
Because the international monetary and financial sys-

tem is a “public good,” all have an interest in improving

it, IMF Managing Director Michel Camdessus said dur-

ing a conference entitled Key Issues in Reform of

the International Monetary and Financial System 

in Washington, hosted by the IMF’s Research

Department, on May 28–29. The conference, which was

organized by Michael Mussa and Alexander Swoboda,

in collaboration with Peter B. Kenen, took a

critical look at issues central to the discussion

of how to strengthen the system, including

coping with capital flows, coordinating

exchange rate policies, providing financial

assistance to countries facing external payment

difficulties, and preventing and resolving

financial crises. Participants included acade-

mics, senior government officials, members of

the press, IMF Executive Directors, and IMF

staff. Camdessus and Jacob Frenkel, Governor

of the Bank of Israel, delivered keynote

addresses, and IMF First Deputy Managing

Director Stanley Fischer provided closing

remarks.

Highlights of the conference are covered on

pages 194–200.
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With the Asian crisis receding, the world is beginning to

shift gears—absorbing the lessons of a volatile decade and

taking up again the task of creating a

more stable world economy. The U.S.-

based Bretton Woods Committee

used its annual meeting on June 9 to

assess the daunting challenges facing

the Bretton Woods institutions and

the world economy as the new millen-

nium approaches. Members of the

committee heard from prominent

U.S. congressional leaders and

Dwayne Andreas of Archer Daniels

Midland Company; from the heads of the IMF, the World

Bank, and the International Finance Corporation, and

from Robert Rubin, outgoing

U.S. Secretary of the Treasury,

who delivered the keynote

address. The meeting also fea-

tured a panel discussion on the

merits of IMF financing from

private markets.

IMF Managing Director

Michel Camdessus underscored

how much the future stability of

the world (Continued on page 206)

Bretton Woods Committee
Stable, integrated world economy will depend on
mature relationships, sustained political support

www.imf.org

Camdessus: The basis for successful
crisis resolution must be laid before
crises strike.

Alexander Swoboda (left) and Michael Mussa, organizers of the 
conference, coauthored a paper, with colleagues from the Research
Department, on capital flows to emerging markets.

Conference on reform
Involving the private sector and preventing 
financial crises are main topics for discussion 
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Exchange rates among major currencies
Past attempts to coordinate action among the major

currency countries to limit the damage caused by

exchange rate instability have met with little success

and have even led to questions

about the need for such

efforts, according to Benoît

Coeuré and Jean Pisani-Ferry.

However, Pisani-Ferry, who

presented the paper, said two

recent events have reopened

the discussion—the exchange

rate crises in emerging econ-

omies, which some observers

have traced back to the effect

of the strong dollar on curren-

cies that were formally or informally pegged to it, and

the creation of the euro and its possible impact on the

international monetary system.

Exchange rate coordination in the post–Bretton

Woods era has been a process of trial and error, Pisani-

Ferry said. Attempts have ranged from highly ambi-

tious schemes with internationally agreed targets, such

as the Plaza and Louvre accords of 1985 and 1987, to

more modest schemes, with ad hoc interventions in the

case of extreme misalignments only. Neither approach

to coordination was able to secure lasting stability.

Coordination may be more feasible now than in the

1980s, Pisani-Ferry said, because the situation is differ-

ent and countries are more knowledgeable about the

results of misalignments and lack of coordination.

A renewed international arrangement should disso-

ciate the two objectives that target zone schemes closely

associate: policy coordination and exchange rate stabi-

lization. There is still a case for monitoring exchange

market developments, but not for targeting specific val-

ues of nominal exchange rates. Pisani-Ferry and

Coeuré proposed a two-pronged approach: a coordi-

nated response to macroeconomic shocks accompa-

nied by a monitoring of foreign exchange develop-

ments. The steps they recommend for implementing

this arrangement are

• the joint endorsement by the United States, Japan,

and Europe of a core set of broad macroeconomic pol-

icy principles.

• development of commonly agreed principles for

deciding on the fiscal and monetary response of each

participant to shocks.

Pisani-Ferry and Coeuré also suggested that esti-

mates of equilibrium exchange rates could be used to

structure Group of Seven discussions on exchange rate

developments and provide some guidance for market

assessment. The IMF could be asked to produce and

release such estimates on a regular basis, as part of its

surveillance exercise.

Discussion. Most discussants agreed with Pisani-Ferry

and Coeuré that excessive exchange rate volatility could

be destabilizing and disruptive. They also agreed with

many of the authors’ suggestions for policy coordination

(except for the suggestion that the IMF produce and

release equilibrium exchange rates), although most were

skeptical about their practical application.

Alan Blinder wondered if any of the proposed strate-

gies would reduce short-term volatility. Also, domestic

policies in the major countries are not always consis-

tent; and the exchange rate—rather than the interest

rate—should be allowed to absorb some of the effects

of an external shock, he added.

Horst Siebert noted that a multilateral approach to

stabilizing exchange rates requires countries to adhere

to stability-guaranteeing rules that all relevant policies

in the three major regions would be harmonized,

thereby relinquishing sovereignty over monetary pol-

icy. This is not realistic and may not be desirable.

Ricardo Hausmann said he saw a trend toward fewer

currencies, which would make it easier for countries to

hedge their currency risk in euros or U.S. dollars.

Ronald I. McKinnon argued that the market’s obdurate

expectation of trend yen appreciation was a main

source of problems for the Japanese and, hence, the

world economy. He offered a strategy for dealing with

the problem.

Capital flows to emerging markets
The emerging market crises of the 1990s—and in particu-

lar the Asian crisis with its global repercussions—have

generated perceptions of serious inadequacies in the inter-

national financial system and intense debate on global

financial reform, particularly regarding capital flows to

emerging markets. The aim of the paper by Michael

Mussa, Alexander Swoboda, Jeromin Zettelmeyer, and

Olivier Jeanne was to focus on the role of international

public intervention in forestalling and mitigating future

crises, Mussa said.

National policy failures—especially in banking and

financial supervision—and a lack of transparency, as

well as adverse shocks, helped pave the way for the

international financial crises of the 1990s. But there is

little doubt, Mussa said, that systemic fragilities also

played an important role. In particular, the vulnerabil-

ity of several emerging market economies to potential

financial crises was increased by a sharp progression

in the level of their short-term, foreign-currency-

denominated liabilities from the 1980s to the 1990s,

Mitigating instability under high capital mobility
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due in part to an increase in the overall level of debt but

also to a shortening of its maturity.

Reform of the international financial system, Mussa

noted, has three key objectives: fostering efficiency and

growth by allocating capital to where it can generate the

highest returns; reducing the risk of international

financial crises; and mitigating the impact, and equi-

tably sharing the burden, of crises when they do hit.

However, because of asymmetric information and

other distortions that prevent any financial system

from operating with absolute efficiency, simultaneous

pursuit of these objectives gives rise to fundamental

tensions. There is no universally applicable, first-best

approach for dealing with these problems, Mussa said,

and there are inevitably trade-offs.

• While policies that maintain a relatively closed

capital account may provide significant protection

against international financial crises, they substantially

impair a country’s ability to take advantage of the effi-

ciency gains from broader participation in the global

financial system. More needs to be done to contain the

risks and damage of financial crises.

• Efforts to divert capital flows, particularly of short-

term credit denominated in foreign currency, into

forms that pose less danger of systemic risks run

counter to the incentives of economic agents on both

sides of the bargain. But it is difficult to establish a sharp

dividing line for what constitutes too much short-term

debt or to say how far it is prudent to go in shortening

maturities and taking on foreign currency debt in

attempting to avert a crisis. When a country experiences

difficulty maintaining external financing flows, shorten-

ing maturities and increasing foreign-currency-denom-

inated borrowings can be quite useful in forestalling a

financial crisis. Sometimes, Mussa said, this strategy

works, but sometimes it fails, and the subsequent crisis

and its costs are enlarged.

• Proposals for bailing in the private sector in finan-

cial crises, by requiring private creditors under certain

conditions to retain or expand their exposures to a

country experiencing an actual or potential financial

crisis, also entail trade-offs. The application of such

mechanisms for one country in, or on the verge of, a

crisis might help that country, but would also be a clear

signal for creditors to flee from whatever country they

believe might be next on the list for trouble, Mussa said.

The historical pattern of boom-and-bust cycles in

international capital flows to emerging markets seems

likely to persist, Mussa said. As a result, the time will

come again when a number of emerging market coun-

tries will face severe external financing difficulties. The

reforms to the international monetary system now

under way or in prospect should help lessen these prob-

lems, but will not make them disappear. Accordingly,

there will continue to be a need for official assistance—

in appropriate circumstances—with as little subsidy as

possible, and subject to relevant conditions, to help

countries manage their external payments difficulties

and especially to help contain the severe economic

damage typically associated with situations of national

default. Concern about moral hazard is mitigated, to an

important degree, by the conditionality associated with

international support packages and by broader interna-

tional efforts to promote improved national policies.

Discussion. Most discussants thought that sound

macroeconomic policy was as

key as strengthening the inter-

national system. David Folkerts-

Landau criticized the paper for

attaching too much importance

to systemic weaknesses. Rather,

he said, financial linkages across

emerging markets and funda-

mental failures in policy in the

emerging market economies

were the real culprit, not the

international financial system.

Roberto Zahler observed that the extent to which a coun-

try is integrated into the international economy is usually

linked to the confidence the rest of the world has in the

prospects and management of that economy. This creates

a dilemma: sound policies attract excessive capital inflows

that threaten the soundness of the economy; as a conse-

quence, measures must be taken—including, in some

cases, Chilean-type controls—to manage these inflows.

Oldrich Dedek noted that the Czech monetary author-

ities had found no “silver bullet” for reducing internal and

external imbalances and for coping with the ebb and tide

of capital flows. The country is seeking entry into the

European Union, which requires

policy convergence, including of

the exchange rate. Eventual par-

ticipation in the European Econ-

omic and Monetary Union

would, he said, relieve members

of having to use the exchange

rate as an adjustment tool.

Rudiger Dornbusch said the

emerging market crises might

have been averted if the growing

stock of debt had been restruc-

tured earlier, rather than after the crash. The best way to

avoid currency crises, he said, was to “outsource monetary

policy,” as in a currency board arrangement.

Balance between adjustment 
and financing
Developed and emerging market economies share many

common symptoms of a financial crisis: large capital

inflows, asset price and credit booms, currency overvalu-

ation, and large current account deficits. But as

Guillermo Calvo and Carmen Reinhart noted, industrial
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and emerging market economies part company in the

developments that usually follow a speculative attack.

Unlike their more developed counterparts, emerging

market economies routinely lose their access to interna-

tional capital markets. Furthermore, Reinhart noted,

given the common reliance on short-term debt financ-

ing, the public and private sectors in these countries are

often asked to repay their existing debts on short notice.

These large negative swings in capital inflows—or “sud-

den stops”—are dangerous. The slowdown or reversal

could push the country into insolvency or drastically

lower the productivity of its existing capital stock.

By the time the crisis erupts and a country has lost its

access to international capital markets, the range of pol-

icy options available to manage the situation has been

severely restricted.The evidence suggests that capital con-

trols do appear to influence the composition of flows,

diverting them away from short maturities. However,

such policies are not likely to be a long-run solution, and

this option has little appeal for countries not wishing to

reverse the process of financial liberalization.

Many emerging markets may nevertheless rely

increasingly on controls because of a fear of floating and

because they lack the discipline that underlies fixed

exchange rates. Even when fear of floating does not lead

to capital controls, floating exchange rates may have sig-

nificant costs in terms of both the interest rate volatility

associated with them and their procyclical nature.

No serious economist will prescribe the same

exchange rate regime for every country, Calvo said. But

Latin America already lives in a “semi-fixed world,”where

the U.S. interest rate has been a crucial variable for

national policy since the 1970s. The question is, should

these countries stay where they are or go all the way?

Strong pegs, like dollarization, can help reduce the inci-

dence of external shocks and may be an attractive option

for emerging markets in dealing with the problem of

recurring sudden stops. Although full dollarization will

not eliminate banking problems, it could lessen them if it

reduces the problems stemming from currency and

maturity mismatches—and it will do away with specula-

tive attacks on the currency.

Discussion. Most discussants agreed that the time for

policy response is immediately after a shock but before

the crisis hits. Some objected to the “short shrift” Calvo

and Reinhart gave to floating. Montek Singh Ahluwalia

suggested that the authors might have focused more on

other preventive measures, such as banking sector

reform.Yoon-Je Cho noted that when the IMF financing

package for Korea was put together, no one had expected

that the degree of correction would be so high, and the

insufficient financing led to massive depreciation.

Jeffrey Frankel agreed with the authors that the crucial

period when the adjustment/financing framework is rel-

evant is right before the crisis. The IMF’s recently estab-

lished Contingent Credit Lines, which could help an oth-

erwise healthy economy defend its exchange rate from

speculative pressure, were thus a step in the right direc-

tion. Peter Kenen added that steps were needed to limit

bank exposure to short-term debt in countries with

underdeveloped structures and institutions. Private sec-

tor involvement has to be included if the balance between

adjustment and financing is to be improved, he said.

Involving the private sector in 
crisis prevention and resolution
Progress in compelling investors to share the financial

burden of a crisis has been slight, Barry Eichengreen
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New answers to old questions 

Following is a summary of remarks by Jacob Frenkel, Governor

of the Bank of Israel, during the conference.

Policymaking is being carried out in a new globalized

environment that requires new answers to old questions, such

as how to conduct exchange rate policy and how to manage

capital market flows, Frenkel said.

When capital markets were less open, Frenkel said, the

authorities decided when to intervene, where to set the rate,

and which regime to follow. Markets and the authorities were

in an adversarial relationship. Now, we want to work with the

markets, recognizing that market discipline helps to ensure

good policies. It is no longer a case of “you versus us,”but rather

a partnership based on transparency and accountability.

Over the next 10 years, Frenkel said, the trend in exchange

rate regimes will probably be toward very fixed or very flexible.

In-between regimes will disappear. Countries in intermediate

stages should therefore make it clear to the markets that they

are in a transitional stage; otherwise, temporary stratagems

could be taken as permanent. It was a good idea, he said, to

have an exit strategy.

Before making the final jump, countries should make sure

they have a parachute, Frenkel said. The exchange rate regime is

an important issue, but developing the corresponding markets

is essential whatever regime is chosen. Preconditions, such as a

functioning exchange rate market and

early private sector participation, need

to be in place as a condition for fully

opening the capital account.

Making their economy attractive 

to investors in the economic “Miss

Universe contest” is the best way for

emerging market economies to regain

access to capital markets, Frenkel said.

Restrictions on capital flows, even in

the interests of controlling sudden

reversals in market sentiment, will not

attract investors. But evidence of a

strong economy and credible policy will bring  investors

back—even those that had bailed out in recent crises. Markets

reward good policy, and countries that adopt the right policies

will make the markets quickly forget bad memories, Frenkel

concluded.

Jacob Frenkel
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noted. Some analysts have questioned whether moral

hazard is a sufficiently overwhelming problem to justify

actions that may disrupt the operation of the markets

and make it more costly for reputable debtors to bor-

row. Others assert that a solution to the moral hazard

issue may not be possible and that financial and policy

innovations can have unintended consequences,

including precipitating the very crises they are meant to

forestall. Nevertheless, finding ways to ensure that pri-

vate sector creditors bear their share of the burden is a

key step in learning to deal with modern financial

crises, Eichengreen said.

The IMF has experimented with a variety of meth-

ods for involving the private sector, Eichengreen said,

including direct pressure on international banks to

lengthen their credit lines in Korea, informal pressure

for them to maintain credit lines in Brazil, and asking

the government of Ukraine to renegotiate its bonds as

a precondition for the extension of official assistance.

But the success of each of these approaches depended

on characteristics specific to the countries involved.

The IMF and the international community have been

trying to find ways of bailing in the private sector, accord-

ing to Eichengreen, including by adopting new provisions

in loan contracts to facilitate orderly restructurings, such

as collective action clauses in bonds and creating work-

able alternatives to ever-bigger IMF bailouts. The addi-

tion of such clauses to bond contracts, Eichengreen said,

is the only practical way of creating an environment con-

ducive to flexible restructuring negotiations.

Efforts to bail in the private sector will have to pro-

ceed on a case-by-case rather than a rules basis,

Eichengreen concluded. This approach may seem arbi-

trary and unwieldy, but at least it does not pose a dan-

ger of aggravating the crisis problem as would rules

specifying the modalities and circumstances in which

creditors would be bailed in.

Discussion. Most discussants agreed with Eichengreen

that the private sector had to be bailed in on a case-by-case

basis. There is a need to restore capital flows to emerging

market economies, especially loans

and bond credits, and changes in

financial architecture should nour-

ish this return, William Cline said.

The objective should be to increase,

not reduce, flows. Pablo Guidotti

thought that proper management

of debt, notably lengthening its

maturity structure, was key to

reducing public sector financing

needs and avoiding excessive

recourse to international financial

assistance—one of the purposes of “involving the private

sector.” Innovations in bond contracts are welcome,

Guidotti said, if introduced by the private sector to make

resolution of future crises more efficient; but IMF policy

should not be linked to their introduction.

J.A.H. de Beaufort Wijnholds said the industrial coun-

tries should lead the way in bond rescheduling. The IMF

should act as a facilitator to ensure that agreements with

the private sector are being observed.Voicing a somewhat

contrary opinion, Martin Wolf of the Financial Times

suggested that since there are such huge difficulties in

handling sovereign foreign currency indebtedness, there

should be much less of it. Sovereigns should either bal-

ance their budgets or borrow in domestic credit markets.
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Financial role
During the emerging market crisis, the IMF was asked

to take on exceptional responsibilities under uncertain

conditions, David Lipton said. Some observers have

been harshly critical of the IMF’s performance, while

others believe the IMF played a crucial role in helping

the world through a difficult and dangerous episode.

Maintaining the IMF’s readiness to function in the

future may require a refocusing of its role, ensuring that

it is assigned appropriate tasks and that its legitimacy

and public acceptability are reinforced, lest its effective-

ness be impaired.

Lipton offered proposals that might help redraw the

limits on the use of IMF financial resources by shifting

more of the burden of dealing with economic prob-

lems to the markets and private sector participants. To

start with, he said, the international community should

end large-scale IMF financial assistance for member

countries with balance of payments problems.

The crises of 1997 and 1998 were unex-

pectedly severe and filled with uncertainties

about capital flows and contagion and the

IMF’s response was key to preserving the

system. But the large financing packages

provided only a short-term expedient. It is

unreasonable to ask the IMF to continue

playing this role, nor is it ideal to assume

that these resources will always be available.

Lipton said that there is a need to “put the

genie of large IMF lending operations back

into the bottle” and to restore a more rigid adherence to

the use of access limits in approving members’ use of its

resources.

Among the changes Lipton suggested is a more wide-

spread reliance on flexible exchange rates. The implicit

guarantee of a pegged regime in times of stress puts all

the onus on the central bank, whereas a floating rate dif-

fuses the stress through the marketplace, he observed.

Role of the IMF

Barry Eichengreen
explored the 
possibility of mak-
ing the private sec-
tor share more of
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cial crises. 
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burden of dealing
with economic
problems should be
shifted from the IMF
to the markets. 
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Although the IMF has access to borrowing arrange-

ments designed to supplement ordinary resources, the

recent crisis made it clear that the potential financial

requirements to stem a global crisis are very large and

that circumstances could arise in which all of the

resources presently available to the IMF could be inade-

quate to stem the spread of crisis. The international com-

munity, Lipton said, should be equipped to react force-

fully if some constellation of factors again threatens the

international financial system.

Lipton proposed setting up a large pool of resources

to equip the IMF to respond if the health and integrity

of the international financial system were endangered. A

“trust fund” established by a select group of large coun-

tries could be used as a last line of defense for the inter-

national financial system in time of dire threat. The trust

fund would not be an IMF facility, but rather a backstop

to the international financial system to be operated in

the interests of the international community. The fund

would lend freely, and at a penalty rate, as called for in

the operation of lenders of last resort. Management of

the fund should retain “constructive ambiguity” about

the circumstances in which it might be activated.

Discussion. Discussants expressed general skepticism

about Lipton’s proposed trust fund, and several were not

as sanguine about the merits of a floating exchange rate.

Jack Boorman expressed doubts about the efficacy of

limiting access levels to IMF financing. It is not always

easy, he said, to determine when a crisis begins to

unfold, whether it will be systemic. Limits would either

not be believed by the markets or would tie the hands

of the IMF, which needs to be free to stimulate markets

and the flow of official and private finance.

Kwesi Botchwey asked what guarantees would be in

place to ensure activities of the proposed trust fund would

be carried out in a principled way. Charles Calomiris

agreed, observing that access would inevitably be delayed

and politicized.“Ambiguity,” he said,“is open to manipu-

lation in the guise of coordination.” Yung Chul Park sup-

ported the IMF as crisis manager and lender to emerging

Is international financial and monetary
stability a public good?

Following are edited extracts of an address delivered by IMF

Managing Director Michel Camdessus at the conference on key

issues in reform, hosted by the IMF’s Research Department, in

Washington on May 28. The full text is available on the IMF’s

website (www.imf.org).

Let me start with the proposition that the international

monetary and financial system may be seen as a global pub-

lic good. It is essentially the same system for everyone. If it

works well, all countries have the opportunity to benefit; if it

works badly, all are likely to suffer. Hence, all have an interest

in reforms that will improve the system for the global public

benefit.

Coordinating exchange rate policies
There is no world money controlled by a world monetary

authority that performs the essential functions of medium of

exchange, store of value, and unit of account at the global

level. Rather, the moneys of the largest industrial countries do

double duty as the moneys for their respective countries and

as the moneys used by most other countries for conducting

their international trade and financial transactions.

Reasonable stability of the domestic price level is increas-

ingly recognized as the most basic objective of monetary pol-

icy. From the global perspective, this domestic orientation of

monetary policies in the major currency areas is generally

desirable. As experience has unfortunately taught, economic

and financial instability in the dominant economies of the

world is bad for them and for the rest of the world as well.

Thus, economic policies that promote domestic economic

and financial stability in the largest economic areas of the

world are not only desirable—they are essential—for eco-

nomic stability and prosperity elsewhere.

Recent experience suggests rather pointedly that more

attention can be paid to international consequences and

specifically to exchange rates in the management of economic

policies in the largest economies with beneficial results for

these economies as well as for the rest of the world.

Last September and October, in the wake of Russia’s

default and the near failure of a large hedge fund, a liquidity

crisis gripped a wide range of financial markets. Although

adverse effects on the U.S. economy were not apparent, the

U.S. Federal Reserve, recognizing the danger posed by this

crisis, took the lead among major currency area central banks

in easing monetary conditions. In this instance, forward-

looking monetary policy action in the United States, the euro

area, and Japan, which took account of conditions in global

financial markets beyond those of immediate domestic con-

cern, clearly helped to forestall important risks of a deeper

global economic downturn and, correspondingly, has helped

to create the more favorable prospects for global growth we

see today.

We must not, of course, overplay our hand. When domes-

tic considerations relevant for monetary policy in the major

countries run counter to external considerations, it will often

be a mistake, domestically and internationally, to give much

weight to external considerations. Moreover, even when

exchange rates may seem to have moved too far, it is not

always wise to adjust macroeconomic policies even margin-

ally to try to affect exchange rates.

Concerning intervention, we know it is not a very power-

ful tool for influencing markets, especially when it is not sup-

ported by other policies. However, markets do not always get

exchange rates right. Under the influence of bandwagon

effects, panics, and other anomalies, markets sometimes take

exchange rates a considerable distance away from levels con-

sistent with economic fundamentals in circumstances where

this is detrimental to global economic performance. The offi-
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market countries, but believed it could provide more

information and early warnings to policymakers when it

identifies a shift in market perceptions. The IMF should

promote closer cooperation between central banks in the

Group of Seven and in the emerging market countries.

Tatiana Paramonova said that the Russian experience

with stabilization attempts had persuaded her that no sin-

gle exchange rate regime was optimal for all countries at all

levels of development. Relatively clean floating or a cur-

rency board would be her choice for emerging markets.

IMF advice
The currency crises in Asia have raised questions about

the effectiveness and appropriateness of the condition-

ality the IMF imposed on crisis countries, Takatoshi

Ito noted. It has been alleged that IMF-supported pro-

grams did not prevent overshooting of currencies or

contagion to neighboring countries. With the failure of

official financial assistance to restore market confi-

dence, the crises turned into prolonged recessions in

many of the affected countries. Ito found merit in

much of the criticism of IMF conditionality, especially

at the start of the programs.

Looking at the IMF’s crisis management in Thailand,

Indonesia, and Korea, Ito suggested that “typical IMF

prescriptions” did not always have their intended effect

and, in fact, may have worsened the situation. A tight

fiscal policy may be warranted to enhance confidence

and pay for financial reforms. But, Ito said, critics con-

tend, that since Asian countries have a record of sound

fiscal policy, such surpluses are not necessary.

The IMF typically recommends tightening monetary

policy to prevent further depreciation and inflation.

But, Ito noted, critics contend that a sustained high

interest rate policy can also lead to a credit crunch or a

domestic liquidity crisis.

The emphasis on structural reform in the midst of a

crisis was one of the IMF’s more controversial conditions,

Ito said. For instance, the announcement of the October

1997 program with Indonesia coincided with the forced

cial sector can and should press further to resist unwarranted

movements in major currency exchange rates.

External payments difficulties
The purposes of the IMF’s activities in this area are clearly defined

in its Articles of Agreement: “To give confidence to members by

making the general resources of the IMF temporarily available to

them under adequate safeguards. . . .” The objective of “giving

confidence to members” applies not only to times of difficulty.

More generally, because open policies toward international trade

bring public goods benefits to the global economy, it is desirable

to persuade members to adopt such policies by offering some

assurance of assistance in the event that they encounter external

payments difficulties. This argument applies as well to open and

prudent policies toward international capital movements, and it is

high time for the IMF’s Articles to be amended to reflect this.

The constraint that use of the IMF’s general resources

should be “temporary” and subject to “adequate safeguards”

reflects the policy of the international community to be pre-

pared to provide interest-bearing loans, but not grants, to assist

countries that are themselves acting constructively, from an

international as well as a domestic perspective, to address their

own problems. Thus, promotion of the global public good, not

merely the correction of disequilibrium in the assisted country,

is the clear purpose of the IMF’s financial assistance.

Because the IMF provides loans with firm expectations of

repayment, it is not absorbing losses that should be borne by

members or their creditors and is thus not contributing directly

to problems of moral hazard. Furthermore, through the safe-

guards built into the IMF’s conditionality, members receiving

IMF assistance are pressed to reform their policies not only to

correct current problems but also to reduce the risk of future

payments difficulties. With these reforms, and the continuing

efforts to improve the architecture of the international mone-

tary system and involve constructively the private sector in both

lessening the risks and ameliorating the effects of financial

crises, I am convinced that the problem of moral hazard can be

adequately contained.

On the scale of some recent support packages, the IMF has

not been alone; important additional support has come from

the World Bank, the Asian Development Bank, the Inter-

American Development Bank, and from national govern-

ments and central banks. Clearly, in these cases, the responsi-

ble judgment of the international community was that finan-

cial support beyond the substantial amounts provided by the

IMF was necessary and appropriate.

On conditionality, initial economic assumptions in several

recent programs proved substantially too optimistic, and it was

appropriate to exploit the flexibility of program revisions to bet-

ter adapt economic policies to unforeseen circumstances—in

some cases leading from a prescribed initial tightening to a sub-

sequent substantial easing of fiscal policies. For monetary poli-

cies, initial tightenings were, in my view, not only the right poli-

cies, but absolutely essential to resist what were already excessive

exchange rate depreciations with threatening domestic and

international implications.

It is a grave mistake to think that there is an easy way out

when a country and its government have lost the confidence

of financial markets. Countries that have pressed vigorously

ahead are beginning to see the fruits of their efforts even ear-

lier than expected. To generate the greatest possible global

public good out of the difficulties of the past two years, it is

essential to keep the reform process moving forward.

An increasingly open system of world trade and an increas-

ingly and prudently liberalized system of world finance are the

two great global public goods that have been produced by the

international community in the postwar era. The effort to

reform the system is fundamentally the effort to sustain and

enhance these public goods.
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closure of 16 banks, which caused a run on banks and

created an atmosphere of general distrust. Although it is

important to identify and close insolvent banks during a

crisis, weak but viable banks should be strengthened with

government money, if possible, he suggested.

The IMF’s position on structural policies, according

to Ito, is that they enhance efficiency and equity and

avoid inefficient investment that is subject to political

influence. A crisis provides a window of opportu-

nity to impose a long-overdue agenda.

Although the IMF’s critics have not disputed the

long-run benefits of structural policy reform, Ito

said, they have questioned whether a crisis is the

best time to introduce reforms that are not specifi-

cally related to the balance of payments, even

though it may be politically more difficult to imple-

ment such reforms during periods of relative calm.

When a reform agenda is too long and too tough,

investors may react negatively if they suspect that

the government will not follow through on imple-

mentation.

Discussion. Most discussants were less critical of

the IMF’s role as crisis manager. Mohsin S. Khan

observed that without any IMF action or assistance, the

outcome of the crises could have been immeasurably

worse. He noted that crisis prediction is difficult in its

early stages. Even an accurate early warning system could

have little effect if policymakers ignored warnings and

markets heeded them.

Mario Draghi said contagion among the south-

east Asian countries would have been hard to

avoid, since many of them had trade links and

competed among themselves. He agreed with the

IMF position that interest rates have to be kept

high until market confidence returns, and they

cannot come down until the right policies are

implemented. Reform of the financial sector, he

said, was crucial for a country’s recovery.

Kiettisak Meecharoen said that the unexpected

severity and spread of the Thai currency crisis had

washed over the IMF’s support and financial assis-

tance. Also, problems in the financial sector were

worse than originally thought; the crisis provided

an opportunity for the authorities to make sweep-

ing reforms not possible in normal times.

John Williamson was more critical of the IMF’s policy

advice. The emphasis on excessive fiscal austerity was a

mistake, although he acknowledged that the IMF recog-

nized its error and adjusted reasonably quickly. High

interest rates, however, might make people question the

solvency of the country’s institutions  and might be inter-

preted as a panic signal that would do more harm than

good. Guillermo Ortiz Martinez said that the relatively

quick resolution of the Mexican financial crisis of

1994–95 benefited from early diagnosis and a quickly

implemented program. The denial stage, he said, did not

last as long in Mexico as it did in Asia. In both cases,

strong measures were needed to counter the overreaction

of markets.

Concluding remarks
In his concluding remarks, Stanley Fischer focused on

three issues:

• Martin Wolf ’s suggestion that governments should

limit their foreign exchange exposure in capital markets.

Borrowing in the capital markets is healthy for a coun-

try, Fischer said; it provides for competition for the

domestic economy and for technology transfers. If a

country stays closed, its financial system remains

underdeveloped. There are problems, of course, but

even after suffering serious financial crises, virtually all

emerging market economies have opted for openness

over capital market autarky. The challenge is to make

the world safer in spite of capital market exposure,

through, for example, better supervision, transparency,

and possibly in some cases controls on short-term

inflows.

• Appropriate exchange rate regime. Among countries

facing currency crises, those that had fixed or pegged

rates tended to get hit the hardest when they tried to

defend their rate or maintain the peg, Fischer noted.

Countries with floating rates that have suffered specu-

lative attacks in the past—Israel, South Africa,

Turkey—seemed to have suffered less serious hits. The

move toward floating, with prudential controls, will

likely continue, although hard currency pegs would

also be favored among some countries, such as

Argentina.

• Moral hazard. This question informs the design of

every institution, Fischer said. A safety net was part of

the architecture set up in 1945 to enable the IMF to pro-

vide comfort to member countries. There will always be

moral hazard in an equilibrium. The question that

needs to be asked is: How much moral hazard can be

contained in a sustainable equilibrium? A crisis is obvi-

ously not a sustainable equilibrium, so measures need to

be adopted to keep moral hazard within permissible

limits. The advanced economies should take the lead in

implementing changes, such as “majority clauses” in

new bond contracts, which would make it harder for

individual bond holders to sue a sovereign borrower.

Fischer concluded by noting that, as the worst effects

of the Asian crisis fade, the international community is

not relaxing its efforts to find new and effective means

to deal with future crises, as some critics claimed hap-

pened after the Mexican crisis.
Sara Kane

Deputy Editor, IMF Survey

Takatoshi Ito raised
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countries hit by
financial crisis. 
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The IMF will publish the proceedings of this conference later in

the year.



In a news brief issued on June 15, IMF Managing Director

Michel Camdessus announced that an IMF Executive

Board meeting had been set for early July to consider

Mexico’s request for a Stand-By credit from the IMF equiv-

alent to SDR 3.1 billion (about $4.1 billion). “The credit

would be in support of the government’s strong economic

program for 1999–2000,” Camdessus said, “and would

help ensure the maintenance of a strong policy framework

during the transition to the next administration, and

thereby support market confidence during this period.

“Economic growth in Mexico has been resilient in

the face of international market turbulence. The gov-

ernment has reacted swiftly to a series of external

shocks over the past two years, with adjustments in fis-

cal and monetary policies. Moreover, the flexible

exchange rate has acted as an important buffer, giving

market participants greater confidence that no major

imbalances would develop.

“The 1999–2000 economic program aims to reduce

inflation to 10 percent by 2000. Real GDP growth is pro-

jected to slow in 1999, reflecting, in part, reduced access

to international capital markets, and then recover to 

5 percent in 2000 as market access improves and invest-

ment picks up. The authorities intend to maintain tight

fiscal and monetary policies and vigorously implement

structural reforms that are already in progress.

“The overall public sector deficit is programmed, based

on a conservative oil price assumption, at 1!/4 percent of

GDP in 1999, the same level as last year, with a decline to 

1 percent of GDP planned for 2000. Fiscal measures already

taken are expected to raise non-oil revenue by over !/2 of

1 percentage point of GDP, while expenditure restraint is

maintained within the context of increased social spending.

“As part of the program, the banking system is to be

strengthened. This will be facilitated by financial sector

legislation passed in December 1998 that established

the Savings Protection Institute, which, among other

things, will create an intervention and resolution

framework for distressed banks and manage the assets

acquired by the Savings Protection Fund. The authori-

ties also intend to continue to enforce strict adherence

to existing regulations and upgrade the system’s legal,

regulatory, and supervisory framework consistent with

Basle core principles,” Camdessus said.

$4.1 billion package
IMF Executive Board to consider 
Stand-By credit for Mexico

$30 million released
IMF Board approves Albania's second annual
program and augmentation under ESAF 
In a news brief issued on June 14, IMF First Deputy

Managing Director Stanley Fischer announced that the

Executive Board of the IMF had met that day to assess

Albania’s request for a second annual arrangement and

augmentation of access under the Enhanced Structural

Adjustment Facility (ESAF).“The request was approved

and, as a result, SDR 21.5 million (about $30 million) is

available to Albania during the second annual ESAF

arrangement.

“Directors commended the authorities for their suc-

cess in restoring macroeconomic stability following the

1997 financial disturbances, which were occasioned by

the collapse of pyramid schemes. They noted that in

1998, output rebounded from its earlier losses, inflation

was significantly reduced, and international reserves

were kept at a reasonably comfortable level. Directors

considered that this success stemmed from the imple-

mentation of prudent macroeconomic policies and

continued progress in key structural reforms, despite

the formidable challenges resulting from the Kosovo

crisis. Directors recognized that the flood of refugees

into Albania since the crisis erupted in late March had

placed tremendous strains on the social and economic

infrastructure as well as on the budget and balance of

payments.

“Directors considered that, with sufficient external

support, the crisis need not derail Albania’s recovery or

prove inflationary. Donor financing of Kosovo-related

expenses should enable the government to keep within

its 1999 fiscal and monetary program targets, while

maintaining a robust rate of growth. Directors empha-

sized the critical role that financial support from the

international community would need to continue to

play in meeting the costs of the Kosovo crisis. Directors

noted that the achievement of the targeted budgetary

outcome would provide room for the expansion of pri-

vate credit under the monetary program, although this

expansion would be desirable only if bank restructur-

ing efforts were accelerated and bank supervision prac-

tices strengthened. Noting the authorities’ prudent
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The text of News Brief 99/29 is also available on the IMF’s web-

site (www.imf.org).



Following is an excerpt of a recent IMF press release. The full
text is available on the IMF’s website (www.imf.org) under
“news” or on request from the IMF’s Public Affairs Division
(fax: (202) 623-6278).

Albania: ESAF
The IMF approved the second annual arrangement under the

Enhanced Structural Adjustment Facility (ESAF), and an

augmentation of SDR 9.7 million (about $13.1 million) in

the amount of resources committed under the arrangement,

to support Albania’s economic and financial program. The

augmentation takes into account Albania’s increased balance

of payments needs arising from the impact of the Kosovo cri-

sis. The three-year ESAF arrangement was approved on 

May 13, 1998, in an original amount of SDR 35.3 million

(about $47.5 million), of which one-third has been dis-

bursed. (See Press Release No. 98/18, IMF Survey, May 25,

1998, page 170.) Today’s [June 14] decision increases the total

amount of the ESAF arrangement to SDR 45.0 million

(about $60.6 million) and triggers release of SDR 9.6 million

(about $12.9 million).

Medium-term strategy and 1999/2000 program
Albania’s program seeks to achieve rapid economic growth, low

inflation, greater employment opportunities, and reduced

poverty. It requires ambitious and comprehensive structural

reforms and a concerted attack on poor governance. After the

Kosovo crisis broke out, Albania’s authorities continued to

focus on maintaining macroeconomic stability and the

momentum of reforms. The impact of the crisis on growth and

inflation is expected to be small, assuming that refugee-related

expenditures are largely financed by the international commu-

nity. Under the assumption that the refugees will have returned

home by early 2000, foreign direct investment resumes, and fis-

cal consolidation and structural reforms continue as pro-

grammed, growth is expected to average 7–8 percent a year,

while inflation stabilizes at industrial country levels.

The budget impact of the Kosovo crisis is estimated at $154

million (4 percent of GDP for 1999). However, the authorities

aim to ensure that this does not interfere with underlying fis-

cal consolidation. Albania plans to stick to the original budget

goal of reducing the domestically financed deficit to 5.5 per-

cent of GDP in 1999, and about 4 percent in 2000. However,

if cuts in essential development and social expenditures are to

be avoided, this can realistically be achieved only if the inter-

national community finances the large budgetary cost of

helping the refugees. Monetary policy for 1999 is designed to

meet the inflation and balance of payments objectives and is

not expected to be deflected by the Kosovo crisis.
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implementation of monetary policy and success in

restoring price stability, Directors saw scope for some

interest rate cuts in the period ahead.

“Directors stressed that it would be essential to

maintain the momentum of structural reforms and

efforts to improve governance if rapid growth was to be

sustainable. In this connection, recent actions and

statements by the authorities were particularly encour-

aging. Directors urged the government to intensify its

efforts to mobilize tax revenues in order to provide suf-

ficient budgetary resources for development and prior-

ity social spending. Directors considered that tax rev-

enues could be increased by broadening the tax base,

especially through the inclusion of the agricultural sec-

tor in the tax net, and by addressing the recognized

problems of fraud and corruption in customs adminis-

tration. Other priorities were to accelerate privatization

in the banking and other strategic sectors of the econ-

omy and to build on the progress in agricultural land

registration in order to foster the land market and con-

solidate land holdings.

“Directors also stressed that utmost vigilance was

needed to ensure that the strains created by the Kosovo cri-

sis did not weaken governance. The government should

continue to implement its anticorruption program and

necessary reforms in the judiciary, customs, and public

administration. The pyramid scheme episode should also

be brought to a speedy and transparent conclusion.

Finally,Directors stressed that it was critical for the author-

ities to observe the highest standards of transparency in

accounting for expenditures and funding connected with

the Kosovo crisis. They accordingly welcomed the author-

ities’ intention to place the financial assistance provided by

the donor community in a separate account and to make

information on related transactions available to the public.

“Directors reiterated their strong support for the

Albanian authorities’ adjustment and reform efforts

and wished them every success,” Fischer said.

Press Releases

Albania: basic indicators and macroeconomic framework

1996 1997 19981 19991 20002 20012 20022

(percent change)

Real GDP 9.1 –7.0 8.0 8.0 8.0 8.0 8.0 

Retail prices (during period) 17.4 42.1 8.7 7.0 5.0 3.0 3.0 

(percent of GDP)

Domestically financed deficit 10.6 10.8 6.4 5.5 4.3 3.3 2.5 

Current account balance3,4 –9.1 –12.1 –6.1 –11.9 –8.6 –7.2 –6.1 

(months of imports of goods and services)

Gross international reserves 3.1 4.5 4.7 3.7 3.8 3.6 3.5 

1Estimates.
2Projections.
3For 1999, excluding imports of direct humanitarian aid related to the Kosovo crisis.
4Excluding official transfers.

Data: Albanian authorities and IMF staff estimates and projections

The text of News Brief 99/27 is also available on the IMF’s web-

site (www.imf.org).
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Structural reforms
Albania is determined to keep up the momentum of struc-

tural reforms and step up the fight against corruption. Key

priorities are to restructure the banking system, extend priva-

tization to the economy’s strategic sectors, and strengthen tax

collection. Albania aims to continue the significant progress

already achieved in establishing a liberal and open trade sys-

tem through further reduction of tariffs in the next few years.

Albania joined the IMF on October 15, 1991, and its quota

is SDR 48.7 million (about $65.5 million). Its outstanding use

of IMF financing currently totals SDR 42.0 million (about

$56.5 million).
Press Release No. 99/21, June 14

Date of Expiration Amount Undrawn
Member arrangement date approved balance

(million SDRs)
Stand-By Arrangements 32,747.02 8,428.59
Brazil1 December 2, 1998 December 1, 2001 13,024.80 5,969.70
Bosnia and Herzegovina May 29, 1998 August 28, 1999 60.60 36.36
Cape Verde February 20, 1998 December 31, 1999 2.50 2.50
El Salvador September 23, 1998 February 22, 2000 37.68 37.68
Korea1 December 4, 1997 December 3, 2000 15,500.00 1,087.50

Philippines April 1, 1998 March 31, 2000 1,020.79 633.40
Thailand August 20, 1997 June 19, 2000 2,900.00 500.00
Uruguay March 29, 1999 March 28, 2000 70.00 70.00
Zimbabwe June 1, 1998 June 30, 1999 130.65 91.45

EFF Arrangements 11,675.43 7,599.01
Argentina February 4, 1998 February 3, 2001 2,080.00 2,080.00
Azerbaijan December 20, 1996 December 19, 1999 58.50 15.80
Bulgaria September 25, 1998 September 24, 2001 627.62 470.72
Croatia, Republic of March 12, 1997 March 11, 2000 353.16 324.38
Indonesia August 25, 1998 November 5, 2000 5,383.10 2,259.40

Jordan April 15, 1999 April 14, 2002 127.88 117.22
Kazakhstan July 17, 1996 July 16, 1999 309.40 154.70
Moldova May 20, 1996 May 19, 2000 135.00 72.50
Pakistan October 20, 1997 October 19, 2000 454.92 379.09
Panama December 10, 1997 December 9, 2000 120.00 80.00

Ukraine September 4, 1998 September 3, 2001 1,919.95 1,563.30
Yemen October 29, 1997 October 28, 2000 105.90 76.90

ESAF Arrangements 4,176.48 2,233.38
Albania May 13, 1998 May 12, 2001 35.30 23.53
Armenia February 14, 1996 December 20, 1999 109.35 20.93
Azerbaijan December 20, 1996 January 24, 2000 93.60 17.55
Benin August 28, 1996 January 7, 2000 27.18 14.50
Bolivia September 18, 1998 September 17, 2001 100.96 84.13

Burkina Faso June 14, 1996 September 13, 1999 39.78 0.00
Cameroon August 20, 1997 August 19, 2000 162.12 54.04
Central African Republic July 20, 1998 July 19, 2001 49.44 41.20
Congo, Republic of June 28, 1996 June 27, 1999 69.48 55.58
Côte d’Ivoire March 17, 1998 March 16, 2001 285.84 161.98

Ethiopia October 11, 1996 October 22, 1999 88.47 58.98
The Gambia June 29, 1998 June 28, 2001 20.61 17.18
Georgia February 28, 1996 July 26, 1999 166.50 27.75
Ghana May 3, 1999 May 2, 2002 155.00 132.84
Guinea January 13, 1997 January 12, 2000 70.80 23.60

Guyana July 15, 1998 July 14, 2001 53.76 35.84
Haiti October 18, 1996 October 17, 1999 91.05 75.88
Honduras March 26, 1999 March 25, 2002 156.75 96.90
Kyrgyz Republic June 26, 1998 June 25, 2001 73.38 43.00
Macedonia, FYR April 11, 1997 April 10, 2000 54.56 27.28

Madagascar November 27, 1996 November 26, 1999 81.36 54.24
Malawi October 18, 1995 December 16, 1999 50.96 7.64
Mali April 10, 1996 August 5, 1999 62.01 0.00
Mongolia July 30, 1997 July 29, 2000 33.39 27.83
Mozambique June 21, 1996 August 24, 1999 75.60 0.00

Nicaragua March 18, 1998 March 17, 2001 148.96 67.27
Niger June 12, 1996 August 27, 1999 57.96 9.66
Pakistan October 20, 1997 October 19, 2000 682.38 417.01
Rwanda June 24, 1998 June 23, 2001 71.40 47.60
Senegal April 20, 1998 April 19, 2001 107.01 71.34

Tajikistan June 24, 1998 June 23, 2001 100.30 60.00
Tanzania November 8, 1996 February 7, 2000 181.59 29.38
Uganda November 10, 1997 November 9, 2000 100.43 43.52
Yemen October 29, 1997 October 28, 2000 264.75 140.75
Zambia March 25, 1999 March 24, 2002 254.45 244.45

Total 48,598.93 18,255.98

1Includes amounts under Supplemental Reserve Facility.
EFF = Extended Fund Facility
ESAF = Enhanced Structural Adjustment Facility
Figures may not add to totals owing to rounding. 

Data: IMF Treasurer’s Department

Stand-By, EFF, and ESAF Arrangements as of May 31 

Adjustment measures
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payments position and

foster growth.



In March, the IMF, the Bank for International

Settlements (BIS), the Organization for Economic

Cooperation and Development (OECD), and the

World Bank announced the joint publication of the

first of a new series of quarterly releases of statistics for

176 developing and transition countries (see IMF

Survey, March 22, 1999, pages 90–91). In mid-June, the

second quarterly release of the Joint BIS-IMF-OECD-

World Bank Statistics on external debt was posted on

the websites of the contributing organizations. In early

July, an on-line data access facility will be included to

allow users to download and manipulate time series for

each of the data categories covered. This article 

provides guidance to users to help them interpret 

the time series presented on the website (see

www.imf.org/external/pubs/pubs/per.htm).

The Joint Debt Statistics are an ongoing project of

the Inter-Agency Task Force on Finance Statistics,

chaired by the IMF, and including members from the

BIS, the European Central Bank, Eurostat, the OECD,

the United Nations (represented at recent meetings by

the United Nations Conference on Trade and

Development (UNCTAD)), and the World Bank. The

Paris Club and the Commonwealth Secretariat have

also participated in recent meetings.

The joint statistics are part of a series of initiatives by the

IMF and other organizations to strengthen the interna-

tional financial system through greater transparency, and

the task force is studying further enhancements. In partic-

ular, the need for more timely, accurate, and comprehen-

sive information on external debt and international

reserves was stressed, including by the Group of Seven and

the Interim Committee of the IMF at the political level; by

the Committee on Global Financial Systems of the Group

of 10 central banks and the Group of 22 Working Group

on Transparency and Accountability at the technical level;

and by the Institute of International Finance at the level of

private market participants.

IMF work has identified weaknesses in existing external

debt data—principally, incomplete coverage of sectors,

debt instruments, and types of transactions—that limit the

ability of policymakers and market participants to assess

external vulnerabilities and price risks and to allocate cap-

ital across countries. Data on short-term debt and offshore

financial centers present additional significant problems.

While the task force was in broad agreement that

national debt compilers should be urged to strengthen

efforts to remedy these shortcomings, it recognized

that, in the short run, creditor source data should be

exploited more fully. There was also a broadly shared

conviction not only that data should be meaningful and

accurate, but that compilers should also explain their

methodology and sources. The joint debt statistics

attempt to fill these gaps.

Features
Hyperlinking. Labels identifying each of the time

series covered are hyperlinked from the joint website to

information on their methodological characteristics

and sources.

Sources. The joint debt statistics are derived mainly

from creditor and market sources. For example, data on

borrowing from banks are from creditor positions

reported by banks and other financial institutions to

the BIS; data on trade credits are collected by the OECD

from credit guaranty agencies in member countries;

and data on securities are compiled by the BIS primar-

ily from commercial records. Information on Brady

bonds is collected by the World Bank from national

debt agencies—and not published elsewhere. Similarly,

the data on securities positions with a maturity of one

year are not published elsewhere.

Timeliness. Data presented in the joint statistics

range from two months for securities to nine months

for bilateral loans, but, for now, the quarterly releases

are synchronized with the publication of the BIS bank-

ing statistics, which constitute the principal input into

the joint debt statistics and are released five and a half

months following the reference date.

Residency principle. Virtually all the data included in

the joint statistics are based on the residency principle,

which, from an analytical point of view, offers the 

advantage of facilitating their use in conjunction with 

balance of payments data. However, domestically issued

securities—such as large amounts of securities issued by

the Russian Treasury—acquired by nonresidents, are cov-
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BIS, IMF, OECD, World Bank release data
Joint debt statistics provide overview 
of important categories

Members’ use of IMF credit
(million SDRs)

May Jan.–May Jan.–May

1999 1999 1998

General Resources Account 181.25 5,205.48 6,073.92

Stand-By Arrangements 181.25 4,194.57 5,036.89

SRF 0.00 3,636.09 3,935.00

EFF Arrangements 0.00 567.79 1,037.03

CCFF 0.00 443.12 0.00

ESAF Arrangements 50.35 380.86 421.71

Total 231.60 5,586.34 6,495.63

Note: SRF = Supplemental Reserve Facility
EFF = Extended Fund Facility
CCFF = Compensatory and Contingency Financing 

Facility
ESAF = Enhanced Structural Adjustment Facility
Figures may not add to totals shown owing to rounding.

Data: IMF Treasurer’s Department
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ered by the joint statistics only to the extent that they are

acquired by BIS-reporting banks. An additional short-

coming is the assumption that all internationally issued

securities are held by nonresidents of the debtor country.

Short-term banking data. The short-term banking

data from the BIS’s consolidated banking statistics, as well

as securities positions, are presented on a residual one-

year basis, instead of an original maturity basis. This may

be helpful for assessing countries’ external vulnerability.

Off-balance-sheet items and offsetting financial assets.

Two important issues that have complicated the analysis

of debt data are off-balance-sheet items and the impact of

offsetting financial assets relating to the concepts of

external vulnerability and “net” debt. Offsetting assets are

addressed, in part, by the inclusion of information on

international reserve assets in the joint statistics. The

external debt data presented here and in most other pub-

lications are not a substitute for data on the International

Investment Position, which, based on the IMF’s Balance of

Payments Manual (Fifth Edition), presents the complete

balance sheet of the stock of external financial assets 

and liabilities. The IMF’s Special Data Dissemination

Standard recognizes the importance of the International

Investment Position by prescribing the dissemination of

annual data for it and encouraging quarterly data.

The joint statistics do not provide information on

off-balance-sheet items—with some exceptions for

trustee business—such as derivative financial instru-

ments or guarantees, which may alter the extent of the

external vulnerability of countries. The compilation of

statistics on off-balance-sheet items is being studied by

the Inter-Agency Task Force on Finance Statistics. Other

“on-balance-sheet” instruments—financial leases, sub-

ordinated loans, and intercompany loans other than

interbank positions—are covered only for positions 

vis-à-vis BIS reporting banks by the joint debt statistics

and continue to constitute significant gaps.

Developed country data. Currently, the joint debt 

statistics do not present data for developed economies,

which might reinforce the erroneous notion that exter-

nal debt issues concern developing nations and emerg-

ing markets only. Discussions are under way to expand

the coverage of the joint debt statistics to include all

countries. Also, the joint debt statistics devote a special

section to offshore financial centers.

Nonbank trade credits. The data on nonbank trade

credits cover official and officially guaranteed credit

only, which, depending on the type of country for

which the data are reported, may underestimate the

coverage more or less significantly. Similarly, to improve

the timeliness of the data, the multilateral category 

covers IMF and World Bank credits only—whose effect

on individual country data may vary significantly.

Improvements in this area are under discussion.

Source comparisons. Comparisons between external

debt data based on debtor and creditor sources show dif-

ferences that are more or less significant for individual

countries. Some of the differences are related to short-

comings of the debtor source data, but creditor and

market source data are also subject to shortcomings.

While the joint debt statistics add some value for ana-

lysts, the data essentially provide an overview of impor-

tant debt categories for the countries concerned.

Significant gaps and overlaps remain, which explains

why the contributing agencies have chosen not to pre-

sent total debt aggregates as part of this publication.

Jan Bové, IMF Statistics Department

IMF Appoints Dawson as 
External Relations Director

IMF Managing Director Michel Camdessus has named

Thomas C. Dawson II, a Merrill Lynch and Company execu-

tive and former IMF Executive Director, to the post of

Director of the IMF’s External Relations Department.

Dawson, who will formally assume the post on

August 2, succeeds Shailendra J. Anjaria, who has

been named Secretary of the IMF (see Press

Release No. 99/18, IMF Survey, June 7, page 178).

Dawson, a national of the United States, will

become Director Designate of the External

Relations Department on July 1 as part of the

transition within the IMF department responsible

for media relations, private sector affairs, relations

with civil society, and publications activities. His

appointment is for a three-year term.

Dawson is currently a Director in the Financial

Institutions Group of Merrill Lynch in New York.

In this position, he has been responsible for the firm’s rela-

tionships with the IMF, the World Bank, and other multilat-

eral institutions.

Prior to joining Merrill Lynch in 1993, Dawson served for

four years as the Executive Director for the United States at

the IMF. He was also responsible for representing the United

States in numerous international financial negotiations,

including dealings with the private sector. In 1981, he was

named Deputy Assistant Secretary for Developing Nations at

the U.S. Department of Treasury, and was named Assistant

Secretary for Business and Consumer Affairs in 1984. He

served between 1985 and 1987 in the White House Chief of

Staff ’s office.

A U.S. Foreign Service Officer from 1971 until 1976,

Dawson was employed by McKinsey and Company as a con-

sultant focusing on international business and investment

strategy from 1978 to 1981.

He is a native of Washington, DC, and holds a bachelor’s

degree in economics and a master’s degree in business

administration from Stanford University.
Press Release No. 99/22, June 16

Photo Credits: Denio Zara and Padraic Hughes for 

the IMF.
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economy would depend on

developing mature relationships between borrowers and

lenders and on the ability of all participants to lay the

basis for successful crisis resolution before crises strike.

The question of the IMF’s obligations in this new

world of international finance was also at the heart of the

panel discussion on how best to meet the general resource

needs of the IMF in the future. While Adam Lerrick con-

tended the IMF should tap private markets, Jessica

Einhorn raised several serious concerns, among them

fears of unacceptable conflicts of interests for the IMF in

a period when it is increasingly called upon to assume a

growing role in regulating private international finance,

particularly in crisis situations.

It was clear,Rubin said in his keynote address, that noth-

ing should be taken for granted. As the 1990s have vividly

demonstrated, the global economy can provide consider-

able risks as well as extraordinary opportunities. The

Bretton Woods organizations must adapt to meet global-

ization’s challenges, but, more broadly, supporters of a

market-based international economy and an open trading

system must make certain the benefits of an integrated

global economy are widely shared and better understood,

so that its goals continue to draw political support.

World Bank and IFC look ahead . . .
Press preoccupation during the Asian crisis with financial

packages, exchange rates, economics, and statistics “made

us humble,” World Bank President James

Wolfensohn said. The experience prompted the

Bank to reorder its priorities and increasingly

shift its focus to structural issues, so that it could

address, among other things, the need to con-

front corruption and promote good governance;

to ensure viable legal and judicial systems to

allow private sectors to thrive; to develop effec-

tive supervisory and regulatory agencies for

financial systems; and to help design social safety

nets for economies in crisis and in transition.

The Bank will not be able to do all this on its own,

Wolfensohn acknowledged, and there will be much more

coordinated work with the international financial institu-

tions, the nongovernmental organizations (NGOs), civil

society, and the private sector. These are  not the types of

measures to grab headlines, but the Bank’s new focus on

structure is the correct one, he believed.

Peter Woicke, who became Executive Vice President

of the International Finance Corporation (IFC) and

Managing Director of Private Sector Operations for the

World Bank Group on January 1, 1999, addressed a

luncheon gathering of committee members. He

sketched for them his plans for the organization in the

coming years, focusing on the work of the World Bank

Group and private sector development.

IMF and “bailing in” the private sector
If any characteristic distinguishes this decade’s eco-

nomic crises, Camdessus observed, it has been the

prominent role played by private sector creditors and

debtors. As the Mexican and Asian crises pointedly con-

firm, market players, regulators, and policymakers

failed to fully grasp the risks that accompanied the

decade’s considerable opportunities.

While the search is still on for the causes and cures of

these crises, the principle underlying any remedy must

be, Camdessus said, the “need to foster a mature mar-

ket” based on stable relationships among participants.

Official involvement should be limited, he said, “to

establishing strong legal, regulatory, and supervisory

frameworks,” and the value of good governance, trans-

parency, and cooperation should be apparent to all.

But what specifically, Camdessus asked, could

debtors, creditors, and the IMF do? For debtors, he

noted that honoring contracts is the foundation on

which mature markets are built. But to this basic step

must be added macroeconomic stability and growth, a

workable bankruptcy law and an independent judicial

system, adherence to international standards of disclo-

sure and governance, development of a robust regula-

tory and supervisory framework for the financial sector,

and promotion of sound debt management and fre-

quent monitoring of private external liabilities.

For creditors, risk assessment and risk management

are the chief concerns, but creditors should also

encourage adherence to international standards and be

willing to support adaptations of regulatory and super-

visory standards in their own countries, according to

Camdessus. Private creditors can also help preserve for-

eign exchange liquidity by providing contingent financ-

ing when crises loom. Good communication between

creditors and debtors will, of course, be an essential

ingredient in any mature relationship.

Bretton Woods institutions adapting to meet needs
(Continued from front page)

Wolfensohn: The
World Bank is 
increasingly shifting
its focus to structural
issues.

Selected IMF rates
Week SDR interest Rate of Rate of

beginning rate remuneration charge

June 7 3.31 3.31 3.76
June 14 3.35 3.35 3.81

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 countries
whose currencies constitute the SDR valuation basket (as of
January 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 (cur-
rently 113.7 percent) of the SDR interest rate, is the cost of using
the IMF’s financial resources. All three rates are computed 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/external/np/tre/sdr/sdr.htm).

Data: IMF Treasurer’s Department
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The IMF’s traditional activities—notably, bilateral and

multilateral surveillance—offer the first line of its defense

of a stable international economy. But a recent IMF inno-

vation—the creation of Contingent Credit Lines—now

also allows it to offer financial resources to bolster those

crisis prevention efforts.

But, as Camdessus acknowledged, crises will happen,

and a “delicate balance” must be maintained among the

objectives of preserving countries’  market access in nor-

mal times, ensuring equitable treatment of creditors if a

crisis strikes, and avoiding debtor and creditor moral haz-

ard through market-based and market-friendly solutions.

Where new financing is not available and comprehensive

debt restructuring is needed, he argued that bondholders

should not expect public funds from the international

community to shield them. In some extreme cases, he said,

countries may have no orderly way out of the crisis with-

out a comprehensive debt restructuring that includes

bonds. Where default cannot be avoided, it will be critical

to maintain proper working relations and avoid having

good faith negotiations stymied by a handful of dissident

creditors. One option—admittedly a controversial one, he

said—would be to require a new interpretation or amend-

ment of the IMF’s Articles of Agreement to allow the IMF

to declare a stay on legal actions of creditors during such

negotiations. But if all concerned take the necessary steps

to develop a mature relationship, these extreme cases

would be rare and the framework would be in place to deal

with them, according to Camdessus.

Should the IMF use private financing?
Private Sector Financing for the IMF: Now Part of the

Optimal Funding Mix, a study published by the Bretton

Woods Committee, provided the basis for a panel discus-

sion among Adam Lerrick, author of the study and head of

an advisory firm focused on funding strategies and struc-

tured finance; Jessica Einhorn, a Visiting Fellow at the IMF

and previously a Managing Director at the World Bank in

charge of financial management and resource mobiliza-

tion; and Thomas C. Dawson II, Director of Merrill

Lynch’s Financial Institutions Group and incoming

Director of the IMF’s External Relations Department (see

page 205). They found themselves sharply divided on the

key question of whether private financing was in keeping

with the character and objectives of the IMF.

Lerrick presented a summary of his report’s findings,

arguing that the world economy, the markets, and the

nature of the IMF’s operations had all changed dramati-

cally in recent decades and that the manner in which the

IMF financed its operations should adapt accordingly.

Recourse to global capital markets, he said, could augment

IMF resources by $100 billion, or 50 percent. These addi-

tional resources would be available to borrowers at a cost

equivalent to current subsidized rates and would provide

substantial savings for the IMF’s three largest creditor

countries—the United States, Germany, and Japan.

For member countries, tapping private capital would

“enhance the liquidity and safety of international

reserves and underwrite the exchange of zero-cost

domestic currency promissory notes for excess reserve

positions at the IMF.” And for the IMF, he said, tapping

private capital would afford flexibility and

speed in crisis financing and sidestep

political factors within member coun-

tries. “The very fact of a major accessible

source of alternate funding will moderate

the uncertainty that leads to speculation

and destabilizes markets,” he added.

Einhorn complimented Lerrick on lay-

ing out in technical detail the operational

aspects of his proposal but argued that the

evolution under way in financial architec-

ture in the aftermath of the Asian crisis made market

financing for the IMF unthinkable in the foreseeable

future. She challenged the cost advantages to the United

States of private financing and underscored that prof-

itable investment and currency translation

through swap markets—two advantages

highlighted in the Lerrick study—would be

available only with substantial credit expo-

sure by the IMF to the banking system.

Her basic objections, however, were on

principle and unequivocal. “Under all cir-

cumstances I can imagine,” she said, “I

would prefer to see the IMF consigned to

managing within its present quota base

than permit a market borrowing pro-

gram.” She concentrated her arguments

on the public policy side, laying out why Lerrick’s pro-

posal “was privately feasible but publicly inappropriate

to the quasi sovereign status of the IMF.”

The design of the IMF—and its reliance on currencies

exchanged with members in times of cri-

sis—is critical to its whole mission, she

emphasized. The proposal had the IMF

holding its prudential liquidity in the bank-

ing system in times of crisis. While overall

liquidity would remain unchanged by IMF

actions, she expressed concern that the

IMF would find itself intimately involved

in banking exchanges when it should be

mediating those calls through major share-

holders and their central banks.

She also pointed out that the moral haz-

ard concern—one of the chief criticisms leveled at the

IMF—would be exacerbated if the IMF were to have

ready access to private money and if private financiers

funded both the IMF and the developing countries—

and profited from the spreads as well.

Dawson, also underscoring public policy concerns,

noted that while he did see some potential scope for

private financing of the IMF’s Contingent Credit Lines,

Jessica Einhorn 

Adam Lerrick 

Thomas C. Dawson II 
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he believed the Lerrick report

overstated the benefits of pri-

vate financing and under-

stated the real problems,

notably that the IMF really is

“something like a central

bank” and does have regula-

tory responsibilities that are

likely to grow. He feared the

report was unduly preoccu-

pied with U.S. funding prob-

lems. The political difficulties

that accompany the quota exercise in the United States

are not a problem elsewhere, he said.

Opportunities and risks
In a closing address to the Bretton Woods Committee

and in what he referred to as one of his last speeches as

U.S. Treasury Secretary, Rubin reminded his audience

of the tremendous opportunities afforded by the global

economy and of the considerable risks that accompa-

nied this process. Recent turmoil in world markets 

has intensified debate over

whether nations should retreat

from global integration and

market-based economics.

While Rubin had unques-

tioned faith in the benefits of

both, he cautioned supporters

of a market-based global econ-

omy to heed the anxieties

being expressed and the possi-

ble erosion of support for

global integration and market-

based economics. Creating “the conditions in which

free flows of capital and market-based economies work

best” will entail a number of steps:

• Strengthening and reforming the international finan-

cial institutions. These institutions have played a critical

role in confronting the global financial crisis and have

recognized the need to improve their operations and

broaden the scope of their concerns. Increasingly, he

added, they are more open and promote private sector

development; focus on environmental, health, educa-

tion, labor, human rights, and women’s issues; acknowl-

edge the key obstacle that corruption represents; and

seek new means to deal with financial crises.

• Reforming, in a comprehensive manner, the architec-

ture of the international financial system. This encom-

passes promoting the adoption of international stan-

dards and best practices among developing countries

and encouraging better risk management in industrial

country financial institutions.

• Continuing to press for an open trading system. Rubin

expressed deep concern about the recent passage, by the

U.S. House of Representatives, of a bill imposing quotas

on steel imports. This legislation, “inconsistent with

World Trade Organization standards and antithetical to

open, market-based economic growth,” creates a “real

risk of strengthening the already increased protectionist

pressure being felt around the world,” he said. But those

who support free trade also need to recognize that an

open trade policy must be complemented by a “forward-

looking domestic policy” that gives people the tools to

succeed in a global economy and enables those dislo-

cated by the global economy to reenter that economy as

quickly as possible.

Rubin also emphasized that the politics of interna-

tional economic policy were as important as the policy.

“We must focus,” he said, “on working to broadly share

the benefits of growth and globalization, including

through bilateral and multilateral aid; targeting resources

to the most vulnerable; and offering debt relief to the

poorest nations that are committed to reform.” These

measures, he added, are not just good economic policy,

they are key to building support for that policy.
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News Briefs
99/26, June 7. IMF Executive Board Completes Indonesia

Review and Approves $450 Million Credit Tranche

99/28, June 7. Joint BIS-IMF-OECD-World Bank Statistics

on External Debt [see page 204, this issue, for a related article]

99/30, June 16. IMF Executive Board Completes Bolivia

Mid-term Review

99/31, June 16. IMF Executive Board Completes Thai

Review and Approves Next Credit Tranche

99/32, June 16. IMF Executive Board Approves Mongolia's

Second Annual Program Under ESAF

Public Information Notices (PINs) are IMF Executive

Board assessments of members' economic prospects and poli-

cies issued following Article IV consultations--with the con-

sent of the member--with background on the members' econ-

omies; and following policy discussions in the Executive Board

at the decision of the Board. Recently issued PINs include

99/45, Sudan, June 3

99/46, Vietnam, June 8

99/47, Cape Verde, June 14

Letters of Intent and Memorandums of
Economic and Financial Policies are prepared by a

member country and describe the policies that the country

intends to implement in the context of its request for finan-

cial support from the IMF. Recent releases include

Burkina Faso, Letter of Intent, April 16

Cape Verde, Letter of Intent and Memorandum of

Economic and Financial Policies, April 26

Argentina, Letter of Intent, May 10

Ukraine, Letter of Intent, May 20

Bulgaria, Letter of Intent, May 28
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