
This concluding chapter draws on the previous
two chapters to summarize the major findings of

the evaluation, and presents ten lessons for the IMF
that are suggested by these findings. The chapter then
concludes with six sets of recommendations.

Major Findings

The major findings of the evaluation are summa-
rized below, organized by (i) overview of the crisis;
(ii) surveillance and program design in the precrisis
period; and (iii) crisis management.

Overview of the crisis

The catastrophic collapse of the Argentine econ-
omy in 2001–02 represents the failure of Argentine
policymakers to take necessary corrective measures
at a sufficiently early stage. The IMF on its part,
supported by its major shareholders, also erred in
failing to call an earlier halt to support for a strat-
egy that, as implemented, was not sustainable. As
the crisis deepened, the IMF was not able to engage
the authorities in evolving an alternative strategy that
might have helped mitigate the ultimate costs of the
crisis, even though these would have been inevitably
high.

The convertibility regime was an effective re-
sponse to the economic reality of the early 1990s,
when a decade of economic mismanagement had
shattered the public’s demand for local currency.
However, its success in ending hyperinflation, facili-
tating a strong recovery in the early 1990s, surviving
the Mexican crisis of 1995, and promoting strong
growth in 1996–98 masked the regime’s potential
medium-term vulnerabilities. There were favorable
factors that allowed the exchange rate regime to sur-
vive for a number of years without being severely
tested. The situation changed in 1998–99 when Ar-
gentina was hit by a series of adverse shocks, includ-
ing the devaluation of the Brazilian real, a sharp re-
duction in capital flows to emerging markets, a
strengthening dollar, and a rise in international inter-
est rates, which, taken together, led to a permanent

decline in Argentina’s equilibrium real exchange
rate.

These shocks would have been difficult enough to
handle at any time, given the rigidity of the fixed ex-
change rate and the lack of downward flexibility in
domestic wages and prices. As it happened, they
came at a time when the fiscal situation had deterio-
rated steadily, with a continuous rise in the balance
of public debt. What is worse, almost 90 percent of
the debt was denominated in foreign currencies, rais-
ing doubts about Argentina’s debt servicing capacity
and exacerbating the vulnerability to shifts in equi-
librium real exchange rates. The resulting rise in
sovereign spreads, in an environment where growth
remained low, created highly unfavorable debt dy-
namics. The domestic political situation also con-
tributed to how the crisis evolved, as the election-
driven rise in public spending in 1998–99 added to
fiscal fragility and the divisions in the coalition gov-
ernment that took office in late 1999 shook the con-
fidence of domestic and international investors in
Argentina’s ability to take difficult decisions.

By late 2000, when the ongoing recession and in-
ternal political discord had caused Argentina effec-
tively to lose access to international capital markets,
Argentina had both an exchange rate problem and a
debt sustainability problem, but it lacked the politi-
cal cohesion to deal with the situation with decisive-
ness. The IMF sought to assist Argentina through an
augmentation of the SBA in January 2001, based on
the assumption that the crisis was largely a liquidity
crisis and that any debt sustainability or exchange
rate problem was still manageable. It was thought
that official financing, combined with sufficient ac-
tion on the fiscal front, would catalyze private flows
relatively quickly and restart economic growth.

The January 2001 program was therefore opti-
mistic to begin with and, as it happened, the commit-
ments made under the program were not fully imple-
mented. In particular, it soon became evident that
the fiscal targets would not be met. The willingness
of the IMF to complete a review in May 2001 de-
spite Argentina’s noncompliance with fiscal targets,
when there were indications that the catalytic ap-
proach had failed, allowed the authorities to pursue a
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series of desperate and unorthodox measures to
“gamble for redemption.” Many in the IMF inter-
nally expressed disagreement with those measures
but, in public, the IMF supported Argentina,1 fearing
that doing otherwise would mean an immediate ex-
plosion of the crisis. A further augmentation of the
SBA was approved in September 2001, accompa-
nied by ineffective and conceptually flawed efforts
to promote a voluntary debt restructuring without of-
fering a sustainable policy framework. This did not
restore market confidence and only allowed the cri-
sis to drag on.

In retrospect, the IMF’s efforts at crisis manage-
ment suffered from a serious weakness. At each de-
cision point in 2000–01, the IMF’s management and
Executive Board considered the costs of a switch,
from a less sustainable policy environment to one
that would be more sustainable in the long run but
that would involve massive disturbances in the short
run, to be too high, and chose to buy time until con-
ditions improved. The costs of an exit would have
been very large indeed, regardless of when it was
made. As it turned out, the ultimate costs probably
rose, as Argentina’s credibility was lost, interna-
tional reserves declined further, more public debt
was forced on the banking sector and more deposits
were withdrawn, and the country’s debt to the IMF
expanded against the background of falling output.

The objective of the strategy followed in 2001
was to minimize the costs of the crisis, not only to
the Argentine economy, but also to the international
financial system and the IMF. Contagion from Ar-
gentina was indeed limited, but it is impossible to
state with any certainty whether the lack of conta-
gion was a direct outcome of the way in which the
Argentine situation was handled by the IMF. It
seems plausible, however, that the protracted nature
of the Argentine crisis—and the fact that it was in
the end widely anticipated by market participants—
was the major factor explaining the lack of wider
contagion. The costs to the IMF, however, were siz-
able. Its financial support inevitably linked the IMF
in the view of the public with the unorthodox poli-
cies followed by the authorities; its repeated willing-
ness to support such policies and to stretch the use of
discretion beyond established access limits gave rise
to a perception that it lacked evenhandedness in
dealing with member countries.2 The concentration

of the IMF’s own credit risk also increased, although
this was to some extent unavoidable for a crisis
lender such as the IMF. Last but not least, any cat-
alytic role that IMF financing might have had in the
past has been put into question, as large-scale IMF
support can no longer be seen as signaling policy
sustainability.

Surveillance and program design in the
precrisis period

The IMF played a constructive role in the first
half of the 1990s, when its support gave credibility
to Argentina’s stabilization and structural reform ef-
forts. Although the IMF was initially skeptical as to
whether the convertibility plan would work, it sup-
ported the authorities’ commitment to pursue sup-
portive policy measures with two successive financ-
ing arrangements. The IMF correctly identified the
potential vulnerabilities inherent in the convertibility
regime for a country like Argentina and the need for
fiscal discipline and labor market flexibility as es-
sential to the maintenance of the convertibility
regime. The IMF pushed for corrective actions in
both its surveillance activity and program design,
but these efforts had mixed success and their impact
declined over time as political commitment to the
necessary adjustment waned. The IMF also provided
technical assistance in support of structural fiscal re-
forms, including improved tax administration. This
support proved to be justified in the earlier years, as
the political system was able to deliver substantially
improved fiscal performance.

However, there were weaknesses in the IMF’s
fiscal analysis during this period. Fiscal perfor-
mance was overstated, because of the failure to take
proper account of off-balance expenditures, while it
underestimated the adverse fiscal implications of
the social security reform. One of the missing
pieces was the provincial finances. Data limitations
and legal constraints prevented the IMF from press-
ing for greater fiscal discipline and structural fiscal
reforms at the provincial level. These deficiencies
were understandable, given the existing profes-
sional knowledge, available analytical tools, and
data limitations. The IMF’s high stake in Argentina,
however, should have prompted the staff to explore
in greater depth the consequence for debt sustain-
ability that might arise from considerably less fa-
vorable economic developments.

In the years following the Mexican crisis, the
IMF’s approach seemed to change. While continuing
to emphasize the importance of fiscal adjustment
and structural reform, the IMF repeatedly over-
looked weaknesses in these areas. A number of
waivers were granted for nonobservance of fiscal
performance criteria, and past nonperformance was
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1 At the time of the April 2001 IMFC meeting, for example, the
Managing Director stated: “We do think that Minister Cavallo’s
approach, particularly with the competitiveness law, is right.” See
transcript of the press conference, April 27, 2001.

2These views come from personal interviews, including with
IMF staff and some Executive Directors who directly encoun-
tered such sentiment expressed by country authorities. The evalu-
ation team cannot ascertain how widely these views are held.
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accommodated by letting off-track arrangements ex-
pire and replacing them with new ones, when the
correct response should have been to end the pro-
gram relationship with Argentina. Taken together,
this series of decisions allowed the authorities to
postpone needed policy measures, while linking the
credibility of the IMF to the policies that were inade-
quate to the task at hand. Moreover, the IMF, instead
of emphasizing the policies needed to make the cho-
sen exchange rate regime viable, began to endorse
the exchange rate regime itself. Indeed, the IMF
publicly lauded convertibility as an example of a
currency board, the only type of fixed exchange rate
regime that is fundamentally sustainable in a world
of high capital mobility.

The Argentine experience illustrates the problems
posed by strong country ownership of weak or incon-
sistent policies. All of the key economic policy deci-
sions of the convertibility era were initiated by the Ar-
gentine authorities. These included the choice of the
currency-board-like arrangement, the comprehensive
program of deregulation and privatization, and far-
reaching financial sector reforms. The problem was
that, while all of the major political figures stated their
endorsement of the fixed exchange rate policy, the po-
litical consensus behind the necessary supporting
policies in the fiscal and structural areas became pro-
gressively weaker over time. As early as 1993, politi-
cal resistance had led to a significant modification of
the social security reform, which raised fiscal deficits
instead of eliminating them. Labor market reform was
initiated in 1991, and then repeatedly postponed.
From 1996 onward, and particularly in 1999, electoral
competition led to a weakening of fiscal discipline at
the federal and provincial levels and the stalling—and
rolling back in some cases—of the pace of structural
reform. All these developments should have provided
ample reason for the IMF to end its program relation-
ship with Argentina.

In the face of an increasingly inconsistent policy
mix, the IMF did not press for a modification of the
exchange rate regime until it was too late. A modifi-
cation of the peg was politically difficult and advice
to this effect may not have been accepted. In retro-
spect, it would have been better to have pushed for
such a change much earlier in the 1990s. A clear po-
sition on the need for exit would have shaped subse-
quent exchanges with the authorities. Even after the
onset of the crisis in 2000, the IMF’s strategy re-
mained essentially unchanged. This reflected two
factors:

• The IMF’s culture discouraged questioning a
member country’s choice of exchange rate
regime, despite the fact that, from the late
1990s, guidance to staff increasingly stressed
the importance of providing candid advice to

member countries on exchange rate policy in the
context of bilateral surveillance.3

• The IMF lacked a forward-looking concept of
exchange rate sustainability and failed to use the
best analytical tools. At most, staff looked at
standard measures of the real exchange rate
based on past price developments, and came to
the conclusion that the real exchange rate was at
most moderately overvalued by the end of the
1990s. But a deeper and more systematic analy-
sis of the conditions facing Argentina would
have led to the conclusion that, in 2000, Ar-
gentina’s fixed exchange rate could not be sus-
tained for long.4

Throughout the period, different views were artic-
ulated within the IMF by different individuals and
across different parts of the institution. Some review
departments, as well as some individual members of
the staff and Executive Board, expressed concerns
over Argentina’s inability to deliver the needed fiscal
discipline and structural reforms at different points
in time. Almost always, these dissenting views were
overruled by such considerations as the need to
maintain influence with a member country or a de-
sire to preserve the catalytic effect of the IMF’s seal
of approval. Supporting a weak program while
maintaining influence was thought better than insist-
ing on a strong program that was unlikely to be im-
plemented, leading to suspension of support and an
eventual loss of influence.
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3An attachment to the Board document on its biennial review
of surveillance conducted in early 2000 stated that “the Fund
should strive to provide clear advice to members on their choice
of exchange rate systems . . . and continue, in the context of Arti-
cle IV consultations, to discuss with the authorities the require-
ments for making a chosen exchange rate regime function reason-
ably well in the particular circumstances of that country and to
actively advise on the suitability of the exchange rate regime.” It
further noted that [Directors] “encouraged the staff to collaborate
at an early stage with countries using pegs in designing [appropri-
ate] exit strategies.” See “Biennial Review of the Implementation
of the Fund’s Surveillance and of the 1977 Surveillance Deci-
sion,” SM/00/40, February 2000, pp. 89–92.

4These conditions included: (i) the observed real appreciation
over the 1990s; (ii) the series of adverse shocks that had hit the
economy since late 1998; (iii) the small tradable goods sector 
(requiring a larger real depreciation for a given external shock);
(iv) the large resource gap between the persistent trade deficit and
the significant surplus needed to stabilize the external debt-to-
GDP ratio; (v) the large external debt-to-exports ratio; (vi) the ex-
istence of a structural and persistent current account deficit (with
the current account remaining in deficit even during a deepening
recession); (vii) the weak dynamics of exports while imports
were growing faster; (viii) the deepening recession; (ix) the defla-
tion required to achieve a painful change in relative prices; (x) the
contraction of the import competing sector; and (xi) the market
signals that showed large and increasing forward premia pointing
to increasing investor expectations that the exchange rate could
not be maintained for long.
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Crisis management

The January 2001 decision to augment Ar-
gentina’s Stand-By Arrangement contained several
weaknesses. While the probability that Argentina’s
debt and exchange rate were sustainable was judged
sufficiently high to warrant giving the country a
chance to attempt the “catalytic” approach, this judg-
ment was not based on rigorous debt and exchange
rate sustainability analysis or a careful examination
of various indicators, many of which were indicating
worrisome signs. Program design was appropriate for
the policy challenges only under the assumption that
Argentina was facing primarily a liquidity crisis, al-
beit one that required some significant policy correc-
tion but within the confines of the existing policy
regime. It may be argued that the decision was justi-
fied as long as the probability of success was not neg-
ligible—which makes it difficult to conclude that it
was clearly wrong ex ante. Even so, such a decision
should have included an exit strategy in case the as-
sumption proved wrong and therefore the preferred
strategy failed.

It is possible that the January 2001 decision, with
all its flaws, may have succeeded in restoring confi-
dence if the assumptions about the external economic
environment had proved correct (which they were
not) and the agreed program had been impeccably ex-
ecuted by the Argentine authorities (which it was not).
However, subsequent developments should have led
to an early assessment that the approach had indeed
failed and further augmentation of IMF resources
with essentially the same framework was unlikely to
achieve much except buying a little more time. By the
spring of 2001, even the modest fiscal adjustment en-
visaged in the program had not been achieved. Two
Ministers of Economy had resigned and the governing
coalition was visibly weakening; the new economic
team was engaged in a number of highly controversial
and increasingly desperate policy actions that were
eroding, rather than strengthening, market and in-
vestor confidence; and the central bank governor had
been replaced ostensibly for political reasons, under-
mining central bank independence.

The decisions to complete the third review in May
2001 and, even more, the subsequent decision to fur-
ther augment the arrangement in September 2001
were questionable in view of the spirit—if not the let-
ter—of IMF policies on crisis financing. In particu-
lar, the IMF contravened its stated policies on private
sector involvement and the Supplemental Reserve
Facility, because its support was not based on a fun-
damental diagnosis of sustainability. The program
design supported by each of these decisions was in-
adequate for resolving the crisis. Several rationales
were given for these decisions, including in particu-
lar the perception of a lack of credible alternatives;

deference to the authorities’ determination to suc-
ceed; and fear of contagion and concern that the IMF
might be seen to cause the demise of a member in
distress.

The IMF was unduly reluctant to press for a
change in the exchange rate regime because the peg
was seen to be strongly owned by the authorities and
also still commanded wide public support in Ar-
gentina. External criticism of the allegedly intrusive
conditionality imposed on the East Asian crisis
countries had led the IMF to show excessive defer-
ence to the authorities’ ownership of policies that it
knew were misguided and counterproductive. At the
same time, the IMF failed to draw the appropriate
lesson early enough from the crises in East Asia,
Russia, and Brazil, namely that in these cases the
catalytic approach worked only after the fixed ex-
change rate regime had been abandoned (see Lesson
7 below).

Available analytical tools were not used to ex-
plore potential vulnerabilities in sufficient depth. In
addition to the already-mentioned failure to use for-
ward-looking tools to assess exchange rate sustain-
ability, debt sustainability analysis was not per-
formed rigorously.5 The debt path should have been
subjected to stress testing for different assumptions
about primary balances, real interest rates, growth
prospects and, most importantly, the exchange rate.6
The IMF thus lacked an objective basis to argue for a
fundamental modification of the policy frame-
work—through devaluation, debt restructuring, or
most likely both—and to impress this assessment on
both the authorities and the shareholders. These fac-
tors continued to tie the hands of the IMF through
the summer of 2001, when market signals, including
forward premia that reached 40 percent, were send-
ing an unambiguous message that the exchange rate
was unsustainable.

Contingency planning was inadequate, in part
because of the authorities’ unwillingness to discuss
alternatives should their preferred strategy fail.
While considerable staff resources were dedicated
throughout 2001 to determining what would be the
best alternative exchange rate regime, how much
debt relief would be desirable, and what the anatomy
of an eventual crisis might look like, these efforts did
not focus on producing plans for an alternative pol-
icy framework that might have involved a move to a
different exchange rate regime and a coercive re-
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5Staff indicated to the evaluation team that it had used such
analyses in formulating its judgments on Argentina, but no writ-
ten evidence of this exists in any of the internal memorandums or
notes supplied to the IEO, let alone in the staff reports.

6A conjecture on whether tools now in place would have sent
clear warning signals is offered in Appendix 6.



CHAPTER 4 • LESSONS FROM THE ARGENTINE CRISIS

structuring of the debt. The alternative would have
been costly, but the collateral damage could have
been lowered if the switch had been attempted ear-
lier and if IMF resources had been made available.
Production of such operational plans would have re-
quired greater in-house analyses and deeper collabo-
ration with the authorities. In response to Board
members’ queries, management consistently indi-
cated that it was working with staff on contingency
plans, but such planning never advanced very far in
light of the authorities’ consistent refusal to engage
in such discussions. The authorities’ concern that
any appearance of engaging in contingency planning
would risk undermining the credibility of their com-
mitment to their current strategy is understandable,
but the IMF should have insisted on a confidential
discussion of contingencies as the price of its sup-
port, including sharing with the authorities its own
analytical work and assessments.

It must be recognized that any alternative plan for
managing the crisis would also have entailed large
costs, even in a best-case scenario, and there is no
assurance that it would have received the needed
backing of a majority of shareholders and the coop-
eration of the authorities. But the fact that no such
discussion ever took place restricted the choices fac-
ing the IMF’s decision makers to either supporting
an unsustainable program or abandoning a member
country in distress. As a result, IMF resources were
used in support of a regime that was becoming in-
creasingly unsustainable. Instead of financing capi-
tal flight and letting Argentina endure another six
months of deflation and output loss, the available re-
sources could have been better used to ease the in-
evitable costs of transition to a new regime, by limit-
ing the extent of exchange rate overshooting and
minimizing the credit crunch that might result.

What might an alternative strategy have looked
like? This is a difficult issue, and it may well go be-
yond the terms of reference of this evaluation. How-
ever, as an illustration, we discuss a possible approach
in Box 4.1. As with all such counterfactuals, a key
question is whether sufficient political support could
have been mobilized behind such a plan, especially if
it were adopted in circumstances where the IMF was
likely to be accused of pushing Argentina into a crisis.
In these circumstances, any alternative strategy would
have had very high economic costs and was likely to
have resulted in significant political disruption. An
“orderly” exit was probably impossible at this stage,
and even more so given the lack of political support
for any coherent alternative strategy.

The IMF was thus faced with choosing between
various highly unpalatable—and uncertain—alterna-
tives. Nevertheless, greater contingency planning
(with insistence on the authorities’ cooperation as a
quid pro quo for IMF support for their preferred

strategy) might have avoided a process in which the
IMF continued to support an unviable strategy until
the last possible moment. This was probably more
costly than would have been the case if a shift in
strategy had been attempted at an earlier stage, al-
though it is clearly not possible to predict how the
Argentinean political situation would have reacted to
attempts by the IMF to force such a shift. In the
event, when the eventual decision to cease support
became inevitable, the authorities (either incumbent
or incoming) did not have a road map for handling
the consequences of this decision. The political dis-
location that ensued limited the ability of manage-
ment and staff to engage in effective damage control
discussions with the new authorities, leading to sev-
eral policy decisions on the part of the authorities
that deepened the crisis.

While not always provided with all the elements
required for well-informed decisions, the Executive
Board did not fully exercise oversight to prevent the
IMF’s resources from being used to support an un-
sustainable policy, as well as its fiduciary responsi-
bility to protect their revolving character. In part,
this reflected the fact that the Board—reluctantly in
some cases—accepted a limited strategic involve-
ment in the decisions made by management and did
not receive some critical information (despite the oc-
casional requests of a few Directors). This is the re-
flection of a larger problem of governance in the
IMF, where important decisions are made by major
shareholders outside the Executive Board and, as po-
tential borrowers, chairs representing developing
countries hardly, if ever, challenge the proposal
brought to the Board by management to support a
member country.

Lessons for the IMF

The Argentine experience yields a number of use-
ful lessons for the IMF. Many of these arise from Ar-
gentina’s prolonged use of IMF resources and vali-
date the lessons drawn by the IEO’s previous
evaluation (IEO, 2002), which emphasized the need
for periodic strategic reassessments of program
achievements and of the rationale for continued IMF
engagement in a program relationship. We present
below ten additional lessons, some of which have al-
ready been drawn by the IMF and have led to im-
provements in its policies and procedures.7 These
are grouped under three broad topic areas: surveil-
lance and program design, crisis management, and
the decision-making process.
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7See, most notably, PDR (2003). This paper was discussed by
the IMF Executive Board on November 17, 2003.
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Box 4.1. How and When Could an Alternative Approach Have Been Attempted?

Any alternative strategy (“Plan B”) would have
needed to include as its essential elements both deval-
uation and debt restructuring.1 A debt restructuring
without devaluation would have been neither feasible
nor credible. First, the magnitude of the adverse
shocks was large and the required external and relative
price adjustments were substantial. Second, a coercive
debt restructuring would have led to a run on the cur-
rency. Third, an attempt to avoid a change in the ex-
change rate regime in all recent currency crises had
failed.

The main issue then would have been how to mini-
mize the inevitable very high costs of such a strategy,
including: (i) debt servicing difficulties arising from a
sharp exchange rate depreciation for sectors with large
foreign currency liabilities, and the resulting strains on
the banking system; and (ii) the balance sheet effects
on banks arising from a devaluation and an NPV reduc-
tion in the public debt. Under these circumstances,
even if a standstill could stop a run on domestic debt (to
be followed by debt restructuring), there would still
have been a run on banks and a run on the currency,
which was likely to overshoot when it was floated.
These developments would have led to widespread
bankruptcies, a credit crunch, and a sharp contraction
of economic activity.

The order of magnitude and complications involved
in Argentina were such as to make the challenges in-
volved in devising an alternative strategy much greater
than in any other case. Moreover, the political conse-
quences of the path by which Argentina arrived at an
alternative strategy cannot be ignored. Strong political
leadership for such a strategy would obviously have
helped reduce potential costs, but this was unlikely to
be forthcoming in the situation then prevailing. There-
fore, it is quite possible that a situation in which some
groups in Argentina viewed a devaluation/debt restruc-
turing as having been “forced” by the IMF would have
been associated with even greater political disruptions
and short-term policy choices that would have made
the situation worse. In other words, there may well
have been no feasible actions by the IMF that would
have enabled the adoption of a meaningful Plan B. But
this possibility is not an adequate justification for fail-
ing to think about, let alone design and actively pro-
mote, such a plan.

With these caveats in mind, such a Plan B may well
have shared some features of the approach taken in
Pakistan, Uruguay, or Ukraine, where the face value of
the debt was maintained, maturities stretched, and the
interest rate on the new debt capped at below-market
interest rates. Even if Argentina’s problems warranted a
sharper debt reduction, early action would have likely
entailed a smaller haircut than required when a total
economic and financial meltdown had occurred. Partic-

ularly interesting as a model for Argentina is the ap-
proach taken in 2002 in Uruguay, where the IMF pro-
vided exceptional support (694 percent of quota) for
the government’s efforts to achieve genuine debt relief
following a move to a float. In the event, the debt re-
structuring implemented in early 2003 achieved a 20
percent reduction in the NPV of government debt, with
Uruguay remaining current on its debt payments
throughout the negotiations.2 The debt restructuring
was coordinated but voluntary, and took place against
the background of a comprehensive, coherent program
of economic reforms that was backed by the IMF.
However, creditors’ willingness to adopt this approach
in Uruguay was itself partly a result of developments in
Argentina.

The plan should also have included a coordinated
rollover of interbank lines, because the reduction in the
cross-border exposure of domestic and foreign banks in
2001 was an important source of pressure on the cur-
rency and international reserves—although the greater
solvency risks would have undoubtedly made such an
exercise more complicated than in, say, Korea. Targeted,
hence less disruptive, measures to deal with a bank run
and capital flight could also have been attempted if nec-
essary, including some restrictions on the conversion of
peso deposits into dollar deposits (instead of the deposit
freezes that the collapse eventually required).

Although it is impossible to test counterfactuals, the
damage could have been dampened if action had been
taken early and with the buffer provided by adequate
official support. An earlier exit from the convertibility
regime would have been less disruptive than the free
fall of the currency that followed the eventual disor-
derly exit, with the associated severe balance sheet ef-
fects. To contain these costs, part of the IMF resources
could have been used to dampen an overshooting of the
peso and to support the banking system, in conjunction
with a credible policy package, although it is very diffi-
cult to avoid some overshooting in such circumstances.
Some capital controls may have been unavoidable, but
the extent of these controls could have been kept to a
much smaller and less disruptive level than those actu-
ally imposed in late 2001 and 2002, which led to severe
real and financial disruptions.

It would have been difficult to know when the alter-
native strategy of devaluation and debt restructuring 

1In fact, this was also the majority view eventually reached
by IMF staff.

2It should be noted that the extent of liability dollarization
and exposure of banks to government debt were smaller in
Uruguay than in Argentina. A package close to 11 percent of
GDP was sufficient, in the case of Uruguay, to effectively
stop the run on the banks and to prevent a disorderly melt-
down of the financial system while a coordinated debt re-
structuring and a move to a float were being implemented.
Uruguay suffered a sharp economic contraction, but output
began to recover during the same year that the debt ex-
change was completed (with GDP growing 1 percent in
2003), and a cooperative relationship with international
creditors was preserved.
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Surveillance and program design

Lesson 1. While the choice of exchange rate
regime is one that belongs to country authorities, the
IMF must exercise firm and candid surveillance to
ensure that this choice is consistent with other poli-
cies and constraints. This has been repeatedly en-
dorsed by the Executive Board at least since 1997 but
was not observed in the case of Argentina. Recent
emerging market crises have shown that fixed ex-
change rate regimes are difficult to maintain under
open capital accounts. The case of Argentina clearly
suggests that this lesson may also apply to “hard”
pegs, if the necessary political support is lacking for
the policies needed to make the adjustment mecha-
nism palatable in the longer term. The Argentine ex-
perience also suggests that domestic political consid-
erations often make it difficult to change a fixed
exchange rate regime, whether during good times or
during bad times.8 Therefore, exit from an unsustain-
able peg is usually forced by events, entailing even
greater costs than would be the case if it occurred
through a voluntary exit at an appropriately chosen
point. Part of the problem is that the costs and bene-
fits of alternative exchange rate regimes, especially
the stringent requirements of sustaining a fixed peg,
are typically not widely discussed in countries’ do-
mestic political debate. This is where the IMF can
play a useful role by ensuring that a genuine policy
debate takes place, in good times, about the costs and
benefits of the existing exchange rate regime. This
means that there must be regular in-depth discussions
of the issues with the authorities, as part of routine

surveillance exercises. Discussing exchange rate pol-
icy when a fixed peg is involved is inherently sensi-
tive and can potentially alarm the markets. It is pre-
cisely for this reason that discussion should be made
a routine exercise, something the markets expect to
occur as a matter of procedure.

Lesson 2. The level of sustainable debt for
emerging market economies with open capital ac-
counts may be lower than had been thought, de-
pending on a country’s economic characteristics.
Argentina’s experience exemplifies the proposition
that is now well recognized in the IMF, namely that
“debt intolerance” in many emerging market
economies deserves special attention and that the
conduct of fiscal policy should therefore be sensi-
tive not only to year-to-year fiscal imbalances, but
also to the overall stock of public debt. As has been
noted by IMF staff (Reinhart and others, 2003;
IMF, 2003; and PDR, 2003), a stock of debt that
otherwise looks reasonable relative to other coun-
tries may be too high, when account is taken of the
currency of denomination, the country’s openness
to trade, the revenue base, the fiscal flexibility of
the government, its past record of default and infla-
tion, and the role assigned to fiscal policy in macro-
economic stabilization.

Lesson 3. The authorities’ decision to treat an
arrangement as precautionary poses a risk that, in
practice, the standards for IMF support will be
weakened. While it is obviously not possible to
draw conclusive judgments from a single case, and
the IMF’s policies make no such distinction be-
tween precautionary and other arrangements, the
fact that the arrangements during 1997–99 were
being treated as precautionary was interpreted by
both sides to imply that the IMF’s leverage with the
Argentine authorities was weak. The precautionary
nature of the arrangement and the fact that, as a
consequence, the IMF’s exposure to Argentina was
declining, were taken to justify relatively weak fis-
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8During good times, there is no incentive for politicians to risk
an exit from a successful fixed exchange rate regime, particularly
when it enjoys popular support. During bad times, if balance
sheet dollarization is extensive or foreign currency exposure is
high, the costs of exit are so high that no politician would be will-
ing to take the political risk.

Box 4.1 (concluded)

needed to be attempted. In hindsight, an ideal time
would have been when there were still ample interna-
tional reserves to smooth the overshoot of the ex-
change rate, the balance sheets of banks and pension
funds had not yet been weakened by forced purchases
of government bonds, and sufficiently large resources
were still available from the IMF to shore up both re-
serves and the banking system, thereby providing
confidence in the system and limiting the extent of
capital flight. These considerations suggest that the
marked—though short-lived—improvement in market

conditions that followed the approval of the first 
augmentation, in January 2001, provided the best
window of opportunity. Another opportunity would
have been immediately after the appointment of Mr.
Cavallo as Minister of Economy, capitalizing on his
international credibility and strong domestic political
leadership. Even if that window was missed, such a
strategy might have remained viable until late in the
year and led to a less traumatic outcome than actually
happened—although the costs would still have been
very high.
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cal and structural conditionality and the regular ac-
commodation of slippages. Weak program design
and weak implementation in the context of arrange-
ments being treated as precautionary did not serve
the purpose of preventing the country from pursu-
ing policies that proved to be unsustainable. When
there is no pressing balance of payments need, it
may be better not to agree to an arrangement, thus
subjecting the country to market discipline rather
than to program reviews by the IMF, especially
when there are doubts about a country’s ability to
implement a strong reform program. At a mini-
mum, the precautionary nature of an arrangement
should not be used to justify weaknesses in pro-
gram design or slippages in implementation.

Lesson 4. While country ownership of IMF-sup-
ported programs is critical, it is not sufficient since
ownership of misguided or excessively weak poli-
cies is likely to lead to an undesirable outcome.
Country ownership is important, particularly in
areas of economic policy that have far-reaching so-
cial implications, but there are often trade-offs be-
tween the extent of ownership and the strength of
the policies embedded in an IMF-supported pro-
gram. These trade-offs need to be discussed openly
between the IMF and the authorities. An important
lesson of the Argentine experience is that strong
ownership should not deter the IMF from forcefully
making its views known. The IMF should be pre-
pared not to support a strongly owned program, if it
is judged inadequate in generating a desired out-
come, but should be prepared to explain the ratio-
nale and evidence behind such decisions.

Lesson 5. Favorable macroeconomic perfor-
mance, even if sustained over some period of time,
can mask underlying institutional weaknesses that
may become insuperable obstacles to any quick
restoration of confidence, if growth is disrupted by
unfavorable external developments. This is particu-
larly relevant in a country with a history of recur-
ring crises. In Argentina, the IMF broadly identi-
fied these weaknesses and sought to address them
through structural conditionality and technical as-
sistance. Despite these efforts, many of the funda-
mental weaknesses in fiscal institutions remained
intact and the same weaknesses that had created a
repeated cycle of debt default and hyperinflation in
earlier decades again proved fatal. The lesson of
the Argentine crisis is that institutional weaknesses
that are deeply rooted in the political system are
very difficult to change, and that the role of an ex-
ternal agent, such as the IMF, in the reform process
is unclear. When difficult changes are not forth-
coming, even though macroeconomic performance
may be favorable, it is probably counterproductive
for the IMF to remain engaged in a long-term pro-
gram relationship.

Crisis management

Lesson 6. Decisions to support a given policy
framework necessarily involve a probabilistic judg-
ment, but it is important to make this judgment as
rigorously as possible, and to have a fallback strat-
egy in place from the outset in case some critical as-
sumptions do not materialize. In the absence of a
well thought-out alternative strategy, and with only
an ill-defined exit strategy, it took the IMF a long
time to change gears in the face of the demonstrated
failure of the program to achieve its stated objec-
tives. This led to repeated attempts to use the same
strategy when it was evident that it had failed. The
need for contingency planning in a program de-
signed to deal with a capital account crisis has al-
ready been noted in the IEO’s earlier evaluation re-
port on this topic.9 The additional lesson of the
Argentine experience is that contingency planning
efforts should encompass not only alternative strate-
gies but also “stop-loss rules”—that is, a set of crite-
ria to determine if the initial strategy is working and
to guide the decision on when a change in approach
is needed.

Lesson 7. The catalytic approach to the resolution
of a capital account crisis works only under quite
stringent conditions. The Argentine experience con-
firms the lessons drawn from the experience with the
other capital account crises of the last decade, as cor-
roborated by two recent IMF studies (Cottarelli and
Giannini, 2002; and Mody and Saravia, 2003).
These studies suggest that several conditions are re-
quired for the catalytic approach to work (Box 4.2).
First, economic fundamentals must be sound. Sec-
ond, the government must be credible in terms of
policy actions and past behavior to give confidence
to the markets that their concerns have been ade-
quately addressed. Third, serious debt sustainability
analysis must suggest that, with high likelihood, the
country is not insolvent. Fourth, the exchange rate
regime must be broadly assessed to be sustainable.
When there are well-founded concerns over debt and
exchange rate sustainability, it is unreasonable to ex-
pect a voluntary reversal of capital flows.

Lesson 8. Financial engineering in the form of
voluntary, market-based debt restructuring is costly
and unlikely to improve debt sustainability if it is
undertaken under crisis conditions without a credi-
ble, comprehensive economic strategy. An important
lesson of the Argentine crisis (in particular, the
mega-swap of June 2001) is that market-based,
NPV-neutral financial engineering operations do not
work in the midst of a crisis when risk premia signal
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9See Recommendation 3 in the evaluation report on the role of
the IMF in recent capital account crises, IEO (2003a), p. 53.
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a high probability of default. This is because such
operations are by definition performed at interest
rates that are significantly higher than in “normal”
times and therefore improve short-run cash flows
only at the cost of a higher debt service burden.
Even when there is only a liquidity problem, such
operations could turn it into a solvency problem.10

Only a form of debt restructuring that leads to a re-
duction of the NPV of debt payments or, if the debt
is believed to be sustainable, a large financing pack-
age by the official sector, has a chance to reverse
unfavorable debt dynamics. In either case, financial
engineering can only be one piece of an overall pol-
icy framework. The fact that these two approaches
were successfully used in 2002 in Uruguay and

Brazil, respectively, suggests that this lesson has al-
ready been learned.

Lesson 9. Delaying the action required to resolve
a crisis can significantly raise its eventual cost.
When the required policy change has large up-front
costs, it is understandable that the authorities of the
country concerned will systematically resist the shift
and push for additional official financing as long as
possible. By the same token, there is a natural reluc-
tance on the part of the IMF to force such a policy
shift against the will of the authorities. This reluc-
tance reflects the fear of being blamed for the costs of
preemptive action, as well as the difficulty of fitting
together the pieces of an alternative policy package.
The longer the crisis drags on without its fundamen-
tal causes being addressed, however, the larger would
be the likely costs to the economy. This is not to say
that the costs could be altogether avoided if the action
is taken early, but delayed action is likely to lead to
further output loss, additional capital flight, and
greater deterioration of asset quality in the banking
system. To minimize the costs of any crisis, the IMF
must be proactive. First, it should make a realistic as-
sessment of the need for a policy shift and, if such a
shift is deemed necessary, provide financial support
only when the country is able to commit credibly to
the policy changes needed to ensure viability, includ-
ing, if necessary, a commitment to negotiate an NPV-
reducing restructuring of the country’s obligations.
Second, it should stand ready to help the country
through the regime shift with a package of policies
and financing to minimize the transition costs, as
regime changes are typically highly disruptive and
risk triggering secondary runs on the banking system
and an overshooting of the exchange rate.

Decision-making process

Lesson 10. In order to minimize error and in-
crease effectiveness, risk analysis, accountability,
and predictability must be improved in the IMF’s 
decision-making process.

• In the case of Argentina, neither financial risks to
the IMF nor the country’s capacity to repay were
adequately discussed in a formal manner, or
early enough to affect decision making. Rules
and limits on access to IMF resources are ex-
pressed as a percentage of quota. Internal discus-
sions on the level of access thus tend to focus on
this metric and the impact of the proposed level
of access on the IMF’s financial position and
risks is hardly examined, even in the case of
large borrowers like Argentina. More attention to
financial risks in decision making would likely
raise the bar on the odds of success required to
keep supporting a questionable strategy by a rel-
atively large borrower. In fact, this was one of
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Box 4.2. Experience with 
Catalytic Finance

In all past episodes of a financial crisis triggered
by large capital outflows, the catalytic approach had
failed before a more flexible exchange rate regime
was forced upon the country, except in the case of
Argentina in 1995 (when the country’s overall eco-
nomic fundamentals were sounder than in 2000).
This was the case even when catalytic or semi-
catalytic finance can be considered to have been
successful (including Mexico in 1995, Korea in
1998, Brazil in 1999 and 2002, Turkey in 2002–03,
and Uruguay in 2002); in these cases, the approach
worked only after the fixed exchange rate regime
had been abandoned.

In these and other successful cases, moreover,
some concerted, as opposed to purely voluntary, ele-
ments of PSI were attempted in order to ensure the
rollover of international investors’ exposure, includ-
ing in Korea (coordinated rollover and subsequent
transformation of interbank lines into medium-term
instruments), Brazil (a commitment to maintain in-
terbank exposure supported by strict monitoring),
and Uruguay (coordinated restructuring of the pub-
lic debt). The approach taken in Argentina in 2001
included very little, if any, effective PSI, as all pri-
vate sector contributions were strictly market-based
and not subject to close monitoring, and in the end
involved almost exclusively domestic agents.

10As Appendix 8 explains, variants of this voluntary debt repro-
filing involving use of official resources as enhancements (either
through policy-based guarantees to raise new money as in the
case of World Bank operations or through use of IMF resources
as in the $3 billion set aside for debt restructuring operations in
the September 2001 augmentation) do not change the basic pic-
ture that any voluntary debt restructuring under crisis conditions
increases the NPV of the debt as measured using the interest rates
that prevail during normal times. The use of official resources for
such purposes is thus necessarily inefficient.
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the first operational lessons discussed by the
IMF following the Argentine crisis.

• The Argentine crisis revealed weaknesses in the
decision-making process relating to (i) the type
of information considered and (ii) lack of trans-
parency regarding who is responsible for a par-
ticular decision. The Executive Board, which is
formally accountable for financing decisions, is
not fully informed of all the factors that staff and
management consider when making their recom-
mendation—reflecting in part the highly sensi-
tive nature of some information and concerns
about potential leaks. Critical decisions are
sometimes made outside the Executive Board in
direct interactions between management and the
IMF’s major shareholders. While informal con-
tacts with major shareholders is a normal and
necessary part of management’s responsibilities,
effective crisis management requires that the
locus for decision making remain at the level of
the Board—on the basis of candid analysis by
the staff. Otherwise, accountability will be weak
and suboptimal decisions are more likely.

• There was also a lack of clarity as to why a par-
ticular decision was made. The absence of clear
rules led to excessive reliance on discretion,
which in turn created an environment of great
uncertainty and unpredictability as to what the
IMF would do next and encouraged the Argen-
tine authorities to pursue questionable measures
in an attempt to gamble for redemption.11 A
more rule-based decision-making process could
likely result in a faster resolution of a crisis
when a solution is uncertain.12

Recommendations

Since the Argentine crisis, a number of initiatives
have been taken by the IMF to address some of the
issues raised above; some changes in procedures and
policies were even made before the staff began a sys-
tematic effort to draw lessons from this crisis (see
PDR, 2003). These changes include: (i) a procedure
to systematize and refine debt sustainability exer-
cises as a core tool of analysis; (ii) a procedure to
undertake periodic, comprehensive ex post assess-
ments of strategies and policies toward prolonged
users of IMF resources; and (iii) a new framework

for decisions in exceptional access cases, involving
clear criteria to assess need and sustainability,13 as-
sessment of financial and liquidity risks to the IMF,
capacity to repay, use of alternative metrics to deter-
mine access, early and more extensive involvement
of the Executive Board, and ex post evaluation by
staff. While these initiatives, if fully implemented,14

could go a long way toward ensuring that the mis-
takes of the Argentine experience will not be re-
peated, additional steps are necessary to further
strengthen these efforts. We present below six sets of
recommendations for this purpose, covering crisis
management, surveillance, program relationship,
and the decision-making process.

Crisis management

Recommendation 1. The IMF should have a con-
tingency strategy from the outset of a crisis, includ-
ing in particular “stop-loss rules”—a set of criteria
to determine if the initial strategy is working and to
signal whether a change in approach is needed.

• Crisis response should be part of a coherent
strategy that, from the beginning, carefully for-
mulates the goals, the means for measuring the
extent to which these goals are being achieved,
and alternative plans (including an exit strategy
in case the preferred strategy fails and a policy
shift is needed). A key element would be to
specify how to trigger the exit strategy. The Ar-
gentine experience suggests that, for a stop-loss
rule to be effective, it must be defined early on
and designed in such a way as to be activated
before a full-blown crisis becomes unavoidable
or key options for dealing with the crisis are no
longer available.

• This and other relevant elements of the strategy
should be discussed both with the Executive
Board and with the authorities (though not nec-
essarily agreed in detail). Particularly when ex-
ceptional access is being sought, no decision
should be made without alternatives being ex-
plicitly spelled out for the Board, along with a
balanced discussion of their costs—both in the
short run and in the long run—and the respec-
tive probabilities of success (see Recommenda-
tion 6 below for a possible modality by which
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11Some observers have explained that undisciplined economic
policymaking in Argentina during 2001, including by Congress,
was supported by the general sense that the IMF stood ready to
come to Argentina’s rescue at all costs.

12A rule may not always lead to the best outcome. Any respon-
sible decision would thus require some element of discretion.

13The criteria are: (i) exceptional balance of payments pres-
sures in the capital account; (ii) rigorous and systematic debt sus-
tainability analysis indicating that there is a high probability that
the debt will remain sustainable; (iii) early expected resumption
of access to private capital markets; and (iv) reasonably strong
program design and implementation prospects.

14A review of exceptional access policy conducted in early
2004 indicated that, as of then, the new framework had not been
consistently implemented.
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this recommendation can be made operational).
The authorities would naturally be reluctant to
discuss contingencies openly, fearing that public
discussion may undermine the credibility of
their commitment to the current strategy. This
should not stop the IMF from providing the au-
thorities with its analytical work underlying
such contingency planning efforts.

• Particular attention should be paid to financial
risks for the IMF under alternative strategies.
Strengthened due diligence procedures in ana-
lyzing the risks and costs of various alternatives
could be considered when either absolute expo-
sure or risk concentration reaches a certain
threshold.

Recommendation 2. Where the sustainability of
debt or the exchange rate is in question, the IMF
should clearly indicate that its support is conditional
upon a meaningful shift in the country’s policy while
remaining actively engaged to foster such a shift. In
particular:

• As mandated by the established guidelines, the
IMF should firmly refuse to lend in support of a
policy framework that has a high probability of
being unsustainable or a low probability of being
implemented. Equally important, at such times,
the IMF should also take the lead in helping the
member country in its transition to a new policy
regime, including by offering advice on the tran-
sition framework and by providing financing to
minimize disruptions and output loss.

• In this context, high priority should be given to
defining the role of the IMF when a country
seeking exceptional access has a solvency rather
than a liquidity problem, especially with respect
to its public sector debt. As long as there are un-
certainties regarding the role that the IMF should
play in the process, it will remain impractical to
implement the principles of the Prague frame-
work, which have recently been reaffirmed in the
new framework on exceptional access. Progress
made in incorporating collective action clauses
in new issues of sovereign debt and in develop-
ing a code of conduct for sovereign debtors and
their creditors is a welcome development, but
further efforts are needed to clarify the role that
the IMF is expected to play. There may be a
broad spectrum of options for the role of the IMF
to be assigned by the international community,
but the solution must be based on the recognition
that, in the Argentine experience, the initial lack
of a clear mandate for the IMF once it became
clear that a pure catalytic role was unlikely to be
sufficient led to an unduly protracted delay be-
fore a cooperative solution could be found.

Surveillance

Recommendation 3. Medium-term exchange rate
and debt sustainability analyses should form the
core focus of IMF surveillance. To fulfill these objec-
tives (which are already current policy), the IMF
should systematize the following practices:

• When a country maintains a fixed exchange
rate, the IMF should refine tools for assessing
the equilibrium real exchange rate that are more
forward-looking and rely on a variety of criteria,
including market indicators, and use such tools
for conducting a systematic analysis of the sus-
tainability of the particular exchange rate, given
the country’s macroeconomic policy and struc-
tural constraints.15 On the basis of these analy-
ses, the IMF should also systematically engage
in a substantive policy dialogue with the author-
ities on the implications of the regime for other
policies as well as on appropriate exit strategies.
Such a dialogue should be a routine exercise in
the context of Article IV consultations. The Ex-
ecutive Board must back such discussions in the
face of inevitable political counterpressure.

• Surveillance should examine debt profiles from
the perspective of “debt intolerance,” recogniz-
ing that the same debt stock relative to GDP
may pose a serious problem in one case but not
in another, depending on the characteristics of
the country’s economy and the debt. In line with
this emphasis on the debt stock, the IMF should
in its program design aim to calibrate the fiscal
deficit to achieve appropriate reductions in the
debt stock rather than merely the reduction or
elimination of year-to-year fiscal deficits. Since
the fiscal targets emerging from this exercise
must reflect the compulsions of countercyclical
policy, some of the focus of fiscal conditionality
must be on medium-term improvements. An im-
portant implication is that adjustments of fiscal
targets should be symmetric—a relaxation of
targets in years of unexpectedly low growth or
recession should be balanced by a willingness to
strengthen targets in years when growth exceeds
expectations.

• In all aspects of surveillance, including ex-
change rate and fiscal policies, the IMF should
not only examine near-term vulnerabilities but
also take a longer-term perspective on vulnera-
bilities that could surface over the medium term.
A horizon of, say, three to five years is in prac-
tice better suited for taking remedial action.
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15Steps in this direction are already being taken.
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Program relationship

Recommendation 4. The IMF should refrain from
entering or maintaining a program relationship with
a member country when there is no immediate bal-
ance of payments need and there are serious politi-
cal obstacles to needed policy adjustment or struc-
tural reform. The markets may well do a better job
of disciplining policy than a weak program that is
being treated as precautionary. In order to provide an
effective signal on whether or not there is adequate
political commitment to and domestic ownership of
the policy adjustment or structural reform judged to
be critical to longer-term sustainability, conditional-
ity in macroeconomic and structural areas that are
deemed critical to the achievement of program ob-
jectives should be binding, both in design and in im-
plementation. The rationale and analysis underlying
any such conditionality should also be made public.

Recommendation 5. Exceptional access should
entail a presumption of close cooperation between
the authorities and the IMF. While this presumption
is supposed to hold in any program, the Argentine
case suggests that there can be situations in which an
exceptionally high stake for the IMF gives the bor-
rowing country greater leverage. In any event, it is
important that no issue be off the table of discus-
sion—including sensitive but macro-critical is-
sues—and that no policy measure or commitment of
IMF support beyond the existing terms should be an-
nounced by the authorities without prior consulta-
tion with the IMF. Incentives to forge such close col-
laboration in exceptional circumstances could
include:

• Mandatory disclosure to the Executive Board of
any critical issue that the authorities refuse to
discuss with (or any critical information that
they refuse to disclose to) staff or management;
and

• A presumption that the IMF would not endorse
publicly any measure or announcement directly
relevant to the IMF-supported program that has
not been subject to prior consultation.

The decision-making process

Recommendation 6. The role of the Executive
Board needs to be strengthened. The new framework
on exceptional access has reaffirmed the role of the
Executive Board as the key locus for decision mak-
ing. For the Board to play this role effectively, there
must be procedures to encourage: (i) effective Board
oversight of decisions under management’s purview;
(ii) provision of candid and full information to the
Board on all issues relevant to decision making; and
(iii) open exchanges of views between management

and the Board on all topics, including the most sen-
sitive ones. Such procedures may include:

(a) Members of the Executive Board could be
more active in their oversight function, includ-
ing by exercising their right to call a Board
meeting or to request the addition of any topic
that concerns them to the Board agenda, when
they consider that their concern has not been
adequately addressed. Recognizing that deci-
sions on exceptional access involve difficult
judgments on a variety of topics, upon which
reasonable people may disagree, the Board
could formalize the right of Directors to re-
quest from management ahead of Board dis-
cussion additional staff analysis on issues they
consider central to the success of the recom-
mended strategy. This would represent an im-
provement over the current practice whereby
some Directors seek additional information or
analyses through informal exchanges with se-
nior staff, which are typically not shared with
the entire Board.

(b) Critical issues arise from time to time that are
deemed, by management or the Director repre-
senting the country concerned, to be too sensi-
tive to be discussed in a full Board meeting. In
such cases, the Board effectively yields deci-
sion-making power to management or infor-
mal subgroups of larger shareholders, weaken-
ing its oversight role and accountability. To
remedy this problem, the Board and manage-
ment should work out a procedure to (i) recon-
cile the need for confidentiality with the need
for Board decisions to be based on full and
candid information (for example, along the
lines of current policy on side-letters) and 
(ii) ensure that management and staff exercise
due diligence to ensure prudent crisis manage-
ment even when practical considerations re-
quire that not all information be disclosed to
the Board. Although recent experience with
early Board involvement under the new frame-
work for exceptional access suggests that
progress has been made in this area, additional
steps may be useful. While it is beyond the
scope of this evaluation to recommend a spe-
cific blueprint, possible arrangements that
could be considered include:

• Establish guidelines whereby the Board
could explicitly authorize management to
withhold certain issues from discussion in a
full Board meeting, with a presumption that,
once the sensitivity is no longer present,
management’s decision is ex post subjected
to Board scrutiny.
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• Extend the heightened confidentiality proce-
dures currently applicable to Board discus-
sion of side-letters to other documents, such
as those on exit strategies, stop-loss rules,
and other contingency matters.16

• Alternatively, assign a small group of Execu-
tive Directors, on a rotating basis, to crisis
management oversight. These representa-
tives, who should broadly reflect the compo-
sition of the Board, would act in their per-
sonal capacity and would not have
decision-making power, but would act as
“trustees” to ascertain that all relevant infor-

mation is being considered and due diligence
procedures are being followed by manage-
ment and staff.

(c) Enhanced transparency and accountability are
key to improving the prospects of full imple-
mentation of policies on exceptional access.
Thus, staff reports associated with exceptional
access cases should be published promptly,
and there should be a presumption of ex post
independent evaluation of all exceptional ac-
cess cases.

It goes without saying that these efforts will be suc-
cessful only insofar as IMF shareholders—especially
the largest ones—collectively uphold the role of the
Executive Board as the prime locus of decision mak-
ing in the IMF and affirm their support of trans-
parency and accountability as its guiding principles.
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16Experience suggests that the policy on side-letters, while not
flawless, has at least succeeded in preserving confidentiality.




