.70 17,288.73
Bosnia and Herzegovina May 29, 1998 April 28, 2000 77.51 24.24
Brazil' December 2, 1998 December 1, 2001 10,419.84 2,550.69
Estonia March 1, 2000 August 31, 2001 29.34 29.34
Korea' December 4, 1997 December 3, 2000 15,500.00 1,087.50
Latvia December 10, 1999 April 9, 2001 33.00 33.00
Lithuania March 8, 2000 June 7, 2001 61.80 61.80
Mexico July 7, 1999 November 30, 2000 3,103.00 1,163.50
Papua New Guinea March 29, 2000 May 28, 2001 85.54 85.54
Phlhppmes Apl‘ll 1, 1998 Iune 30, 2000 1,020.79 475.13 Members drqwing on
Romania August 5, 1999 May 31, 2000 400.00 347.00
Russia July 28, 1999 December 27, 2000 3,300.00 2,828.57 the IMF ”Purchase"
Thailand August 20, 1997 June 19, 2000 2,900.00 400.00
Tgrkey December 22, 1999 December 21, 2002 2,892.00 2,670.28 other members’
Zimbabwe August 2, 1999 October 1, 2000 141.36 116.62
EFF 9,798.37 8,209.86 currencies, or SDRs,
Bulgaria September 25, 1998 September 24, 2001 627.62 313.82
Colombia December 20, 1999 December 19, 2002 1,957.00 1,957.00 . .
Indonesia February 4, 2000 December 31, 2002 3,638.00 3,378.00 with an eqqulent
Jordan April 15,1999 April 14, 2002 127.88 106.56 .
Kazakhstan December 13, 1999 December 12, 2002 329.10 329.10 amount of their own
Moldova May 20, 1996 May 19, 2000 135.00 47.50
Pakistan October 20, 1997 October 19, 2000 454.92 341.18 CLUIICnCYS
Panama December 10, 1997 December 9, 2000 120.00 80.00
Peru June 24, 1999 May 31, 2002 383.00 383.00
Ukraine September 4, 1998 September 3, 2001 1,919.95 1,207.80
Yemen October 29, 1997 March 1, 2001 105.90 65.90
PRGF 3,564.31 2,058.55
Albania May 13, 1998 May 12, 2001 45.04 14.11
Benin August 28, 1996 August 26, 2000 27.18 10.87
Bolivia September 18, 1998 September 17, 2001 100.96 56.10
Burkina Faso September 10, 1999 September 9, 2002 39.12 33.53
Cambodia October 22, 1999 October 21, 2002 58.50 50.14
Cameroon August 20, 1997 August 19, 2000 162.12 36.03
Central African Republic July 20, 1998 July 19, 2001 49.44 32.96
Chad January 7, 2000 January 7, 2003 36.40 31.20
Cote d’Ivoire March 17, 1998 March 16, 2001 285.84 161.98
Djibouti October 18, 1999 October 17, 2002 19.08 16.36
The Gambia June 29, 1998 June 28, 2001 20.61 13.74
Ghana May 3, 1999 May 2, 2002 155.00 110.70
Guinea January 13, 1997 December 20, 2000 70.80 15.73
Guyana July 15, 1998 July 14, 2001 53.76 35.84
Honduras March 26, 1999 March 25, 2002 156.75 80.75
Kyrgyz Republic June 26, 1998 June 25, 2001 73.38 38.23
Macedonia, FYR April 11, 1997 April 10, 2000 54.56 27.28
Madagascar November 27, 1996 July 27, 2000 81.36 40.68
Mali August 6, 1999 August 5, 2002 46.65 39.90
Mauritania July 21, 1999 July 20, 2002 42.49 36.42
Mongolia July 30, 1997 July 29, 2000 33.39 15.95
Mozambique June 28, 1999 June 27, 2002 87.20 42.00
Nicaragua March 18, 1998 March 17, 2001 148.96 53.82
Pakistan October 20, 1997 October 19, 2000 682.38 417.01
Rwanda June 24, 1998 June 23, 2001 71.40 38.08
Senegal April 20, 1998 April 19, 2001 107.01 57.07
Tajikistan June 24, 1998 June 23, 2001 100.30 40.02
Tanzania March 31, 2000 March 30, 2003 135.00 135.00
Uganda November 10, 1997 November 9, 2000 100.43 17.85
Yemen October 29, 1997 October 28, 2000 264.75 114.75
Zambia March 25, 1999 March 24, 2002 254.45 244.45
Total 58,742.38 27,557.14

Includes amounts under Supplemental Reserve Facility.

EFF = Extended Fund Facility.

PRGF = Poverty Reduction and Growth Facility.
Figures may not add to totals owing to rounding.

Data: IMF Treasurer’s Department
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about the IMF need to be debunked. Far from having
outlived its usefulness, the institution’s near-universal
membership provides opportunities for economic
growth and improved standards of living for all coun-
tries, particularly poor countries that lack
access to private capital markets and other
forms of bilateral financial assistance.
Further, without the IMF’s crisis pre-
vention and resolution functions,
periodic financial convulsions in

the markets could permanently dis-
able smaller, weaker players and

lead to a long-term disruption of the
international financial system. The
new focus on poverty reduction, along
with growth, as the central element in
IMF-supported programs demonstrates the
institution’s ability to change and adapt; the enhanced
cooperation between the IMF and the World Bank on
debt and poverty-reduction initiatives that take into
account social and macroeconomic considerations
argues against calls for greater lines of demarcation to
be drawn between the two institutions.

Multilateral development banks

Recent calls for cutbacks in the lending and develop-
ment activities of the multilateral development banks,
especially the World Bank, threaten the growth
prospects of much of the developing world. Moreover,
according to Robert Hormats of Goldman Sachs, what
happens in poor countries has an effect on the U.S.
economy. There is a need for an “internal debate,” he
said, to show the domestic consequences of withhold-
ing financial aid and assistance to poor countries. For
example, lack of basic health care and disease preven-
tion could mean the spread of infectious diseases and
viruses across continents, while global terrorism often
has it roots in intense economic dissatisfaction at home.
Hormats said complacency about the U.S. and world
economies has “shut our eyes to the real risks to which
we remain vulnerable.”

In the next 25 years, the world’s population could
top 8 billion, a rise of 2 billion, more than half of
whom will be living in poverty, James Wolfensohn,
President of the World Bank, noted. New approaches
to development assistance from the multilaterals are
needed to meet this challenge, including basing growth
and development on sound macroeconomic and struc-
tural policies. This comprehensive approach, Wolfen-
sohn said, depends on cooperation among the regional
and multilateral development banks and the IME.

A comprehensive approach is also needed in Latin
America. Enrique Iglesias, President of the Inter-
American Development Bank, cited the still considerable
roadblocks to development in Latin America: low growth,
external imbalances, and large income inequalities.

Cooperation among international financial institu-
tions, including multinational and regional develop-
ment banks, is also crucial for development. Peter
Sullivan, Vice President at the Asian Development

Bank (ADB), noted that much of the remark-
able recovery in Asia from the crises of
1997-98 was due to a cooperative effort

that succeeded in helping to put Asia
back on the road to growth. Never-
theless, poverty is still widespread in
many parts of Asia, and the region
will continue to require assistance
from the World Bank to tackle gov-
ernance issues and institutional and
structural weaknesses. Like the other
regional development banks, Sullivan said,
the ADB would suffer if the activities and scope
of the World Bank were cut back.

Globalization: threat or promise?
Globalization is inevitable and can bring benefits to
many. But, at the same time, national and interna-
tional institutions need to assume responsibility for all
segments of society—not just the beneficiaries of
globalization. These were the main conclusions
reached in a final discussion, moderated by Bill
Frenzel of the Bretton Woods Committee. Renato
Ruggiero of Salmon Smith Barney and former
Director General of the WTO said that the current
backlash against globalization was troubling, but did
not presage a return to isolationism and closed econ-
omies. In fact, as Heng Chee Chan, Singapore’s
ambassador to the United States, noted, none of the
crisis-affected countries in Asia had turned its back on
the free market. But they know they are vulnerable
and that contagion effects can be devastating.
Globalization, she said, is inevitable, but supportive
policies are not.

David Beckmann of Bread for the World, a non-
governmental organization, emphasized the impor-
tance of building a domestic political constituency to
support the poverty alleviation and development
efforts of the multilateral institutions. We need “grass
roots” and “brass tops,” he said.

Governance is an international system, with its
own logic, that will affect every country and business,
according to Thomas Friedman of the New York
Times and author of The Lexus and the Olive Tree:
Understanding Globalization. Open, free trade is
essential for growth and development, he said, but
“globalizers” need to bring along the “have-nots, the
losers, and the left-behinds,” or the political backlash
will be fierce and disruptive. For the globalization sys-
tem to operate efficiently, therefore, society and gov-
ernment need to find an equilibrium between social
safety nets and integration. M



