
General Remarks

Executive Directors welcomed the second report
of the Independent Evaluation Office (IEO report),
which offers a comprehensive and thoughtful analy-
sis of the Fund’s role in capital account crises in
three important country cases—Brazil, Indonesia,
and Korea—and of the lessons to be learned from
these experiences. They considered the report a use-
ful complement to previous studies undertaken both
within and outside the Fund. Directors broadly
agreed with the report’s analysis and conclusions,
which they found to be generally consistent with
those of earlier studies.

Directors stressed that several caveats need to be
borne in mind regarding the findings and conclusions
of the report. First, the report focuses mainly on the
Fund’s involvement in the early stages of crises.
Many Directors considered that the report would
have been more useful if it had also examined the
later successes and challenges in restoring confi-
dence, stemming capital outflows, and putting in
place structural reforms that have reduced vulnerabil-
ities. For example, in Indonesia progress was made in
tackling the fundamental problems in the financial
and corporate sectors as early as the second half of
1998 and, as the policies under the Fund-supported
program took hold, the economy’s performance im-
proved markedly. It was recognized, however, that, in
some cases, the IEO’s mandate not to interfere in on-
going operations constrained the extent to which the
report could examine longer-term developments.

Second, the Fund has already taken steps in recent
years to address many of the concerns raised in the re-
port, in areas such as transparency, conditionality,
standards and codes, financial sector surveillance,
vulnerability assessments, and Fund-Bank collabora-
tion. While the report acknowledges these changes
and seeks to identify additional areas for improve-
ment, some Directors felt that its usefulness might
have been enhanced if it had spent more time assess-
ing the adequacy of the changes that have already
been made. However, Directors acknowledged that
assessing how these changes might have affected the
earlier crises would have been a complicated task.

Third, the report confirms that every capital ac-
count crisis is unique. Thus, anticipating crises will
always require difficult judgments in the context of
great uncertainty, and distilling lessons from past
crises is no guarantee of future success. Directors
stressed that there is no standard solution to capital
account crises; the nature and adequacy of the policy
advice will need to take into account the causes and
specific circumstances of each crisis, and the capac-
ity to prevent crises will depend to a large extent on
the actions of member countries.

With these caveats in mind, Directors noted that
most of the Fund’s efforts to anticipate or deal with
the three crises went in the right direction. Neverthe-
less, they shared the report’s view that the Fund
made some mistakes, and that the crises highlighted
the need for improvements in the Fund’s policies and
procedures. Directors considered that the report has
provided useful recommendations on how to further
improve Fund surveillance and program design, and
on how to enhance the catalytic role of Fund financ-
ing and the role of the Fund in coordinating crisis
management and resolution.

Directors noted that the Board will have the oppor-
tunity to return to many of the issues discussed in the
report during the forthcoming discussions on trans-
parency, surveillance, financial soundness indicators,
the balance sheet approach, information reporting re-
quirements under Article VIII, data standards, and
sustainability assessments. They encouraged manage-
ment to address some of the issues related to person-
nel policies.

Recommendation 1. To increase the effectiveness of
Fund surveillance, Article IV consultations should
take a stress-testing approach to the analysis of a
country’s exposure to a potential capital account
crisis.

Directors agreed that it is essential to strengthen
the focus and effectiveness of Fund surveillance by
extending and systematizing assessments of crisis
vulnerabilities. Surveillance discussions should
identify major shocks that the economy could face in
the near future, explore the real and financial conse-
quences of these shocks—including balance sheet
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effects—and discuss the authorities’ plans for deal-
ing with these shocks should they materialize. Direc-
tors emphasized that, within the general framework
that has been endorsed by the Board, vulnerability
assessments—and, in particular, stress testing—
should not be over-generalized and exhaustive, but
should focus on the key risks and economic realities
facing the member in question. Furthermore, the as-
sumptions underlying such assessments should be
set out clearly to allow a proper interpretation of the
results and to help inform the prioritization of re-
forms by authorities.

Most Directors agreed that the Fund should try to
develop a greater understanding of the political con-
straints that may affect program implementation in a
crisis, while cautioning that this should not lead to
interference in domestic affairs. Some Directors
stressed that this policy should be applied uniformly
to all countries facing capital account crises. A num-
ber of Directors cautioned that a political economy
focus could be counter-productive if it causes staff to
lose focus and press for policies and reforms that are
not macro-critical.

Given that restoring market confidence is essen-
tial to successful crisis resolution, Directors stressed
the need for Fund staff to heighten their awareness
of market perspectives on economic policies. They
saw great value in systematic discussions with the
domestic and international financial and business
communities, including through the International
Capital Markets Department, to better understand
their concerns—but emphasized that the staff would
need to assess private sector views critically.

Recommendation 2. Management and the Executive
Board should take additional steps to increase the
impact of surveillance, including through making
staff assessments more candid and more accessible
to the public, and providing appropriate institutional
incentives to staff.

Directors strongly supported greater candor in the
assessment of country risks and vulnerabilities in staff
reports, building on the increase in candor that has al-
ready occurred. The provision of institutional incen-
tives to the staff to facilitate such candor also was en-
couraged. Nevertheless, Directors expressed a range
of views regarding the potential conflict between can-
dor and transparency, and the implications of the pro-
posed shift from voluntary to presumed publication of
staff reports. Many Directors warned that greater can-
dor could adversely affect both the Fund’s dialogue
with countries and market confidence in the context
of the publication of staff reports. Some of these Di-
rectors felt that what really matters is candor in face-
to-face consultations with the key decision-makers in
a country, rather than in the staff report. Many other
Directors strongly supported presumed publication.

These believed that concerns about candor are over-
stated, and that surveillance would be more effective
in building ownership and influencing policy if Fund
analyses and recommendations are made public. It
was agreed that the Board would return to the issue of
presumed publication of staff reports during the dis-
cussion on transparency.

Many Directors considered that escalated signal-
ing—a procedure the report recommends to be used
when key vulnerabilities identified over several
rounds of surveillance are not addressed—might be
an idea worth pursuing. A number of these Directors
reserved judgment on the suggestion until they had
more information about how it would work. A few
Directors felt that escalated signaling would under-
mine the Fund’s role as confidential advisor, and
doubted that it would help in preventing crises or de-
signing more effective programs.

Many Directors were not in favor of inviting sec-
ond opinions from outside the Fund when the au-
thorities disagree with the staff’s assessment on key
policy issues. Whereas some Directors considered
that a second opinion would bring a fresh perspec-
tive that could help resolve differences of opinions
with the authorities, many were concerned that it
could encroach on the role of the Board, and under-
mine the work of the staff. Furthermore, if extended
to program cases, it would slow the process of de-
signing Fund-supported programs and impair the
ability of Fund-supported programs to resolve finan-
cial crises. A few Directors also noted that this ap-
proach has been tried and has failed.

Recommendation 3. A comprehensive review of the
IMF’s approach to program design in capital ac-
count crises should be undertaken.

Directors recognized that program design plays a
critical role in the determination of program success.
They looked forward to the forthcoming staff papers
on program design and the balance sheet approach,
which they hoped would give due attention to the is-
sues raised in the report.

Directors agreed that the primary objective of a
crisis management program should be to help restore
confidence by implementing a comprehensive set of
policies that effectively address the root causes of
the crisis. Directors noted that the Fund’s increased
attention to financial sector surveillance has reduced
the risk that vulnerabilities in the financial sector
will be neglected in program design. At the same
time, many Directors also concurred that much
greater attention needs to be paid to the interaction
of balance-sheet weaknesses and key macroeco-
nomic variables, including the implications for ag-
gregate demand, especially in capital account crises
where the possibility of multiple equilibria exists—
although it was acknowledged that the estimation
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difficulties may be formidable. Several Directors re-
iterated that the balance sheet approach should be
closely linked to debt sustainability analysis and, in
particular, to the implications of the currency and
maturity structure for the debt dynamics. Directors
called for more analytical work to design a frame-
work for dealing with “twin” (exchange rate and
banking) crises, including the implications for the
sovereign’s policies and financial position.

Directors agreed that program design should allow
for a flexible response in case unfavorable outcomes
materialize; that conditionality should be reviewed to
see how it can be adapted to the rapidly evolving cir-
cumstances of capital account crises; and that, at a
minimum, the broad outlines of the program should
be communicated to the public and the markets. This
is crucial to strengthening ownership, the Fund’s
credibility, and market confidence. Program docu-
ments should fully set out the assumptions underly-
ing the central projections, identify and explain as far
as possible the risks to the program, discuss alterna-
tive scenarios, and spell out explicitly how macroeco-
nomic policies will respond in the event that known
program risks materialize. Directors noted the critical
importance of country ownership in ensuring suc-
cessful program implementation, and saw continued
value in a formal mechanism to trigger consultation
on monetary and fiscal policies. They also stressed
the importance of designing programs to fit the par-
ticular circumstances of individual countries. Never-
theless, a few Directors cautioned against excessive
emphasis on risks and alternative scenarios in pro-
gram documents, since it would be difficult to know
all risks upfront and since such emphasis could erode
the program’s effectiveness in building confidence in
the chosen action plan.

Directors supported the recommendation that a
crisis should not be used as an opportunity to force
long-standing reforms, however desirable they may
be, in areas that are not critical to the resolution of
the crisis or addressing vulnerability to future crises.
They agreed that parsimony and focus should be the
principles to guide the design of structural condi-
tionality in a program whose objective is to restore
confidence quickly. Directors noted that this recom-
mendation is in line with recent initiatives by the
Fund to streamline conditionality, and looked for-
ward to reviewing the experience with the imple-
mentation of the conditionality guidelines.

Recommendation 4. Since restoration of confidence
is the central goal, the IMF should ensure that the fi-
nancing package, including all components, should
be sufficient to generate confidence and also of cred-
ible quality.

Directors agreed that, to the extent that financing
packages supporting the member’s program rely on

parallel financing from official or multilateral
sources, it is essential that the terms of such support
be clear and the amount be adequate. However, they
noted that there are limits to the Fund’s influence
over the conditions for parallel financing, which re-
flect the structure and organization of partner institu-
tions. Directors fully supported the idea of moving
toward more explicit procedures for collaboration
with regional development banks and others and
clear delineation of responsibilities, while noting
that such procedures do not by themselves guarantee
effective coordination.

Directors observed that experience with capital
account crises raises important issues relating to
Fund liquidity, exceptional access, and private sector
involvement. They stressed that the policy on access
to Fund resources in capital account crises agreed in
September 2002 has to be observed. More funda-
mentally, Directors stressed that the high quality and
credibility of a program, together with adequate fi-
nancing, should be at the heart of successful Fund
involvement.

Recommendation 5. The IMF should be proactive in
its role as crisis coordinator.

Directors emphasized the importance of all mem-
bers’ working together constructively during the pe-
riod when a program is being negotiated. They noted
that, for the Fund to play an effective role in coordi-
nating efforts of other members, management should
provide the Executive Board and member countries
with candid assessments of the probability of suc-
cess of a proposed strategy, including frank feedback
when parts of a strategy favored by some members
lower this probability; and they should protect the
technical judgment of the staff from excessive politi-
cal interference. While Directors were in favor of
early involvement of the Board in program discus-
sions, a number of them observed that the Board and
major members should not seek to micro-manage
the operational details of programs or influence
Fund missions in the field.

Many Directors attached particular importance to
the early involvement of the private sector in crisis
resolution. They emphasized that the authorities, not
the Fund, should play the leading role in negotia-
tions with the private sector. However, they noted
that the Fund has a responsibility to identify circum-
stances in which a more concerted effort is needed to
involve the private sector, recognizing that decisions
on the nature of such involvement will have to be
made on a case-by-case basis.

Recommendation 6. Human resource management
procedures should be adapted further to promote the
development and effective utilization of country ex-
pertise within the staff, including political economy

162



Summing Up by the Acting Chair

skills, and to ensure that “centers of expertise” on cri-
sis management issues allow for a rapid application
of relevant expertise to emerging crises.

Directors generally agreed on the need to ensure
that the Fund is in a position to respond rapidly with
relevant expertise to member countries facing crises.
While recognizing that proposals related to organi-
zational and human resource activities are among
management’s responsibilities, Directors expressed
several views on these issues. Some Directors sup-
ported the creation of “centers of expertise” in crisis
management, whereas others put greater emphasis
on mechanisms for drawing upon available expertise
and experience in the event of a crisis. A number of
Directors favored longer country desk assignments
to ensure that sufficient country experience is main-

tained within the staff, while others noted the impor-
tance of staff mobility in broadening the experience
and perspectives of the staff and maintaining its im-
partiality. Most Directors favored a greater role for
resident representatives in surveillance and program
design, in countries with resident representative of-
fices, with a few noting that only relatively senior
resident representatives would be sufficiently ac-
ceptable to the authorities to play such a role. Direc-
tors also favored modifying internal guidelines and
human resource procedures to create incentives for
greater candor. They noted that management is al-
ready moving to improve the Fund’s crisis manage-
ment capability—for example, through the reorgani-
zation of the Monetary and Financial Systems
Department and the review of the area departments.
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