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PREFACE

This volume is the Thirty-Seventh Issue of Selected Deci-
sions and Selected Documents of the International Monetary Fund.
It includes decisions, interpretations, and resolutions of the Executive
Board and the Board of Governors of the International Monetary Fund,
as well as selected documents, to which frequent reference is made in
the current activities of the Fund. In addition, it includes certain docu-
ments relating to the Fund, the United Nations, and other international
organizations.

As with other recent issues, the number of decisions in force
continues to increase, with the decision format tending to be longer
given the use of summings up in lieu of formal decisions. Accordingly
it has become necessary to delete certain decisions that were included
in earlier issues, that is, those that only completed or called for reviews
of decisions, those that lapsed, and those that were superseded by more
recent decisions.

Wherever reference is made in these decisions and documents
to a provision of the Fund’s Articles of Agreement or Rules and Regu-
lations that has subsequently been renumbered by, or because of, the
Second Amendment of the Fund’s Articles of Agreement (effective
April 1, 1978), the corresponding provision currently in effect is cited
in a footnote.

A compact disc (CD) containing the texts of the Thirty-
Seventh Issue, the Articles of Agreement, and By-Laws, Rules and
Regulations is available from the Fund.

SEAN HAGAN
The General Counsel
Director of the Legal Department

il



This page intentionally left blank



Contents

PREFACE il
SELECTED DECISIONS AND RESOLUTIONS OF THE INTERNATIONAL

MONETARY FUND A%
OTHER SELECTED RESOLUTIONS AND RELATED

DOCUMENTS XXV
SELECTED DOCUMENTS RELATING TO THE FUND, THE UNITED

NATIONS, AND OTHER INTERNATIONAL ORGANIZATIONS XXV
LIST OF DECISIONS BY NUMBER XXVil
LIST OF BOARD OF GOVERNORS’ RESOLUTIONS XXXil
INTERPRETATIONS UNDER ARTICLE XXIX(a) XXXii

Selected Decisions and Resolutions of the
International Monetary Fund

ARTICLE IIT

Quotas and Subscriptions
Adjustment of Quotas 3
Reform of Quota and Voice in the International Monetary Fund

Fourteenth General Review of Quotas and Reform of the Executive Board 7
Gold and Currency Subscribed to the Fund and Accounting by Members

for Transactions with the Fund 19
Guidelines on Payment of Reserve Assets in Connection with Subscriptions 19

ARTICLE 1V

Exchange Arrangements and Surveillance

General Decisions
Notification of Exchange Arrangements Under Article IV, Section 2 23

The Chairman’s Summing Up— Modernizing the Legal Framework for

Surveillance— An Integrated Surveillance Decision, Executive Board

Meeting 12/72, July 18,2012 24
Decision on Bilateral and Multilateral Surveillance 27
Chairman’s Summing Up— Review of the 1977 Surveillance Decision—

Proposal for a New Decision, Executive Board Meeting 07/51-2,

June 15, 2007 43
The Acting Chairman’s Summing Up— 2008 Triennial Surveillance Review—
Overview Paper, Executive Board Meeting 08/84, September 26, 2008 51

v



SELECTED DECISIONS AND SELECTED DOCUMENTS

Statement of Surveillance Prioritiecs—Revisions of Economic Priorities
and Progress on Operational Priorities

The Acting Chair’s Summing Up—2011 Triennial Surveillance Review—
Review of the 2007 Surveillance Decision and the Broader Legal Framework
for Surveillance, Executive Board Meeting 11/102, October 24, 2011

The Acting Chair’s Summing Up—Macroeconomic Issues in Small States
and Implications for Fund Engagement, Executive Board Meeting 13/21,
March 11, 2013

Summing Up by the Acting Chairman—Biennial Review of
the Implementation of the Fund’s Surveillance and of the 1977
Surveillance Decision, Executive Board Meeting 00/24, March 10, 2000

Surveillance over Monetary Unions

Surveillance over Monetary and Exchange Rate Policies: Members of
Euro Area

Modalities for Surveillance over Euro-Area Policies in Context of
Article IV Consultations with Member Countries

Modalities for Surveillance over Central African Economic and
Monetary Union Policies in Context of Article IV Consultations with
Member Countries

Modalities for Surveillance over Eastern Caribbean Currency Union
Policies in Context of Article IV Consultations with Member Countries

Modalities for Surveillance over West African Economic and Monetary Union
Policies in Context of Article IV Consultations with Member Countries

Capital Flows, Financial Stability Board,
and Sovereign Wealth Funds
The Chairman’s Summing Up—The Fund’s Role Regarding Cross-Border
Capital Flows, Executive Board Meeting 10/122, December 17, 2010
The Chairman’s Summing Up—Recent Experiences in Managing Capital
Inflows—Cross-Cutting Themes and Possible Policy Framework, Executive
Board Meeting 11/28, March 21, 2011

The Acting Chair’s Summing Up—The Multilateral Aspects of Policies Affecting

Capital Flows, Executive Board Meeting 11/109, November 14, 2011

The Acting Chair’s Summing Up—The Liberalization and Management of
Capital Flows—An Institutional View, Executive Board Meeting 12/105,
November 16, 2012

The Acting Chair’s Summing Up—The Fund’s Response to the 2007-08
Financial Crisis—Stocktaking and Collaboration with the Financial Stability
Forum, Executive Board Meeting 08/88, October 6, 2008

The Acting Chair’s Summing Up—IMF Membership in the Financial Stability
Board, Executive Board Meeting 10/86, September 8, 2010

IMF Membership in the Financial Stability Board

vi

56

59

62

63

64

66

67

68

70

72

74

77

79

83

85
88



CONTENTS

The Acting Chair’s Summing Up—Sovereign Wealth Funds—The Santiago
Principles—Generally Accepted Principles and Practices Developed by the
International Working Group, Executive Board Meeting 08/87,

October 3, 2008
Governance Issues and Military Expenditure

The Role of the Fund in Governance Issues—Guidance Note, EBS/97/125,
July 2, 1997

Concluding Remarks by the Acting Chairman—Military Expenditure and
the Role of the Fund, Executive Board Meeting 91/138, October 2, 1991
Surveillance Procedures

Surveillance Procedures—Implementation of Three-Month Period

Summing Up by the Chairman—Biennial Review of the Implementation
of the Fund’s Surveillance over Members’ Exchange Rate Policies and of
the 1977 Surveillance Decision; and Transmittal of Fund Documents to
Other International Organizations, Executive Board Meeting 97/30,
March 28, 1997

Article IV Consultation Documentation—Recent Economic Developments
Bilateral Surveillance—Implementation of the Decision— Transitional Issues

Guidelines on Minimum Circulation Periods for Executive Board
Documents—Amendment

Lapse of Time Procedures for Article [V Consultations
Article IV Consultation Cycles

Proposed Steps to Address Excessive Delays in the Completion of Article IV
Consultations

ARTICLE V, SECTION 2(b)
Technical and Financial Services
Technical Services

General Decisions
Enhanced Surveillance: Procedures for Transmittal of Staff Reports
Enhanced Surveillance: Midterm Review

Summing Up by the Chairman— Biennial Review of the Fund’s Surveillance
Policy, Executive Board Meeting 93/15, January 29, 1993

Summing Up by the Acting Chairman—Settlement of Disputes Between
Members Relating to External Financial Obligations—Role of the Fund,
Executive Board Meeting 84/99, June 22, 1984

The Chairman’s Summing Up of the Discussion of the Role of the Fund in
Assisting Members with Commercial Banks and Official Creditors,
Executive Board Meeting 85/132, September 4, 1985

vii

88

91

102

104

106
106
107

108
108
111

113

116
116

117

119

122



SELECTED DECISIONS AND SELECTED DOCUMENTS

Financial Sector Assessment Program and G-20 Mutual
Assessment

Summing Up by the Acting Chairman—Financial Sector Assessment
Program—A Review—Lessons from the Pilot and Issues Going Forward,
Executive Board Meeting 00/123, December 13, 2000

The Acting Chair’s Summing Up—Financial Sector Assessment Program—
Review, Lessons, and Issues Going Forward, Executive Board Meeting
05/26, March 18, 2005

The Acting Chair’s Summing Up—Integrating Stability Assessments Under
the Financial Sector Assessment Program into Article IV Surveillance,
Executive Board Meeting 10/92, September 21, 2010

Integrating Stability Assessments Under the Financial Sector Assessment
Program into Article IV Surveillance

The Acting Chair’s Summing Up—Mandatory Financial Stability Assessments
Under the Financial Sector Assessment Program—Update, Executive Board
Meeting 13/111, December 6, 2013

The G-20 Mutual Assessment Process and the Role of the Fund

The Acting Chair’s Summing Up—Review of the Fund’s Involvement
in the G-20 Mutual Assessment Process, Executive Board Meeting 11/56,
June 3, 2011

Confidentiality Protocol—Protection of Sensitive Information in the
Financial Sector Assessment Program

Observance of Standards and Codes

Reports on the Observance of Standards and Codes

The Acting Chair’s Summing Up—2011 Review of the Standards and Codes
Initiative, Executive Board Meeting 11/24, March 9, 2011
Offshore Financial Centers

The Acting Chair’s Summing Up—Offshore Financial Centers—The
Assessment Program—A Progress Report and the Future of the Program,
Executive Board Meeting 03/101, November 5, 2003

The Acting Chair’s Summing Up—Offshore Financial Centers—Report on the
Assessment Program and Proposal for Integration with the Financial Sector
Assessment Program, Executive Board Meeting 08/48, May 30, 2008

Anti-Money Laundering and
Combating the Financing of Terrorism

The Acting Chair’s Summing Up on Intensified Fund Involvement in
Anti-Money Laundering and Combating the Financing of Terrorism,
Executive Board Meeting 01/116, November 12, 2001

Summing Up by the Acting Chair—Anti-Money Laundering and Combating
the Financing of Terrorism—Proposals to Assess a Global Standard and to
Prepare ROSCs, Executive Board Meeting 02/80, July 26, 2002

viii

125

131

135

138

147
149

149

150

157

157

160

163

166

167



CONTENTS

Report on Outcome of FATF Plenary Meeting and Endorsement of
Methodology for Assessing Compliance with Anti-Money Laundering and
Combating Financing of Terrorism Standard

The Acting Chair’s Summing Up—Twelve-Month Pilot Program of
Anti-Money Laundering and Combating the Financing of Terrorism
(AML/CFT) Assessments—Joint Report on the Review of the
Pilot Program, Executive Board Meeting 04/29, March 24, 2004

The Acting Chair’s Summing Up—Anti-Money Laundering and Combating
the Financing of Terrorism (AML/CFT)—Report on the Review of the
Effectiveness of the Program, Executive Board Meeting 11/55, June 1, 2011
Framework Administered Account

Technical Assistance—Establishment of Framework Administered Account

Establishment of a New Framework Administered Account for Selected Fund
Activities
Policy Support Instrument

Policy Support Instrument—Framework

Modifications of the Fund’s Conditionality Framework—Application to
the Policy Support Instrument
Financial Services

Poverty Reduction and Growth Trust

A New Architecture of Facilities for Low-Income Countries and Reform of
the Fund’s Concessional Financing Framework

Poverty Reduction and Growth Trust

Partial Distribution of the General Reserve Attributed to Windfall Gold
Sale Profits

Instrument to Establish the Interim Administered Account for Remaining
Windfall Gold Sales Profits

Review of the Fund’s Income Position for FY 2013 and FY 2014—PRG
Trust Reimbursement for FY 2013

Poverty Reduction and Growth Trust—Review of Interest Rate Structure

The Chairman’s Summing Up—Macroeconomic and Operational Challenges
in Countries in Fragile Situations, Executive Board Meeting 11/72,
July 7, 2011

The Acting Chair’s Summing Up—Revisiting the Debt Sustainability
Framework for Low-Income Countries, Executive Board Meeting 12/16,
February 15, 2012

Facilitating Mobilization of Loan Resources for Concessional Lending
to Low-Income Countries

Poverty Reduction and Growth Facility Trust—Other Provisions

Transformation of the Enhanced Structural Adjustment Facility

172

172

176

179

183

188

196

196
198

242

246

250

251

251

254

257
258
259



SELECTED DECISIONS AND SELECTED DOCUMENTS

Establishment of General Policy to Condition Waiver Decisions Under
the Poverty Reduction and Growth Trust on Accuracy of Information

Regarding Performance Criteria 260
Access Limits Under Poverty and Growth Facility—Review 261
Contributions to PRGF and PRGF-HIPC Trusts—Value Date for Operations

and Transactions 261

Poverty Reduction and Growth Facility Trust—Borrowing for
Loan Account—Consultation with Creditors 262

The Chairman’s Summing Up of the Discussion on the

Enhancement of the Structural Adjustment Facility—Operational

Arrangements, Executive Board Meeting 87/171, December 15, 1987 262
The Chairman’s Remarks at the Conclusion of the Discussion

on the Enhancement of the Structural Adjustment Facility—Legal

Documentation, Executive Board Meeting 87/176, December 18, 1987 268

Heavily Indebted Poor Countries

Establishment of a Trust for Special Poverty Reduction and Growth
Operations for the Heavily Indebted Poor Countries and Interim ECF
Subsidy Operations (PRG-HIPC Trust) 269

Trust for Special ESAF Operations for Heavily Indebted Poor Countries
and Interim ESAF Subsidy Operations—Terms and Conditions for
Administration of Account Provided Under Section III, Paragraph 5(b)
of Trust 287

The Chairman’s Summing Up at the Conclusion of the
Discussion on the Modalities for Special ESAF Operations in
the Context of the HIPC Initiative and Other ESAF Issues,
Executive Board Meeting 97/10, February 4, 1997 290

The Acting Chair’s Summing Up—HIPC Initiative—Status of

Implementation; Background Papers on the Achievement of

Long-Term External Debt Sustainability and External Debt

Management in HIPCs; and Update on Financing of PRGF

and HIPC Operations and Subsidization of Post-Conflict

Emergency Assistance, Executive Board Meeting 02/40, April 9, 2002 294
Summing Up by the Chairman—Enhanced Initiative for Heavily Indebted

Poor Countries (HIPCs) and Poverty Reduction Strategy Papers (PRSPs)—

Progress Reports and Review of Implementation, Executive Board

Meeting 00/90, September 5, 2000 298
Summing Up by the Acting Chairman—Initiative for Heavily Indebted Poor

Countries—Proposal for Streamlining Preliminary Documents, Executive

Board Meeting 00/108, November 3, 2000 302
The Acting Chair’s Summing Up—Heavily Indebted Poor Countries (HIPC)

Initiative—Status of Implementation, Executive Board Meeting 05/78,
September 9, 2005 303



CONTENTS

The Acting Chair’s Summing Up—2005 Review of the Poverty Reduction
Strategy Approach—Balancing Accountabilities and Scaling Up Results—
Synthesis, Executive Board Meeting 05/78, September 9, 2005

Joint Staff Advisory Notes—Amendments to Streamline Modalities

The Acting Chair’s Summing Up—Initiative for Heavily Indebted Poor
Countries (HIPC) and Multilateral Debt Relief Initiative (MDRI)—
Status of Implementation and Proposals for the Future of the HIPC
Initiative, Executive Board Meeting 11/115, November 30, 2011
Multilateral Debt Relief Initiative

The Acting Chair’s Summing Up—Multilateral Debt Relief
Initiative and Exogenous Shocks Facility—Proposed Decisions,
Executive Board Meeting 05/99, November 23, 2005

Multilateral Debt Relief Initiative (MDRI) and Related HIPC Initiative
Amendments

Review of the Fund’s Income Position for FY 2013 and FY 2014—
MDRI-I Trust Reimbursement for FY 2013
Administered Accounts

Administered Account to Subsidize Post-Conflict Emergency Assistance to
Poverty Reduction and Growth Facility Eligible Members—Establishment

Administered Account to Subsidize Post-Conflict Emergency Assistance to
Poverty Reduction and Growth Facility Eligible Members—Use of SDRs

Second Special Contingency Account (SCA-2)—Establishment of
Administered Account
Debt Relief Trust Fund

Proposal for a Post-Catastrophe Debt Relief Trust Fund—Establishment
and Related Matters

Proposal for a Post-Catastrophe Debt Relief Trust Fund—Umbrella
Account—Establishment of Account and Terms and Conditions

ARTICLE V, SECTION 3(a), (b), AND (c)
Use of Fund Resources
General Decisions
Interpretation of Articles of Agreement

Use of Fund’s Resources for Capital Transfers

Use of Fund’s Resources: Meaning of “Consistent with the Provisions of This
Agreement” in Article V, Section 3

Use of Fund’s Resources: Meaning of Article V, Section 3(b)(ii)

Conditionality
Guidelines on Conditionality

Xi

305
310

310

312

315

330

330

337

338

340

349

351
351

351
352

352



SELECTED DECISIONS AND SELECTED DOCUMENTS

The Acting Chair’s Summing Up—Review of Conditionality,
Executive Board Meeting 12/84, September 5, 2012

Conditionality Governing the Use of Fund Resources

The Acting Chair’s Summing Up—GRA Lending Toolkit and Conditionality—
Reform Proposals, Executive Board Meeting 09/29 March 24, 2009

Elimination of Certain Special Facilities

Use of Fund Resources—Side Letters

Summing Up by the Acting Chair—Review of Side Letters and the Use of Fund
Resources, Executive Board Meeting 02/59, June 12, 2002

Misreporting and Noncomplying Purchases in the General Resources
Account—Guidelines on Corrective Action

Making the Misreporting Policies Less Onerous in De
Minimis Cases

Establishment of General Policy to Condition Decisions in
the General Resources Account on Accuracy of
Information Regarding Implementation of Prior Actions

Establishment of General Policy to Condition Waiver Decisions in the
General Resources Account on Accuracy of Information Regarding
Performance Criteria

Overdue Financial Obligations—Amended Decisions

Establishment of General Policy to Condition Decisions Under the Extended
Credit Facility, Standby Credit Facility and Exogenous Shocks Facility
on Accuracy of Information Regarding Implementation of Prior Actions

Summing Up by the Acting Chairman on Strengthening Safeguards on
the Use of Fund Resources and Misreporting of Information to the
Fund—Policies, Procedures, and Remedies—Preliminary Considerations,
Executive Board Meeting 00/32, March 23, 2000

Failure to Meet a Repurchase Expectation and Use of Fund’s General
Resources, Executive Board Meeting 85/26, February 20, 1985

The Acting Chair’s Summing Up—Safeguards Assessments—Review of
Experience and Next Steps, Executive Board Meeting 02/26, March 14, 2002

The Acting Chair’s Summing Up Safeguards Assessments—Review of
Experience; The Safeguards Policy—Independent Panel’s Advisory Report,
Executive Board Meeting 10/76, July 23, 2010

Credit Tranche Policies and Facilities
Stand-By Arrangements
General Policies on Use of the Fund’s Resources: Tranche Policies

Summing Up by the Acting Chair—Lessons from the Real-Time Assessments
of Structural Conditionality, Executive Board Meeting 02/36, April 3, 2002

Relationship Between Performance Criteria and Phasing of Purchases
Under Fund Arrangements—Operational Guidelines

Xii

360
363

364
367
368

370

371

374

374

375
375

376

376

382

382

386

388
389

389

393



CONTENTS

Debt Limits in Fund-Supported Programs—Proposed New Guidelines

The Acting Chair’s Summing Up—Review of the Policy on Debt Limits in
Fund-Supported Programs, Executive Board Meeting 13/26, March 22, 2013

Guidelines on Performance Criteria with Respect to Foreign Borrowing—
Change in Implementation of Revised Guidelines

Extended Fund Facility

Reduction of Blackout Periods in GRA Arrangements

Stand-By and Extended Arrangements—Standard Forms

Completion of Reviews Under Stand-By and Extended Arrangements

Flexible Credit Line (FCL) Arrangements

The Fund’s Mandate—Flexible Credit Line (FCL) Arrangements

The Fund’s Mandate—Review of Decisions on FCL Arrangements and PCL
Arrangements

The Chairman’s Summing Up—Review of the Flexible Credit Line and
Precautionary Credit Line; The Fund’s Financing Role—Reform Proposals
on Liquidity and Emergency Assistance, Executive Board Meeting 11/112,
November 21, 2011

Omnibus Paper on Easing Work Pressures

The Fund’s Financing Role—Reform Proposals on Liquidity and Emergency
Assistance—Rapid Financing Instrument (RFI)

The Fund’s Financing Role—Reform Proposals on Liquidity and Emergency
Assistance—Precautionary and Liquidity Line (PLL) Arrangements

The Fund’s Financing Role—Reform Proposals on Liquidity and Emergency
Assistance—Review of Decisions on FCL Arrangements and PLL
Arrangements

Concluding Remarks by the Chairman—Emergency Assistance—Natural
Disasters, Executive Board Meeting 82/16, February 10, 1982

Summing Up by the Chairman—Fund Involvement in Post-Conflict Countries,
Executive Board Meeting 95/82, September 6, 1995

Summing Up by the Acting Chairman—Fund Assistance to Post-Conflict
Countries, Executive Board Meeting 99/38, April 5, 1999

The Acting Chair’s Summing Up—The Fund’s Role in Low-Income Member
Countries—Considerations on Instruments and Financing, Executive Board
Meeting 04/32, March 31, 2004

The Chairman’s Summing Up—The Role of the Fund in Low-Income
Countries, Executive Board Meeting 08/6, July 23, 2008

The Chairman’s Summing Up—Review of Facilities for Low-Income
Countries, Executive Board Meeting 12/85, September 6, 2012

Arrears to Creditors and Debt Strategy
Arrears to Creditors and Debt Strategy

Xiii

395

401

403
405
408
410
420
420
424

424

425
428

434

436

443

443

446

449

454

455

457

460



SELECTED DECISIONS AND SELECTED DOCUMENTS

Review of Fund Policies and Procedure on Payments Arrears,
Executive Board Meeting 80/154, October 17, 1980

Summing Up by the Chairman—Fund Involvement in the Debt Strategy,
Executive Board Meeting 89/61, May 23, 1989

Summing Up by the Acting Chairman—Fund Policy on Arrears to Private
Creditors—Further Considerations, Executive Board Meeting 99/64,
June 14, 1999

The Acting Chair’s Summing Up—Fund Policy on Lending into Arrears
to Private Creditors—Further Consideration of the Good Faith Criterion,
Executive Board Meeting 02/92, September 4, 2002

Fund’s Policy on Lending into Arrears

Summing Up by the Chairman—Management of the Debt Situation,
Executive Board Meeting 91/48, April 3, 1991

The Acting Chairman’s Summing Up on the Role of the Fund in the
Settlement of Disputes Between Members Relating to External
Financial Obligations, Executive Board Meeting 84/99, June 22, 1984

Access Policy

Access Policy and Limits in the Credit Tranches and Under the Extended Fund

Facility and on Overall Access to the Fund’s General Resources,
and Exceptional Access Policy—Review and Modification
Summing Up by the Acting Chair—Access Policy in Capital Account Crises,
Executive Board Meeting 02/94, September 6, 2002
The Acting Chair’s Summing Up—Review of Access Policy Under
the Credit Tranches and the Extended Fund Facility, and Access Policy

461

462

462

464
468

469

469

470

476

in Capital Account Crises—Modifications to the Supplemental Reserve Facility

and Follow-Up Issues Related to Exceptional Access Policy,
Executive Board Meeting 03/16, February 26, 2003

Summing Up by the Acting Chair—Review of Exceptional Access Policy,
Executive Board Meeting 04/36, April 14, 2004

The Chairman’s Summing Up—Crisis Prevention and Precautionary
Arrangements—Status Report, Executive Board Meeting 04/90,
September 24, 2004
Emergency Financing Mechanism and Post-Program Monitoring

Summing Up by the Chairman—Emergency Financing Mechanism,
Executive Board Meeting 95/85, September 12, 1995

Post-Program Monitoring

The Acting Chair’s Summing Up—Conclusions of the Task Force on Prolonged

Use of Fund Resources, Executive Board Meeting 03/28, March 24, 2003

The Acting Chair’s Summing Up—Review of Ex Post Assessments
and Issues Related to the Policy on Longer-Term Program Engagement,
Executive Board Meeting 06/46, May 15, 2006

Xiv

482

486

490

493
497

498

500



CONTENTS

Trade-Related Balance of Payments Adjustment—Fund Support
Trade Integration Mechanism

ARTICLE V, SECTION 3(d) AND (f)

Media of Payment

Assessment of Strength of Member’s Balance of Payments And Gross
Reserve Position For The Purposes of Designation Plans, Operational
Budgets and Repurchases Under Article V, Section 7(b)

Transfers of SDRs Under Article V, Section 3(f)
Members with Outstanding Purchases
Review of Guidelines for Allocation of Currencies

Selection of Currencies by the Fund

ARTICLE V, SECTION 5

Ineligibility to Use the Fund’s General Resources

Use of Fund’s Resources: Limitation and Ineligibility Under Article V,
Section 5

Use of Fund’s Resources: Postponement and Limitation Under Article V,
Section 5

ARTICLE V, SECTION 6

Sales of SDRs by the Fund
Sales of SDRs by the Fund

ARTICLE V, SECTION 7

Repurchases

Guidelines for Early Repurchase

Repurchase

Attribution of Reductions in Fund’s Holdings of Currencies

ARTICLE V, SECTIONS 8§ AND 9

Charges and Remuneration

Future Changes in Charges on Fund’s Holdings of Members’ Currencies in
Excess of Quota

Surcharge on Purchases in Credit Tranches and Under Extended Fund
Facility

Media of Payment in General Resources Account

XV

503

506
507
507
509
511

514

514

515

516
518
520

522

522
524



SELECTED DECISIONS AND SELECTED DOCUMENTS

Accounting for Charges from Members with Overdue Obligations

Special Charges on Overdue Financial Obligations to the Fund

Setoff in Connection with a Retroactive Reduction of Charges Due by
Members in Arrears

Burden Sharing

Income Position—Burden Sharing—Implementation in FY 2000

Implementation of Burden Sharing in FY 2001

Burden Sharing—Implementation in FY 2007

Review of the Fund’s Income Position for FY 2012 and FY 2013-14—PRGT
Reserve Account Transfer to Subsidy Account

Review of the Fund’s Income Position for FY 2012 and FY 2013-14—The
Rate of Charge on the Use of Fund Resources for FY 2013 and FY 2014

Review of the Fund’s Income Position for FY 2013 and FY 2014—The Rate
of Charge on the Use of Fund Resources for FY 2014

ARTICLE V, SECTIONS 10 AND 11

Rates for Computations and Maintenance of Value
Rates for Computations and Maintenance of Value

ARTICLE V, SECTION 12(f)

Special Disbursement Account

Special Disbursement Account: Investment

Structural Adjustment Facility—Use of Resources of Special Disbursement
Account—Regulations for Administration

Structural Adjustment Facility—Use of Resources of Special Disbursement
Account—List of Eligible Members and Amounts of Assistance

Eligibility to Use the Fund’s Facilities for Concessional Financing—PRGT
Eligibility Criteria

The Acting Chair’s Summing Up—Eligibility to Use the Fund’s Facilities for
Concessional Financing, Executive Board Meeting 12/17, February 17,2012

Special Disbursement Account: Review of Structural Adjustment Facility and
Establishment of the Enhanced Structural Adjustment Facility

Special Disbursement Account: Transfer of Resources from the Special
Disbursement Account to the Enhanced Structural Adjustment Facility
Trust and Retransfer to the Special Disbursement Account

Special Disbursement Account: Review of Structural Adjustment Facility
(SAF), Termination of Authority to Make Commitments to Provide
Assistance from SAF in Conjunction with Loans from ESAF Trust,
and Transfer of Resources from SDA to ESAF Trust

Xvi

525
525

528

529
531
534

536

536

536

537

540

540

547

549

554

555

556

558



CONTENTS

Modalities of Gold Pledge for Use of PRGF Trust Resources Under
Rights Approach

Annual Reimbursement of General Resources Account in Respect of
Expenses of Conducting Business of PRGF-ESF Trust

Review of the Fund’s Income Position for FY 2011 and FY 2012—PRGT

Reserve Account Transfer to Subsidy Account

ARTICLE VI, SECTION 1

Use of Fund’s Resources for Capital Transfers
Use of Fund’s Resources for Capital Transfers

ARTICLE VI, SECTION 3

Controls on Capital Transfers

Controls on Capital Transfers

ARTICLE VII

Borrowing

General Arrangements to Borrow

Transferability of Claims Under General Arrangements to Borrow
New Arrangements to Borrow

The Rollback of Credit Arrangements in the New Arrangements to
Borrow (NAB)—Change in Credit Arrangements and Amendment

Termination of 2009 Bilateral Borrowing Agreements
New Arrangements to Borrow—Transferability of Claims
Establishment of the Borrowed Resources Suspense Accounts

Investment by the Fund of the Currencies Held in the Borrowed
Resources Suspense Accounts

Guidelines for Borrowing by the Fund

The Chairman’s Summing Up—Borrowing by the Fund—Proposed
Modalities, Executive Board Meeting 12/58, June 15, 2012

A Framework for the Fund’s Issuance of Notes to the Official Sector

ARTICLE VIII, SECTION 2(b)

Unenforceability of Exchange Contracts

Unenforceability of Exchange Contracts—Fund’s Interpretation of
Article VIII, Section 2(B)

Xvii

559

561

561

563

564

565
580
581

602
603
604
605

605
607

609
612

613



SELECTED DECISIONS AND SELECTED DOCUMENTS

ARTICLE VIII AND ARTICLE XIV

Payments Restrictions
Payments Restrictions for Security Reasons: Fund Jurisdiction
Bilateralism and Convertibility

Official Clearing and Payments Arrangements— Temporary Exemption from
Three-Month Rule

Retention Quotas: Decision and Letter of Transmittal
Discrimination for Balance of Payments Reasons
Articles VIII and XIV

Summing Up by the Chairman—Biennial Review of the Fund’s
Surveillance Policy, Executive Board Meeting 93/15, January 29, 1993

Payments Arrears in Current International Transactions

Payments Policies

Consultations on Members’ Policies in Present Circumstances

Multiple Currency Practices

Statement to Members Transmitting Fund’s Decisions on Multiple Currency
Practices

Multiple Currency Practices
Multiple Currency Practices—Policy
Multiple Currency Practices Applicable Solely to Capital Transactions

ARTICLE VIII, SECTION 5

Furnishing of Information
Strengthening the Effectiveness of Article VIII, Section 5

Summing Up by the Acting Chair—Review of Data Provision to the Fund
for Surveillance Purposes, Executive Board Meeting 04/25, March 15, 2004

The Acting Chair’s Summing Up—Review of Data Provision to the Fund
for Surveillance Purposes, Executive Board Meeting 08/38, May 2, 2008

The Acting Chair’s Summing Up—2012 Review of Data Provision to the
Fund for Surveillance Purposes, Executive Board Meeting 12/98,
November 1, 2012

Summing Up by the Acting Chairman—Standards for the Dissemination
of Economic and Financial Statistics to the Public by Member Countries
and Implementation of the SDDS, Executive Board Meeting 96/36,
April 12, 1996

Establishment of the Special Data Dissemination Standard Plus

Summing Up by the Acting Chairman—General Data Dissemination System,
Executive Board Meeting 97/125, December 19, 1997

Xviil

615
616

617
617
619
620

623
623

625

626
633
634
636

637

645

649

653

655
694

707



CONTENTS

ARTICLE IX, SECTION 5§

Archives
Review of the Fund’s Transparency Policy—Archives Policy

Cooperation with Investigations on Fund Activities by Auditing Institutions
of Members—Procedures

ARTICLE IX, SECTION 7

Privilege for Communications
Interpretation of Article IX, Section 7

ARTICLE IX, SECTION 8

Immunities and Privileges of Officers and Employees
Managing Director—Policy Statement on Immunity of Fund Officials

ARTICLE X

Relations with Other International Organizations

Arrangement for Consultation and Cooperation with the Contracting
Parties of GATT

The IMF-World Bank Concordat (SM/89/54, Rev. 1)

Fund/Bank Collaboration: Invitation to the Bank to Send a Staff Member
as an Observer, Executive Board Meeting 70/30, April 10, 1970

The Chairman’s Summing Up at the Conclusion of the Discussion on Fund-Bank

Collaboration and the Adjustment Process—Issues for Consideration,
Executive Board Meeting 84/171, November 28, 1984

Concluding Remarks by the Acting Chairman—Bank-Fund Collaboration—
Report of the Managing Director and the President; and Review of

Collaboration in Strengthening Financial Systems, Executive Board Meeting

98/102, September 22, 1998

The Acting Chair’s Summing Up—Strengthening IMF-World Bank
Collaboration on Country Programs and Conditionality—Progress Report,
Executive Board Meeting 04/26, March 17, 2004

The Acting Chair’s Summing Up—Operational Framework for Debt
Sustainability Assessments in Low-Income Countries—Further
Considerations, Executive Board Meeting 05/34, April 11, 2005

European Central Bank—Observer Status

Guidelines/Framework for Fund Staff Collaboration with the New
World Trade Organization

Exchange of Documents with Other International Agencies

XIX

746

748

751

753

756
759

771

771

772

778

782
785

787
794



SELECTED DECISIONS AND SELECTED DOCUMENTS

Summing Up by the Chairman—Policy Orientation and Balance of Payments
Assistance of Bilateral and Multilateral Aid Agencies, Executive Board
Meeting 90/106, July 2, 1990

ARTICLE XII, SECTION 3

Executive Directors

Interpretation Of Article XII, Sections 3(b)(i) And 3(f)
Executive Directors: Article XII, Section 3(c)
Additional Appointed Directors

Adjustment of Quota and Voting Power

Code of Conduct for the Members of the Executive Board of the
International Monetary Fund

Executive Board Meetings—Procedural Guidelines, Executive Board Meeting
75/12, February 7, 1975

Summings Up and Concluding Remarks for Policy Items—Modification
of Review and Finalization Process

ARTICLE XII, SECTION 4

Managing Director and Staff
Authorized Signatories

ARTICLE XII, SECTION 6

Reserves, Distribution of Net Income, and Investment

The Investment Account—Establishment

Broadening the Fund’s Investment Mandate—Proposed Rules and
Regulations for the Investment Account

Review of the Fund’s Income Position for FY 2012 and FY 2013-14—
Transfer of Investment Income for FY 2012 to General
Resources Account

Review of the Fund’s Income Position for FY 2013 and FY 2014—Transfer
of Investment Income for FY 2013 to General Resources Account

Review of the Fund’s Income Position for FY 2013 and FY 2014—
Placement of FY 2013 Net Income of the General Resources Account
to the Special Reserve and the General Reserve

Review of the Fund’s Income Position for FY 2013 and FY 2014—
Transfer of Currencies to the Investment Account for FY 2013

797

799
799
800
800

800

806

807

810

811

811

820

821

821

821

The Acting Chair’s Summing Up—Broadening the Fund’s Investment Mandate—

Additional Considerations, Executive Board Meeting 12/60, June 20, 2012
Use of Gold Sales Profits in the Investment Account

XX

822
825



CONTENTS

ARTICLE XII, SECTION 7

Publication of Reports
2013 Review of the Fund’s Transparency Policy

The Acting Chair’s Summing Up—The Fund’s Transparency Policy—
Issues and Next Steps, Executive Board Meeting 03/87, September 12, 2003

Summing Up by the Acting Chairman—Review of Fund Facilities—
Proposed Decisions and Implementation Guidelines, Executive Board
Meeting 00/113, November 17, 2000

Publicity upon Suspension of Voting Rights and Termination of Suspension

Concluding Remarks by the Acting Chairman—Strengthening
the Application of the Guidelines on Misreporting, Executive Board
Meeting 00/77, July 27, 2000

Summing Up by the Acting Chairman—Transparency and Use of Fund
Resources, Executive Board Meeting 99/135, December 20, 1999

Public Information Notices—Release
Summings Up for Internal Purposes on Use of Fund Resources

External Audit Firm Mandatory Rotation and Limits on Provision
of Audit-Related Services and Non-Audit-Related Services

ARTICLE XIV

Restrictions on Payments and Transfers: Withdrawal

Meaning of “In Exceptional Circumstances” in Article XIV,
Section 4

ARTICLE XYV, SECTION 2

Valuation of the Special Drawing Right

SDR Valuation Basket—Revised Guidelines for Calculation of Currency
Amounts

SDR Valuation Basket—Guidelines for the Calculation of Currency
Amounts

Review of the Method of Valuation of the SDR

Method of Collecting Exchange Rates for the Calculation of the
Value of the SDR for the Purposes of Rule O-2(a)

ARTICLE XVII, SECTION 3
Special Drawing Rights: Other Holders
Special Drawing Rights: Other Holders

Bank for International Settlements (BIS)—Change in Terms and
Conditions of Prescription as Holder of SDRs

XXI1

826

846

850

851

851

852
853
855

855

857

858

860
861

862

863

865



SELECTED DECISIONS AND SELECTED DOCUMENTS

Andean Reserve Fund—Holder of SDRs

Use of SDRs in Payment of Trust Fund Obligations

Use of SDRs in Payment of Subsidy

Use of SDRs in Operations Under the Structural Adjustment Facility

Use of SDRs in Financial Operations Under the Enhanced Structural
Adjustment Facility Trust or Under an Administered Account

Use of SDRs in Financial Operations Under the PRGF-HIPC Trustor
Under an Administered Account

ARTICLE XVIII, SECTION 2

Allocation of Special Drawing Rights

Allocation of Special Drawing Rights for the First Basic Period
Allocation of Special Drawing Rights for the Third Basic Period
Allocation of Special Drawing Rights for the Ninth Basic Period

ARTICLE XIX, SECTION 2

Special Drawing Rights: Additional Uses
Use of SDRs in Settlement of Financial Obligations
Use of SDRs in Loans

Use of SDRs in Pledges

Use of SDRs in Transfers as Security for the Performance of Financial
Obligations

Use of SDRs in Swap Operations
Use of SDRs in Forward Operations
Use of SDRs in Donations

ARTICLE XIX, SECTION §

Designation of Participants to Provide Currency

Review of Rules for Designation and Method of Calculating Designation
Amounts

Rules for Designation—Revision
ARTICLE XIX, SECTION 6

Reconstitution
Abrogation of Rules for Reconstitution

xxil

866
867
867
867

868

869

870
871
872

874
875
877

879
881
882
883

885
888

890



CONTENTS

ARTICLE XX, SECTION 2

Charges

Payment of Net Charges and Assessment in the SDR Department for the
Financial Year Ended April 30, 1982

ARTICLE XX, SECTION 4

Assessments

Review of the Fund’s Income Position for FY 2013 and FY 2014—
Assessment Under Article XX, Section 4 for FY 2013

ARTICLE XXVI

Remedial Measures on Overdue Financial Obligations to the Fund
Overdue Payments to the Fund—Purchases from Fund
Overdue Payments to the Fund—Experience and Procedures,
Executive Board Meeting 84/54, April 5, 1984
The Chairman’s Summing Up at the Conclusion of the Discussion on Overdue
Financial Obligations to the Fund, Executive Board Meeting 85/170,
November 25, 1985
The Acting Chairman’s Concluding Remarks at the Discussion on Additions
to the Special Contingent Account, Executive Board Meeting 88/12,
January 29, 1988
The Acting Chairman’s Summing Up at the Conclusion of the Discussion
on Overdue Financial Obligations—Six-Monthly Report,
Executive Board Meeting 88/19, February 10, 1988
Procedures for Dealing with Members with Overdue Financial Obligations
to the General Department and the SDR Department,
Executive Board Meeting 89/101, July 27, 1989

Statement by the Managing Director on the Strengthened Cooperative Strategy
on Overdue Financial Obligations to the Fund, Executive Board Meeting
90/38, March 16, 1990

Summing Up by the Chairman—Operational Modalities of the Rights
Approach, Executive Board Meeting 90/97, June 20, 1990

Summing Up by the Chairman—Overdue Financial Obligations to the Fund—
Six-Monthly Review; Progress Under the Strengthened Cooperative Strategy;
and Special Charges—Annual Review, Executive Board Meeting 91/42,
March 25, 1991

Summing Up by the Acting Chairman—Overdue Financial Obligations to the
Fund—Six-Monthly Review; Further Progress Under the Strengthened
Cooperative Strategy, Executive Board Meeting 92/58, April 17, 1992

XXiil

891

893

894

894

895

896

897

897

907

913

917

918



SELECTED DECISIONS AND SELECTED DOCUMENTS

The Acting Chairman’s Summing Up—Overdue Financial Obligations—
De-Escalation of Remedial Measures Under the Strengthened Cooperative
Strategy—Further Considerations, Executive Board Meeting 99/79,

July 22, 1999

Review of the Fund’s Strategy on Overdue Financial Obligations

Review of the Fund’s Strategy on Overdue Financial Obligations—Flexibility
Under the De-Escalation Policy for Members Hit by a Qualifying
Catastrophic Disaster

ARTICLE XXX(c¢)
Calculation of Reserve Tranche: Exclusion of Purchases and
Holdings
Exclusion of Purchases in the Credit Tranches and Under Extended Fund
Facility
Balances Held in Administrative Account

ARTICLE XXX(f)

Freely Usable Currencies
Freely Usable Currencies

GENERAL

Trust Fund

Trust Fund: Means of Payment of Interest by Members on Their Indebtedness
Under Loan Agreements

Trust Fund: Means of Repayment by Members on Their Indebtedness Under
Loan Agreements

Trust Fund: Special Charges on Overdue Financial Obligations
Trust Fund: Final Direct Distribution of Profits

Trust Fund: Termination and Transfer of Resources to Special Disbursement
Account

Terms of Repayment of Final Loan Disbursement and Amendment of Trust
Instrument

Subsidy Account

Supplementary Financing Facility: Subsidy Account—Instrument

Review of the Fund’s Income Position for FY 2013 and FY 2014—PCDR
Trust Reimbursement for FY 2013

Supplementary Financing Facility: Subsidy Account—Investment

XX1V

919
922

922

923
923

924

925

925
926
926

926

928

928

934
935



CONTENTS

Supplementary Financing Facility: Subsidy Account—Suspension of Transfers
and Re-Transfer of Surplus 935

Supplementary Financing Facility: Subsidy Account—Means of Subsidy
Payments 935

Supplementary Financing Facility Subsidy Account—Exchange Rate for
Payment of Subsidies 936

OTHER SELECTED RESOLUTIONS AND RELATED

DOCUMENTS
A. Request for Interpretation of the Articles of Agreement as to the
Authority of the Fund to Use Its Resources 939
B. Resolution of the United Nations General Assembly 377(V)
Entitled “Uniting for Peace” 940

C. Composite Resolution on the Work of the Ad Hoc Committee on
Reform of the International Monetary System and Related Issues
and on a Program of Immediate Action 941
Final Report of the Ad Hoc Committee on Reform of the

International Monetary System and Related Issues 942
Transformation of the Interim Committee of the Board of Governors on

the International Monetary System into the International Monetary

and Financial Committee of the Board of Governors 943
Establishment of Joint Ministerial Committee of the Boards of

Governors of the Bank and the Fund on the Transfer of Real

Resources to Developing Countries 947
Other Immediate Steps 954
Interim Committee: Rules of Procedure 959
Development Committee: Rules of Procedure 960

Development Committee: Changes in the Organization of Work
and Structure of the Secretariat Function 961

SELECTED DOCUMENTS RELATING TO THE FUND,
THE UNITED NATIONS, AND OTHER INTERNATIONAL

ORGANIZATIONS
A. Agreement Between the United Nations and the International
Monetary Fund 965
B. United Nations Convention on the Privileges and Immunities
of the Specialized Agencies and Annex V 972

C. The International Monetary Fund and the World Trade Organization 994

XXV



SELECTED DECISIONS AND SELECTED DOCUMENTS

Relations with World Trade Organization (WTO)—Fund-WTO
Cooperation Agreement 994

Decision Adopted by the General Council Concerning Agreements
Between the WTO and the IMF and the World Bank at Its Meeting
on 7, 8, and 13 November 1996 (WT/L/194, 18 November 1996) 994

D. Agreement Between the International Monetary Fund
and the World Trade Organization 998

INDEX 1005

XXV1



LIST OF DECISIONS BY NUMBER

Number Page | Number Page

1946-1951 5590-(77/163) 539
21 799 | 5702-(78/39) 525
712 351,563 | 5703-(78/39) 520
117-1 857 | 5712-(78/41) 23
170-3 19 | 6000-(79/1) S 875
180-5 800 | 6001-(79/1) S 877
2372 626 | 6053-(79/34) S 878
284-3 514 | 6054-(79/34) S 880
284-4 352 | 6056-(79/138) 95,359
286-1 514 | 6172-(79/101) 518
287-3 351 | 6209-(79/124) S 885
363-1 756 | 6230-(79/140) 395, 403
408-2 3 | 6266-(79/156) 19
446-4 614 | 6273-(79/158) G/S 507, 885
534-3 752 | 6274-(79/158) 507
5742 800 | 6275-(79/158) G/S 507
597-4 800 | 6336-(79/178) S 882

1952-2007 6337-(79/178) S 883
144-(52/51) 616 | 6352-(79/183) 507
201-(53/29) 619 | 6358-(79/188) TR 925
433-(55/42) 617 | 6437-(80/37) S 884
541-(56/39) 564 | 6467-(80/71) S 865
649-(57/33) 634 | 6484-(80/77) S 866
955-(59/45) 620 | 6486-(80/77) S 866
1034-(60/27) 622 | 6487-(80/77) S 866
1238-(61/43) 351,563 | 6488.80/77) S 266
1289-(62/1) 376 | 6489-(80/77) S 866
3153-(70/95) 460,623 | ¢540.(30/98) TR 026
4134-(74/4) 625 | 6609-(80/126) S 866
4239-(74/67) 322 | 6663-(80/160) S 515
4377-(74/114) 408 | 6683-(80/185) G/TR 934, 935
5392-(77/63) 1051 6704-80/185) TR 541,927

XXvil



LIST OF DECISIONS BY NUMBER

Number

6709-(80/189) S
6718-(81/1) S
6774-(81/35)
6790-(81/43)
6793-(81/45)
6830-(81/65)
6831-(81/65)
6832-(81/65) S
6844-(81/75)
6845-(81/75)
6854-(81/78) SBS
6908-(81/101) S
7060-(82/23)
7064-(82/26) S
7086-(82/42) S
7116-(82/68) S
7142-(82/85) TR
7229-(82/136) S
7337-(83/37)
7427-(83/83)
7582-(83/174) S
7628-(84/25)
7629-(84/25)
7707-(84/79) S
7842-(84/165)

7908-(85/26)
7925-(85/38)
7930-(85/41)
7989-(85/81) SBS
8160-(85/186) G/S
8165-(85/189) G/TR
8185-(86/9) SBS/S

Page

862
866
512
634
928
923
521
890
605
606
935
866
923
866
866
891
925
866
573
104
866
581
581
866
208, 374
375, 409
414,418
894
395, 442
525
935
861
527
936

Number

8186-(86/9) SBS/S
8222-(86/45)
8237-(86/56) SAF
8238-(86/56) SAF
8239-(86/56) SAF
8240-(86/56) SAF
8241-(86/56) SAF
8271-(86/74)
8433-(86/175)
8642-(87/101) S/TR

8648-(87/104)
8733-(87/159)

8757-(87/176) SAF/ESAF

8759-(87/176) ESAF
8760-(87/176)
8845-(88/61) ESAF
8846-(88/61) ESAF

8937-(88/118) ESAF/S

8955-(88/126)
9605-(90/170)
9862-(91/156)
10175-(92/129)
10176-(92/129)
10182-(82/132)
10286-(93/23) ESAF
10305-(93/32)
10365-(93/67)
10464-(93/130)
10531-(93/170) SAF
10749-(94/67)
10942-(95/33)
10968-(95/43)
11248-(96/38)
11381-(96/105)

XXviii

Page

867
116
558
540
868
547
555
528
525
867

636
577

556

199
558
198
198
868
520
810
609
577
577
408
561
851
117
411, 894
559
617
179
787
403
994, 1003



LIST OF DECISIONS BY NUMBER

Number

11428-(97/6)
11429-(97/6)
11436-(97/10)
11492-(97/45)
11493-(97/45)
11609-(97/112)
11627-(97/123) SRF
11698-(98/38) ESAF
11832-(98/119) ESAF
11837-(98/121)
11846-(98/125)
11857-(98/130)
11861-(98/131) ESAF
11945-(99/49)
11976-(99/59) S
12061-(99/130)
12062-(99/130)
12067-(99/108)
12087-(99/118) PRGF
12152-(00/21)
12189-(00/45)
12239-(00/71)
12249-(00/77)
12250-(00/77)
12251-(00/77)
12252-(00/77)
12253-(00/77)
12254-(00/77)
12278-(00/86)
12281-(00/98)
12329-(00/113)
12341-(00/117)
12346-(00/117)
12424-(01/13)
12481-(01/45)

Page

374,

599
605
269
269
855
577
367
290
258
510

64
924
269
531
889
338
869
370
260
540
533
800
376
375
375
376
376
261
420
860
866
330
524
750
331

XXIX

Number

12482-(01/45) S
12546-(01/84)
12548-(01/84)
12559-(01/85) PRGF
12661-(02/6)
12662-(02/6)
12663-(02/6)
12696-(02/27)
12697-(02/27) ESAF
12864-(02/102)
12865-(02/102)
12879-(02/113)
12881-(02/113)
12884-(02/114)
12899-(02/119)
12925-(03/1)
13004-(03/39)
13005-(03/39)
13183-(04/10)
13229-(04/33)
13454-(05/26)
13561-(05/85)
13564-(05/85)
13588-(05/99) MDRI
13589-(05/99)
13590-(05/99) ESF
13595-(05/99) G/S
13654-(06/1)
13655-(06/1)
13656-(06/1)
13707-(06/40)
13710-(06/40) IA
13711-(06/40)
13774-(06/78)
13775-(06/78)

Page

337

907,913

376
262
107
157
855

, 280

290
360
389
571
599
172

67
787
261
936
645
505
498
195
747
316
290
199
860

68

70

71
536
811
811
199
270



SELECTED DECISIONS AND SELECTED DOCUMENTS

Number

13797-(06/88)
13814-(06/98

13849-(06/108)
13911-(07/35)
13919-(07/51)
13941-(07/56)
13996-(07/100)
13997-(07/100)
14003-(07/107)
14036-(08/1)
14039-(08/3)
14059-(08/15)
14060-(08/15)
14061-(08/15)
14062-(08/15)
14064-(08/180
14065-(08/18)
14093-(08/32)
14107-(08/38)
14131-(08/65)
14153-(08/82)
14184-(08/93)
14235-(09/1)

14253-(09/8)
14260-(09/11)
14280-(09/29)
14281-(09/29)
14282-(09/29)
14283-(09/29)
14284-(09/29)
14285-(09/29)

Page

270, 287
135

176, 195
360, 386
505, 645
374

533

27

108

599

577

428

468

270

67

70

71

67

472

261

561

645

800
195, 199
472
176, 195
468
195,310
108

363

395

367
389, 424
472,498
524

Number

14287-(09/29)
14294-(09/31)
14317-(09/41)
14354-(09/79)

14367-(09/65)
14379-(09/67)
14407-(09/105)
14416-(09/91)
14436-(09/102)
14487-(09/125)
14496-(09/126)
14498-(09/126)
14517-(10/1)
14521-(10/3)
14522-(10/3)
14577-(10/35)
14593-(10/41)
14649-(10/64)
14650-(10/64)
14714-(10/83)
14715-(10/83)
14716-(10/83)
14717-(10/83)
14721-(10/80)
14725-(10/84)
14728-(10/85)
14736-(10/92)
14747-(10/96)
14766-(10/115)

14769-(10/110) G/S

14821-(11/1)

XXX

Page

199, 408
183

196
195, 198
199
261, 270
331, 376, 505
645

609

612

410

395

58

149

533

748

787
331, 554
547

599
199, 257
323, 341
350

424

442

472

424

599

922

656

142

113

111, 748
861

859



LIST OF DECISIONS BY NUMBER

Number

14860-(11/23)
14896-(11/37)
15014-(11/110)
15015-(11/112)
15017-(11/112)

15018-(11/112)
15019-(11/112)
15031-(11/115)
15035-(11/116)

15072-(12/1)
15073-(12/1)
15092-(12/19)
15105-(12/17)
15106-(12/21)
15113-(12/24)
15141-(12/39)
15145-(12/39)
15148-(12/39)
15176-(12/58)
15203-(12/72)
15207-(12/74)
15211-(12/76)
15224-(12/82)
15225-(12/83)
15226-(12/83)
15228-(12/95)
15256-(12/96)
15257-(12/96)
15262-(12/105)

Page

5
562
590, 599
436
113, 395, 442
472

270

443

270
200,215
251

599
591, 603
243, 521
554

115
408, 411
536

820

536

609

27

111

750

548

901

200
247, 820
656

702

574

Xxx1

Number

15303-(13/1)

15314-(13/6)
15320-(13/10)
15333-(13/23)
15343-(13/29)
15350-(13/32)
15351-(13/32)
15352-(13/32)
15353-(13/32)
15354-(13/32)
15355-(13/32)
15356-(13/32)
15374-(13/37)
15375-(13/37)
15376-(13/37)
15377-(13/37)
15378-(13/37)
15379-(13/37)
15380-(13/37)
15381-(13/37)
15413-(13/60)
15420-(13/61)
15462-(13/97)
15481-(13/103)

15482-(13/103)
A-9786-(93/20)
A-11780

A-12833-(07/55)

A-13207

Page

200,214
331

811

410

88

604

554

548

200

209

195

434

310

893

330

935

250

821

821

822

536

5

845
395,399
200, 204
429, 434
200

795

753

807

434



SELECTED DECISIONS AND SELECTED DOCUMENTS

LIST OF BOARD OF GOVERNORS’ RESOLUTIONS

Number Page
IM-6 939
6-8 940

7 799
24-12 871
29-7 942
29-8 943
29-9 947
29-10 954
34-2 515
34-3 872
48-4 947
54-92 943
63-2 6
64-3 873
66-2 18
67-2 947,953

INTERPRETATIONS UNDER ARTICLE XXIX(«)

Interpretations of Articles of Agreement (71-2) 563
Unenforceability of Exchange Contracts: Fund’s

Interpretation of Article VIII, Section 2(b) (446-4) 614
Interpretation of Article IX, Section 7 (534-3) 752

Interpretation of Article XII, Sections 3(b)(i) and 3(f) (2-1) 799

Xxxii



SELECTED DECISIONS AND RESOLUTIONS
OF THE
INTERNATIONAL MONETARY FUND



This page intentionally left blank



Article 111

Quotas and Subscriptions

ADJUSTMENT OF QUOTAS

The first interval of five years, at the end of which the Fund
shall review the quotas of the members in accordance with Article
III, Section 2, began on the date when the Fund Agreement, in ac-
cordance with Article XX, Section 1,! entered into force; i.e., on
December 27, 1945.

Decision No. 408-2,
March 11, 1949

REFORM OF QUOTA AND VOICE IN THE INTERNATIONAL
MOoNETARY FUND

In accordance with Section 13 of the By-Laws, the fol-
lowing Resolution was submitted to the Governors on March 28,
2008 for a vote without meeting. Considering that the Resolution is
also proposing adjustments in the quotas of members that have re-
quested such adjustment and whose names are listed in Attachment
I of the Resolution, the adoption of the Resolution requires positive
responses _from Governors having an eighty-five percent majority of
the total voting power:

WHEREAS in response to the request of the Board of Gover-
nors set forth in Resolution 61-5, the Executive Board has submitted
to the Board of Governors a report entitled “Reform of Quota and
Voice in the International Monetary Fund: Report of the Executive
Board to the Board of Governors,” hereinafter the “Report”; and

WHEREAS the Executive Board has recommended in-
creases in the quotas of a number of Fund members, all of whom
have requested that their quotas be increased; and

I Ed. Note: Corresponds to Article XXXI, Section 1 of the Articles of Agreement
after the Second Amendment.
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WHEREAS in response to the request of the Board of Gov-
ernors set forth in Resolution 61-5, the Executive Board has pro-
posed an amendment of the Articles of Agreement that (a) would
have the effect of increasing the number of basic votes of members
and establish a mechanism to ensure that the ratio of the sum of the
basic votes of all members to the sum of the total voting power of
all members remains constant and (b) would enable each Executive
Director elected by a large number of members to appoint a second
Alternate Executive Director; and

WHEREAS the Chairman of the Board of Governors has
requested the Secretary of the Fund to bring the proposal of the
Executive Board before the Board of Governors; and

WHEREAS the Report of the Executive Board setting forth
its proposal has been submitted to the Board of Governors by the
Secretary of the Fund; and

WHEREAS the Executive Board has requested the Board
of Governors to vote on the following Resolution without meeting,
pursuant to Section 13 of the By-Laws of the Fund:

NOW THEREFORE, the Board of Governors, noting the
recommendation and the said Report of the Executive Board, hereby
RESOLVES that:

A. Increase in Quotas of Members

1. The International Monetary Fund proposes that, subject
to the provisions of this Resolution, the quotas of members of the
Fund listed in Attachment I to this Resolution shall be increased to
the amounts shown against their names in Attachment I.

2. A member’s increase in quota shall not become effec-
tive unless the member in question has consented in writing to the
increase and has paid to the Fund the full amount of such increase.
Each member shall pay 25 percent of its increase either in special
drawing rights or in the currencies of other members specified, with
their concurrence, by the Fund, or in any combination of special
drawing rights and such currencies. The balance of the increase
shall be paid by each member in its own currency.
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3. Each member shall consent to the proposed increase of
its quota no later than October 31, 2008; provided that the Execu-
tive Board may extend this period as it may determine, taking into
account, in particular, the need of members to obtain domestic leg-
islative approval.!

4. Each member shall pay to the Fund the increase in its
quota within 30 days of the later of (a) the date on which it notifies
the Fund of its consent or (b) the date on which the requirement for
the effectiveness of the increase in quota under paragraph 5 below
has been met; provided that the Executive Board may extend the
payment period as it may determine.

5. No increase in quota shall become effective before the
entry into force of the proposed amendment of the Articles of
Agreement approved by this Resolution.

B. Future Quota Reviews

To ensure that members’ quota shares continue to reflect
their relative positions in the world economy, the Executive Board
is requested to recommend further realignments of members’ quota
shares in the context of future general quota reviews, beginning
with the Fourteenth General Review of Quotas.

C. Amendment of the Articles of Agreement
2

D. Members Entitled to Appoint Two Alternate Executive
Directors

I Ed. Note: Pursuant to Board of Governors Resolution 66-2, effective December
15, 2010, Decision No. 15413-(13/60), June 20, 2013, extended the deadline to
6:00 p.m., Washington time, on December 31, 2013.

2 Ed. Note: The Sixth Amendment of the Articles of Agreement to Enhance Voice
and Participation in the IMF entered into force for all members on March 3, 2011,
Decision No. 14860-(11/23). March 3, 2011.
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Attachment I

Proposed Quotas
(In millions of SDRs)

Albania 60.0  Austria 2,113.9
Bahrain 176.4  Bhutan 8.5
Botswana 87.8  Brazil 4,250.5
Cape Verde 11.2  Chad 11.2
China 9,525.9  Costa Rica 187.1
Cyprus 158.2  Czech Republic 1,002.2
Denmark 1,891.4  Ecuador 347.8
Equatorial Guinea 52.3  Eritrea 18.3
Estonia 93.9  Germany 14,565.5
Greece 1,101.8  India 5,821.5
Ireland 1,257.6  Israel 1,061.1
Italy 7,882.3  Japan 15,628.5
Kazakhstan 427.8  Korea 3,366.4
Latvia 142.1  Lebanon 266.4
Lithuania 183.9  Luxembourg 418.7
Malaysia 1,773.9  Maldives 10.0
Mexico 3,625.7  Norway 1,883.7
Oman 237.0  Palau, Republic of 3.5
Philippines 1,019.3  Poland 1,688.4
Portugal 1,029.7  Qatar 302.6
San Marino 22.4  Seychelles 10.9
Singapore 1,408.0  Slovak Republic 427.5
Slovenia 275.0  Spain 4,023.4
Syrian Arab Republic 346.8  Thailand 1,440.5
Timor-Leste 10.8  Turkey 1,455.8
Turkmenistan 98.6  United Arab Emirates 752.5
United States 42,122.4  Vietnam 460.7
Attachment I1

Proposed Amendment of the Articles of Agreement
of the International Monetary Fund to Enhance Voice
and Participation in the International Monetary Fund

Resolution 63-2,
effective April 28, 2008
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FOURTEENTH GENERAL REVIEW OF QUOTAS AND REFORM OF THE
ExEcuTivE BOARD

In accordance with Section 13 of the By-Laws, the following Reso-
lution was submitted to the Governors on November 10, 2010 for a
vote without meeting:

RESOLVED:

WHEREAS the Executive Board has submitted to the Board of
Governors a report entitled “Fourteenth General Review of Quotas
and Reform of the Executive Board: Report of the Executive Board
to the Board of Governors,” hereinafter the “Report”; and

WHEREAS the International Monetary and Financial Committee in
its April 2009 Communiqué called on the Executive Board to bring
forward the deadline for completion of the Fourteenth General Re-
view of Quotas by two years, to January 2011; and

WHEREAS the Executive Board has recommended increases in the
quotas of members of the Fund as a result of the Fourteenth General
Review of Quotas; and

WHEREAS the Executive Board has recommended an amendment
of the Articles of Agreement to establish an Executive Board con-
sisting solely of elected Executive Directors; and

WHEREAS the Executive Board has recommended that, follow-
ing the first regular election of Executive Directors after entry into
force of the proposed amendment of the Articles of Agreement ap-
proved under Board of Governors Resolution No. 63-2, an Execu-
tive Director elected by 7 or more members should be entitled to
appoint two Alternate Executive Directors; and

WHEREAS the Chairman of the Board of Governors has requested
the Secretary of the Fund to bring the proposal of the Executive
Board before the Board of Governors; and
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WHEREAS the Report of the Executive Board setting forth its pro-
posal has been submitted to the Board of Governors by the Secre-
tary of the Fund; and

WHEREAS the Executive Board has requested the Board of Gover-
nors to vote on the following Resolution without meeting, pursuant
to Section 13 of the By-Laws of the Fund:

NOW, THEREFORE, the Board of Governors, noting the recom-
mendations and the said Report of the Executive Board, hereby RE-
SOLVES that:

Increases in Quotas of Members

1. The International Monetary Fund proposes that, subject to the
provisions of this Resolution, the quotas of members of the Fund
shall be increased to the amounts shown against their names in
Attachment I to this Resolution.

2. A member’s increase in quota as proposed by this Resolution
shall not become effective unless that member has consented in
writing to the increase not later than the date prescribed by or un-
der paragraph 4 below and has paid the increase in full within the
period prescribed by or under paragraph 5 below, provided that no
member with overdue repurchases, charges, or assessments to the
General Resources Account may consent to or pay for the increase
in its quota until it becomes current in respect of those obligations.

3. No increase in quotas proposed by this Resolution shall become
effective until:

(1) the Executive Board has determined that members having not
less than 70 percent of the total of quotas on November 5, 2010
have consented in writing to the increases in their quotas;

(ii) the proposed amendment of the Articles of Agreement set out in
Attachment II of this Resolution has entered into force; and
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(iii) the proposed amendment of the Articles of Agreement ap-
proved under Board of Governors Resolution No. 63-2 has entered
into force. Each member commits to use its best efforts to complete
these steps no later than the Annual Meetings in 2012. The Execu-
tive Board is requested to monitor, on a quarterly basis, the progress
made in the implementation of these steps.

4. Notices in accordance with paragraph 2 above shall be executed by
a duly authorized official of the member and must be received in the
Fund before 6:00 p.m., Washington time, December 31, 2011, provided
that the Executive Board may extend this period as it may determine.!

5. Each member shall pay to the Fund the increase in its quota with-
in 30 days after the later of (a) the date on which it notifies the Fund
of its consent, or (b) the date on which all of the conditions set forth
in paragraph 3 above are met, provided that the Executive Board
may extend the payment period as it may determine.

6. When deciding on an extension of the period for consent to or pay-
ment for the increase in quotas, the Executive Board shall give par-
ticular consideration to the situation of members that may still wish
to consent to or pay for the increase in quota, including members
with protracted arrears to the General Resources Account, consisting
of overdue repurchases, charges, or assessments to the General Re-
sources Account that, in its judgment, are cooperating with the Fund
toward the settlement of these obligations.

7. For members that have not yet consented to their increases in quo-
tas under the Eleventh General Review and under Board of Governors
Resolution No. 63-2, the deadline for consent to such quota increases
shall be the date determined by or under paragraph 4 above.

8. Each member shall pay 25 percent of its increase either in spe-
cial drawing rights or in the currencies of other members specified,
with their concurrence, by the Fund, or in any combination of spe-
cial drawing rights and such currencies. The balance of the increase
shall be paid by the member in its own currency.

I Ed. Note: Decision No. 15510-(13/116), December 16, 2013, extended the
deadline to 6:00 p.m., Washington time, on June 30, 2014.

9
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Quota Formula and Fifteenth General Review of Quotas

9. The Executive Board is requested to complete a comprehensive
review of the formula by January 2013.

10. The Executive Board is requested to bring forward the timetable
for completion of the Fifteenth General Review of Quotas to January
2014. Any realignment is expected to result in increases in the quota
shares of dynamic economies in line with their relative positions
in the world economy, and hence likely in the share of emerging
market and developing countries as a whole. Steps shall be taken to
protect the voice and representation of the poorest members.

Review of NAB Credit Arrangements

11. In light of the proposed increases in quotas under the Four-
teenth General Review, the Executive Board and participants in the
New Arrangements to Borrow (NAB) are requested to undertake
a review of NAB credit arrangements by November 2011, with a
corresponding roll-back of the NAB, preserving relative shares, to
become effective when the conditions set forth in paragraph 3 of
this Resolution are met and the quota payments associated with the
participation threshold in paragraph 3(i) of this Resolution have
been made.

Proposed Amendment of the Articles of Agreement of the Inter-
national Monetary Fund on the Reform of the Executive Board

12. The proposed amendment of the Articles of Agreement of the
International Monetary Fund set forth in Attachment II to this Reso-
lution (the “Proposed Amendment on the Reform of the Executive
Board”) is approved.

13. The Secretary is directed to ask all members of the Fund, by
circular letter or telegram, or other rapid means of communication,
whether they accept, in accordance with the provisions of Article
XXVIII of the Articles, the Proposed Amendment on the Reform of
the Executive Board.

10
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14. The communication to be sent to all members in accordance
with paragraph 13 of this Resolution shall specify that the Proposed
Amendment on the Reform of the Executive Board shall enter into
force for all members on the date on which the Fund certifies, by a
normal communication addressed to all members, that three-fifths
of the members, having eighty-five percent of the total voting pow-
er, have accepted the Proposed Amendment on the reform of the
Executive Board.

Additional Alternate Executive Directors

15. Following the first regular election of Executive Directors after
the entry into force of the amendment of the Articles of Agreement
approved under Board of Governors Resolution No. 63-2, an Ex-
ecutive Director elected by seven or more members shall be entitled
to appoint two Alternate Executive Directors.

16. As a condition for appointing two Alternate Executive Direc-
tors, an Executive Director is required to designate by notification
to the Secretary of the Fund: (i) the Alternate who shall act for the
Executive Director when he is not present and both Alternates are
present; and (ii) the Alternate who shall exercise the powers of the
Executive Director pursuant to Article XII, Section 3(f). By noti-
fication to the Secretary of the Fund, an Executive Director may
change these designations at any time.

Size and Composition of the Executive Board

17. The Board of Governors takes note of: (i) the commitment to
reduce, as a means of achieving greater representation of emerging
market and developing countries, the number of Executive Direc-
tors representing advanced European countries by two no later than
the first regular election of Executive Directors after the conditions
set forth in paragraph 3 of this Resolution are met, and (ii) the com-
mitment of the Fund’s membership to maintain an Executive Board
consisting of 24 Executive Directors, and to review the composi-
tion of the Executive Board every eight years following the date the
conditions set forth in paragraph 3 of this Resolution are met.

11
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Afghanistan, Islamic
State of

Algeria

Antigua and Barbuda
Armenia

Austria

Bahamas, The
Bangladesh

Belarus

Belize

Bhutan

Bosnia and Herzegovina
Brazil

Bulgaria

Burundi

Cameroon

Cape Verde

Chad

China

Comoros

Congo, Republic of
Cote d’Ivoire
Cyprus
Denmark
Dominica
Ecuador

El Salvador
Eritrea
Ethiopia
Finland
Gabon
Georgia
Ghana
Grenada
Guinea
Guyana
Honduras

Attachment I

Proposed Quotas
(In millions of SDRs)

323.8

1,959.3
20.0
128.8
3,932.0
182.4
1,066.6
681.5
26.7
20.4
265.2
11,042.0
896.3
154.0
276.0
23.7
140.2
30,482.9
17.8

162.0
650.4
303.8
3,439.4
11.5
697.7
287.2
36.6
300.7
2,410.6
216.0
2104
738.0
16.4
2142
181.8
249.8

Albania

Angola
Argentina
Australia
Azerbaijan
Bahrain
Barbados
Belgium
Benin
Bolivia
Botswana
Brunei Darussalam
Burkina Faso
Cambodia
Canada
Central African Rep.
Chile
Colombia
Congo, Democratic
Republic of the
Costa Rica
Croatia
Czech Republic
Djibouti
Dominican Republic
Egypt
Equatorial Guinea
Estonia
Fiji, The Republic of
France
Gambia, The
Germany
Greece
Guatemala
Guinea-Bissau
Haiti
Hungary

12

139.3

740.1
3,187.3
6,572.4

391.7

395.0

94.5
6,410.7

123.8

240.1

197.2

301.3

120.4

175.0

11,023.9

111.4
1,744.3
2,044.5
1,066.0

369.4
717.4
2,180.2
31.8
4774
2,037.1
157.5
243.6
98.4
20,155.1
62.2
26,634.4
2,428.9
428.6
28.4
163.8
1,940.0
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Iceland

Indonesia

Iraq

Israel

Jamaica

Jordan

Kenya

Korea

Kuwait

Lao People’s
Democratic Republic
Lebanon

Liberia

Lithuania
Macedonia, Former
Yugoslav Republic of
Malawi

Maldives

Malta

Mauritania

Mexico

Moldova
Montenegro
Mozambique
Namibia
Netherlands
Nicaragua

Nigeria

Oman

Palau, Republic of
Papua New Guinea
Peru

Poland

Qatar

Russia

Samoa

Sao Tomé and Principe
Senegal

Seychelles
Singapore
Slovenia

321.8
4,648.4
1,663.8
1,920.9
382.9
343.1
542.8
8,582.7
1,933.5
105.8

633.5
258.4
441.6
140.3

138.8
21.2
168.3
128.8
8,912.7

172.5
60.5
227.2
191.1
8,736.5
260.0
2,454.5
544.4
4.9
263.2
1,334.5
4,095.4
735.1
12,903.7
16.2
14.8
323.6
22.9
3,891.9
586.5

13

India 13,1144
Iran, Islamic Republic of  3,567.1
Ireland 3,449.9
Italy 15,070.0
Japan 30,820.5
Kazakhstan 1,158.4
Kiribati 11.2
Kosovo 82.6
Kyrgyz Republic 177.6
Latvia 332.3
Lesotho 69.8
Libya 1,573.2
Luxembourg 1,321.8
Madagascar 244 .4
Malaysia 3,633.8
Mali 186.6
Marshall Islands 4.9
Mauritius 142.2
Micronesia, Federal 7.2
States of

Mongolia 72.3
Morocco 894 4
Myanmar 516.8
Nepal 156.9
New Zealand 1,252.1
Niger 131.6
Norway 3,754.7
Pakistan 2,031.0
Panama 376.8
Paraguay 201.4
Philippines 2,042.9
Portugal 2,060.1
Romania 1,811.4
Rwanda 160.2
San Marino 49.2
Saudi Arabia 9,992.6
Serbia 654.8
Sierra Leone 207.4
Slovak Republic 1,001.0
Solomon Islands 20.8



SELECTED DECISIONS AND SELECTED DOCUMENTS

Somalia 163.4  South Africa 3,051.2
Spain 9,535.5 Sri Lanka 578.8
St. Kitts and Nevis 12.5 St Lucia 21.4
St. Vincent and the 11.7  Sudan 630.2
Grenadines

Suriname 128.9 Swaziland 78.5
Sweden 4,430.0 Switzerland 5,771.1
Syrian Arab Republic 1,109.8 Tajikistan 174.0
Tanzania 397.8 Thailand 3,211.9
Timor-Leste 25.6 Togo 146.8
Tonga 13.8  Trinidad and Tobago 469.8
Tunisia 545.2 Turkey 4,658.6
Turkmenistan 238.6 Tuvalu 2.5
Uganda 361.0 Ukraine 2,011.8
United Arab Emirates 2,311.2  United Kingdom 20,155.1
United States 82,994.2  Uruguay 429.1
Uzbekistan 551.2  Vanuatu 23.8
Venezuela, R.B. de 3,722.7 Vietnam 1,153.1
Yemen, Republic of 487.0 Zambia 978.2
Zimbabwe 706.8

Attachment II

Proposed Amendment of the Articles of Agreement of
the International Monetary Fund on the Reform of the
Executive Board

The Governments on whose behalf the present Agreement is signed
agree as follows:

1. The text of Article XII, Section 3(b) shall be amended to read
as follows:

“(b) Subject to (¢) below, the Executive Board shall consist of twen-
ty Executive Directors elected by the members, with the Managing
Director as chairman.”

2. The text of Article XII, Section 3(c) shall be amended to read
as follows:

“(¢) For the purpose of each regular election of Executive Direc-
tors, the Board of Governors, by an eighty-five percent majority

14
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of the total voting power, may increase or decrease the number of
Executive Directors specified in (b) above.”

3. The text of Article XII, Section 3(d) shall be amended to read
as follows:

“(d) Elections of Executive Directors shall be conducted at inter-
vals of two years in accordance with regulations which shall be
adopted by the Board of Governors. Such regulations shall include
a limit on the total number of votes that more than one member may
cast for the same candidate.”

4. The text of Article XII, Section 3(f) shall be amended to read
as follows:

“(f) Executive Directors shall continue in office until their succes-
sors are elected. If the office of an Executive Director becomes
vacant more than ninety days before the end of his term, another
Executive Director shall be elected for the remainder of the term by
the members that elected the former Executive Director. A major-
ity of the votes cast shall be required for election. While the office
remains vacant, the Alternate of the former Executive Director shall
exercise his powers, except that of appointing an Alternate.”

5. The text of Article XII, Section 3(i) shall be amended to read
as follows:

“(i) (1) Each Executive Director shall be entitled to cast the number
of votes which counted towards his election.

(i1) When the provisions of Section 5(b) of this Article are appli-
cable, the votes which an Executive Director would otherwise be
entitled to cast shall be increased or decreased correspondingly. All
the votes which an Executive Director is entitled to cast shall be
cast as a unit.

(ii1) When the suspension of the voting rights of a member is ter-
minated under Article XXVI, Section 2(b), the member may agree
with all the members that have elected an Executive Director that

15
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the number of votes allotted to that member shall be cast by such
Executive Director, provided that, if no regular election of Execu-
tive Directors has been conducted during the period of the suspen-
sion, the Executive Director in whose election the member had
participated prior to the suspension, or his successor elected in ac-
cordance with paragraph 3(c)(i) of Schedule L or with (f) above,
shall be entitled to cast the number of votes allotted to the member.
The member shall be deemed to have participated in the election of
the Executive Director entitled to cast the number of votes allotted
to the member.”

6. The text of Article XII, Section 3(j) shall be amended to read
as follows:

“(j) The Board of Governors shall adopt regulations under which
a member may send a representative to attend any meeting of the
Executive Board when a request made by, or a matter particularly
affecting, that member is under consideration.”

7. The text of Article XII, Section 8 shall be amended to read as
follows:

“The Fund shall at all times have the right to communicate its views
informally to any member on any matter arising under this Agree-
ment. The Fund may, by a seventy percent majority of the total
voting power, decide to publish a report made to a member regard-
ing its monetary or economic conditions and developments which
directly tend to produce a serious disequilibrium in the international
balance of payments of members. The relevant member shall be
entitled to representation in accordance with Section 3(j) of this Ar-
ticle. The Fund shall not publish a report involving changes in the
fundamental structure of the economic organization of members.”

8. The text of Article XXI(a)(ii) shall be amended to read as
follows:

“(a) (ii) For decisions by the Executive Board on matters pertaining
exclusively to the Special Drawing Rights Department only Execu-
tive Directors elected by at least one member that is a participant

16
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shall be entitled to vote. Each of these Executive Directors shall
be entitled to cast the number of votes allotted to the members that
are participants whose votes counted towards his election. Only the
presence of Executive Directors elected by members that are partic-
ipants and the votes allotted to members that are participants shall
be counted for the purpose of determining whether a quorum exists
or whether a decision is made by the required majority.”

9. The text of Article XXIX(a) shall be amended to read as
follows:

“(a) Any question of interpretation of the provisions of this Agreement
arising between any member and the Fund or between any members
of the Fund shall be submitted to the Executive Board for its decision.
If the question particularly affects any member, it shall be entitled to
representation in accordance with Article XII, Section 3(j).”

10. The text of paragraph 1(a) of Schedule D shall be amended
to read as follows:

“(a) Each member or group of members that has the number of votes
allotted to it or them cast by an Executive Director shall appoint to the
Council one Councillor, who shall be a Governor, Minister in the gov-
ernment of a member, or person of comparable rank, and may appoint
not more than seven Associates. The Board of Governors may change,
by an eighty-five percent majority of the total voting power, the num-
ber of Associates who may be appointed. A Councillor or Associate
shall serve until a new appointment is made or until the next regular
election of Executive Directors, whichever shall occur sooner.”

11. The text of paragraph 5(e) of Schedule D shall be deleted.

12. Paragraph 5(f) of Schedule D shall be renumbered 5(e) of
Schedule D and the text of the new paragraph 5(e) shall be
amended to read as follows:

“(e) When an Executive Director is entitled to cast the number of
votes allotted to a member pursuant to Article XII, Section 3(7)(iii),
the Councillor appointed by the group whose members elected such

17
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Executive Director shall be entitled to vote and cast the number of
votes allotted to such member. The member shall be deemed to have
participated in the appointment of the Councillor entitled to vote
and cast the number of votes allotted to the member.”

13. The text of Schedule E shall be amended to read as follows:
“Transitional Provisions with Respect to Executive Directors
1. Upon the entry into force of this Schedule:

(@) Each Executive Director who was appointed pursuant to former
Article XII, Sections 3(b)(i) or 3(c), and was in office immediately
prior to the entry into force of this Schedule, shall be deemed to
have been elected by the member who appointed him; and

(b) Each Executive Director who cast the number of votes of a
member pursuant to former Article XII, Section 3(7)(ii) immedi-
ately prior to the entry into force of this Schedule, shall be deemed
to have been elected by such a member.”

14. The text of paragraph 1(b) of Schedule L shall be amended
to read as follows:

“(b) appoint a Governor or Alternate Governor, appoint or partici-
pate in the appointment of a Councillor or Alternate Councillor, or
elect or participate in the election of an Executive Director.”

15. The text of the chapeau of paragraph 3(c) of Schedule L
shall be amended to read as follows:

“(¢) The Executive Director elected by the member, or in whose
election the member has participated, shall cease to hold office,
unless such Executive Director was entitled to cast the number of
votes allotted to other members whose voting rights have not been
suspended. In the latter case:”

Resolution 66-2,
effective December 15, 2010

18
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GoLD AND CURRENCY SUBSCRIBED TO THE FUND AND ACCOUNTING BY
MEMBERS FOR TRANSACTIONS WITH THE FUND

The following principles should be observed by members in
reflecting their participation in the Fund in their accounts:

1. Gold and currency subscribed to the Fund are clearly within
its unrestricted ownership. They do not belong in any way to the
subscriber.

2. Although the accounting practices of a member are primarily
its own concern, each member should prepare its accounts in such
a way that misconceptions as to the ownership of the gold and cur-
rency subscribed to the Fund would be avoided. ...

Decision No. 170-3,
May 20, 1947

GUIDELINES ON PAYMENT OF RESERVE ASSETS IN CONNECTION WITH
SUBSCRIPTIONS

The Executive Board approves the draft “Guidelines for
Determining the Amount of Reserve Assets to Be Paid in Connec-
tion with Subscriptions” set forth [below].

Decision No. 6266-(79/156),
September 10, 1979

Guidelines for Determining the Amount of Reserve Assets to Be Paid
in Connection with Subscriptions

The following are proposed for adoption by the Executive
Board as guidelines for Committees of the Executive Board when
considering the amount of a subscription that should be paid in re-
serve assets:

1. These guidelines shall be taken into account by a Commit-
tee of the Executive Board established to consider an application
for membership in the Fund or to consider a request for an increase
in quota that is made outside the framework of a general review of
quotas. In applying the guidelines, a Committee shall pay due regard
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to present and prospective economic and financial circumstances of
the country concerned.

2. In view of the requirement of Article II, Section 2, that the
terms for membership, including the terms for subscriptions, shall
be based on principles consistent with those applied to other coun-
tries that are already members, new members will be expected to
pay a part of their initial subscription in reserve assets. The pay-
ment of reserve assets in connection with the initial subscription
of a new member is largely a matter of exchanging one form of
reserves for another.

3. The amount of the subscription to be paid in reserve assets
shall be determined in the light of all the payments of reserve assets
made by existing members and the country’s external reserve posi-
tion at the time of membership.

4. A reasonable approximation of the amount of the subscrip-
tion that has been paid in reserve assets in the past is the aver-
age of all reserve assets actually paid in terms of the quotas of all
members, rather than the proportions paid in the past by individual
members. In making the calculation of the reserve assets to be paid,
account will be taken of the repurchases made in the past by mem-
bers, including those made in accordance with Schedule B of the
amended Articles, and of sales of the currencies of members made
to reduce to that level the amounts of the member’s currency paid in
excess of 75 percent of quota by a member that had joined the Fund
before the date of the Second Amendment.

Taking into account the asset payments made by all mem-
bers in connection with the Sixth General Review of Quotas and
adding them to the sum of asset payments taken as the equivalent of
25 percent of total quotas as of the date of the Second Amendment,
the reserve asset payments made by all members average 20 percent
of present quotas. In the event that all eligible members consent to
the full increases in their quotas approved under the Seventh Gen-
eral Review of Quotas and taking into account that 25 percent of
any increase in quotas is to be paid in SDRs (or acceptable currency
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for nonparticipants), the reserve asset payment made by eligible
members will average 21.7 percent of total quotas.

Consequently, for the period prior to the coming into ef-
fect of the quotas approved under the Seventh General Review of
Quotas, the reserve asset payment for a country applying for mem-
bership can normally be expected to be of the order of 20 percent
of its initial quota; after the Seventh General Review is completed,
the reserve asset payment for a country applying for membership
would rise to the order of 21.7 percent of its initial quota.

5. Normally, countries joining the Fund would be expected to
make a payment of reserve assets in the amount, in terms of quota,
calculated along the lines outlined in paragraph 3 above. However,
consideration may be given, at the request of a prospective new
member, for a payment of reserve assets smaller than the average
size of such payments in terms of all quotas. In exceptional cir-
cumstances, and in light of the actual and prospective balance of
payments and gross reserve position of the prospective member
(including its ability to acquire or mobilize external financial as-
sets and also any allocations of SDRs that might be in prospect) at
the time its application is being considered, the size of the reserve
asset payment may be reduced, provided that it is not less than the
equivalent of 10 percent of the member’s gross reserves or 10 per-
cent of initial quota, whichever was the higher.

6. In determining the amount of the reserve asset payment, ac-
count should also be taken of the effect the size of such payment
would have on the remuneration that might be payable to the new
member. This factor would ameliorate a higher reserve asset pay-
ment in terms of quota because the acquisition of a remunerated re-
serve tranche position would tend to ease the loss of interest income
involved in the payment of a reserve asset. However, there may be
circumstances where the new member has a reserve level somewhat
below the average level of all members or when other features of its
external financial position would seem to call for some mitigation
of the payment. In such circumstances, the norm for remuneration
could be applied for the new member rather than the average of
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reserve asset payments made in the past noted in paragraph 3 above.
As the norm for remuneration is likely to rise over time, the appli-
cability of this approach would need to be kept under review and
would be subject to the minimum payment in paragraph 5 above.

7. As regards the amount of reserve asset payments to be made
in connection with ad hoc increases in quotas which occur outside
a general review of quotas, and to the extent that such increases are
effectively a “catching up” of the quota increases already granted
to other members in past general reviews, the amount of the reserve
assets to be paid shall be based on the amount of reserve assets
required as a result of such past general reviews. For other ad hoc
increases, if any, the amount of the reserve asset payment shall be
equivalent to 25 percent of the increase in quota.

8. As regards the media of payment, payments of reserve assets
shall be made in SDRs to the maximum extent practicable or in a
currency that is acceptable to the Fund and which is included in the
operational budget as a currency that could be sold on a net basis for
the foreseeable future.
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Article IV
Exchange Arrangements and Surveillance
General Decisions

NOTIFICATION OF EXCHANGE ARRANGEMENTS UNDER ARTICLE 1V,
SECTION 2

2. The procedures set forth in Section IV of SM/77/277 [at-
tached] are approved, and members shall be guided by the consid-
erations in Section IV with respect to the prompt notification of any
changes in their exchange arrangements.

Decision No. 5712-(78/41),
March 23, 1978

Attachment

Section IV of SM/77/277
1V, Issues Connected with Subsequent Notification

Once the procedures for initial notification have been clari-
fied, only a few issues remain to be dealt with in respect of subsequent
notifications. One of these is the question of what would constitute
a change in an exchange arrangement requiring notification. Clearly,
any official action involving the adoption of a different type of ar-
rangement would require notification. Furthermore, in cases where a
member pegs its currency, it would be appropriate to notify the Fund
of all changes in the peg; this would include not only every change in
the central point around which a member was maintaining margins,
but also those involving a change in the composition of a composite,
other than one occurring from a redistribution of currency weights on
the basis of newly available trade or payments data.
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For members with flexible exchange arrangements, it is
more difficult to specify changes, which will require notification to
the Fund. For members classified as fixing the rate according to a
set of indicators, it would seem an appropriate rule that they com-
municate to the Fund details of any discrete exchange rate changes
that are not consistent with the changes produced by the set of in-
dicators. It would also be expected, if the suggested approach out-
lined earlier in this paper is accepted, that all members maintaining
flexible exchange arrangements be asked to notify the Fund when-
ever the authorities have taken a significant decision affecting such
arrangements. This would involve, as a minimum, notification of
such decisions whenever public policy statements have been is-
sued. In addition, in any instance in which the Managing Director
considered that a significant change had occurred in a member’s
exchange policy (including intervention arrangements), and no no-
tification has been received from that member, he would consult
with the member to request information on the background to such
developments. If considered appropriate, a formal notification of
the change would be sought from the member.

Members would be expected to inform the Fund of all
actions involving exchange taxes and subsidies. Indeed, under
Article VIII, Section 3, members will continue to be required to
request prior Fund approval of any multiple currency practices that
may be involved in such actions.

Upon receipt of notification of a change in exchange ar-
rangements from a member the staff would circulate it to the Execu-
tive Board. If the Board wishes, it could continue to be the normal
practice that whenever a change is significant, its communication to
the Board would be followed promptly by a staff paper describing
the context of the change in policy and giving the staff’s assessment.

The Chairman's Summing Up—
Modernizing the Legal Framework for Surveillance—
An Integrated Surveillance Decision
Executive Board Meeting 12/72, July 18, 2012

The Executive Board today adopted the Decision on Bilat-
eral and Multilateral Surveillance, establishing a comprehensive
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framework for the Fund’s bilateral and multilateral surveillance
that builds on well-established principles and practices. This Deci-
sion, together with recent actions taken to strengthen surveillance
operations such as the production of a pilot external sector report,
represents a significant step to modernize Fund surveillance and
achieve progress toward the priorities of the 2011 Triennial Surveil-
lance Review. While oversight of members’ exchange rate policies
remains at the core of Fund surveillance under the Articles, the new
Decision will provide a basis for the Fund to engage more effec-
tively with members on domestic economic and financial policies.

Directors agreed that the integration of bilateral and mul-
tilateral surveillance will help fill important gaps in surveillance.
In particular, they considered that clarifying the scope of multilat-
eral surveillance will help improve the quality, effectiveness, and
evenhandedness of Fund surveillance. At the same time, the Deci-
sion maintains adequate flexibility to adapt surveillance as circum-
stances may require. Importantly, the Decision does not, and cannot
be construed or used to, expand or change the nature of members’
obligations.

Directors underscored that increased attention to multilat-
eral surveillance should not come at the expense of the focus on
issues relevant for the stability of individual economies. They wel-
comed the clarification in the new Decision that instances where
a member’s domestic instability gives rise to systemic instability
with little or no impact on its balance of payments are a subject of
bilateral surveillance. Directors also noted that replacing “external
stability” with “balance of payments stability,” without changing
the definition or Board guidance on the meaning of the term or other
concepts underlying the Decision, provides a helpful clarification.

Directors emphasized the importance of dialogue and per-
suasion, clarity and candor, evenhandedness, and due regard for
member countries’ individual circumstances. They also stressed the
importance of situating the Fund’s assessment and policy advice
within a consistent multilateral framework.

Directors considered that the introduction of a new Prin-
ciple for the guidance of members’ domestic economic and finan-
cial policies that is based on Article IV, Section 1 is a useful step

25



SELECTED DECISIONS AND SELECTED DOCUMENTS

to signal the importance the Fund attaches in its surveillance to
both the role of exchange rate and domestic policies in promoting a
member’s domestic and balance of payments stability. They noted
that this new Principle is intended to help address the perceived
exchange rate bias in the legal framework for surveillance within
the parameters of Article IV.

Directors considered it important to encourage members to
implement policies conducive to the effective operation of the in-
ternational monetary system. They welcomed the clarification in the
new Decision that, to the extent that a member is promoting its own
stability, it cannot be required to change its policies to better sup-
port the effective operation of the international monetary system.
Directors emphasized that the framework for multilateral surveil-
lance set out in the new Decision should not be exercised in a man-
ner that leads to an excessive examination of a member’s domestic
policies. They also stressed that, in overseeing members’ policies
respecting capital flows and reserve accumulation, the Fund should
be mindful of each individual country’s circumstances.

Directors welcomed using Article IV consultations as a
vehicle for both bilateral and multilateral surveillance. They un-
derscored the need to ensure that Article IV consultations are not
overburdened by this expanded coverage, including through careful
prioritization of the topics to be covered.

Directors emphasized the importance of setting out
clearly—while not being overly prescriptive—the key elements of
the Fund’s and members’ roles and procedures under possible mul-
tilateral consultations to tackle global issues requiring international
collaboration or collective action.

Directors stressed that, in order for the Decision to deliver
fully on its promises, its implementation and clarity in the opera-
tional guidance note to staff will be important, as well as strong
ownership by policymakers. They highlighted that modernizing
the legal surveillance framework should be complemented with
the expeditious implementation of the 2010 quota and governance
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reform, and continued progress in enhancing the Fund’s legitimacy
and relevance.

Directors considered it important to ensure the smooth
implementation of the new Decision. They agreed that leaving six
months between the adoption and the entry into force of the new
Decision would allow sufficient time for both staff and country au-
thorities to become fully familiar with the new framework.

BUFF/12/91
July 24, 2012

DEcISION ON BILATERAL AND MULTILATERAL SURVEILLANCE

1. The Executive Board adopts the Decision on Bilateral and
Multilateral Surveillance set forth in Attachment I of SM/12/156
Supplement 2. The Decision on Bilateral and Multilateral Surveil-
lance will become effective 6 months after the date on which the
Decision is approved.

2. Decision 13919-(07/51), adopted June 15, 2007, as amended,
(the “2007 Surveillance Decision”) is repealed as of the effective
date of the Decision on Bilateral and Multilateral Surveillance.

3. The Decision on Bilateral and Multilateral Surveillance will
apply to all Article IV consultations that have not been completed
by the Fund before the effective date of the Decision. (SM/12/156,
Sup. 2, 07/17/12)

Decision No. 15203-(12/72),
July 18, 2012

Attachment I of SM/12/156 Supplement
Bilateral and Multilateral Surveillance

Since the adoption in 2007 of the Decision entitled “Bilateral Sur-
veillance over Members’ Policies” (the “2007 Decision”), there
have been significant developments in the global economy that have
highlighted the extent of trade and financial interconnections and
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integration and the potential benefits and risks of spillovers across
national borders. In light of these developments and in recognition
of the increasingly important international dimensions of surveil-
lance and of cross-country spillovers, the Fund is of the view that
better integrating bilateral and multilateral surveillance, including
through the adoption of an integrated surveillance decision cover-
ing both responsibilities, would play an important role in providing
guidance to both the Fund and its members regarding their mu-
tual responsibilities under Article 1V. The Fund emphasizes that the
guidance being provided to members in this Decision relates to the
performance of their existing obligations under Article IV; no new
obligations are created for members by this Decision. Moreover, the
Fund recognizes that members have legitimate policy objectives,
including domestic social and political policy objectives, that are
beyond the scope of Article IV and, accordingly, beyond the scope
of this Decision, although when adopting policies to achieve these
objectives, members need to ensure that such policies are consistent
with their obligations under Article IV. They are also encouraged
to be mindful of the impact of such policies on the international
monetary system.

This Decision does not, and cannot be construed or used to, ex-
pand or broaden the scope—or change the nature—of members
obligations under the Articles of Agreement, directly or indirectly,
including the obligations set out in Articles 1V, VI and VIII. Part
1 of this Decision is designed to give guidance to the Fund in its
conduct of bilateral and multilateral surveillance. The principles
for the guidance of members set forth in Part Il of this Decision re-
garding their exchange rate and domestic economic and financial
policies respect the domestic social and political policies of mem-
bers and will be applied in a manner that pays due regard to the
circumstances of members, and the need for evenhandedness in the
practice of surveillance. Moreover, the Principle for the guidance
of members’ domestic economic and financial policies recognizes
that the obligations of members governing such policies under
Article 1V Section 1 are of a best efforts nature. Finally, looking
forward, flexibility will be maintained to allow for the continued
evolution of surveillance.

’
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1. This Decision provides guidance to the Fund in:

(a) its general oversight over members’ exchange rate and domes-
tic policies pursuant to Article IV, Sections 3 (a) and its firm sur-
veillance over the exchange rate policies of members pursuant to
Article IV, Sections 3 (b), (hereinafter referred to as “bilateral sur-
veillance”); and,

(b) the exercise of its responsibility to oversee the international
monetary system in order to ensure its effective operation pursuant
to Article IV, Section 3 (a) (hereinafter referred to as “multilateral”
surveillance).

This Decision also provides guidance to members in the conduct of
their domestic economic and financial policies and their exchange
rate policies.

2. Part I of this Decision sets out the scope and modalities of bilater-
al and multilateral surveillance. Part II establishes principles for the
guidance of members in the conduct of their exchange rate policies
and their domestic economic and financial policies for the purposes
of ensuring compliance with their obligations under Article IV, Sec-
tion 1; it also identifies certain developments which, in the Fund’s
assessment of a member’s observance of the principles, would re-
quire thorough review and might indicate the need for discussion
with the member. Beyond members’ obligations under Article IV,
Section 1, Part II also encourages members to consider the effects
of their policies on the effective operation of the international mon-
etary system. Part III sets out procedures for surveillance. Part IV
makes provision for a review of this decision.

3. Fund surveillance over members’ policies and over the inter-
national monetary system shall be adapted to the needs of the in-
ternational monetary and financial system as they develop. The
principles and procedures set out in this Decision, which apply to
all members irrespective of their exchange arrangements and bal-
ance of payments positions, are not necessarily comprehensive and
are subject to reconsideration by the Fund in the light of experience.
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Part I - Principles for the Guidance of
the Fund in Its Surveillance

A. The Scope of Surveillance

4. Article 1V, Section 3 requires the Fund to conduct both bilat-
eral and multilateral surveillance. While these responsibilities are
legally distinct, it is recognized that bilateral and multilateral sur-
veillance are mutually supportive and reinforcing and, accordingly,
need to be operationally integrated.

(1) Bilateral surveillance

5. The scope of bilateral surveillance is determined by members’
obligations under Article IV, Section 1. Members undertake un-
der Article 1V, Section 1 to collaborate with the Fund and other
members to assure orderly exchange arrangements and to promote
a stable system of exchange rates (hereinafter “systemic stability”).
Systemic stability is most effectively achieved by each member
adopting policies that promote its own balance of payments stabil-
ity and domestic stability—that is, policies that are consistent with
members’ obligations under Article I'V, Section 1 and, in particular,
the specific obligations set forth in Article IV, Section 1 (i) through
(iv). “Balance of payments stability” refers to a balance of pay-
ments position that does not, and is not likely to, give rise to disrup-
tive exchange rate movements. Except as provided in paragraph 8
below, balance of payments stability is assessed at the level of each
member.

6. In its bilateral surveillance, the Fund will focus on those policies
of members that can significantly influence present or prospective
balance of payments and domestic stability. The Fund will assess
whether exchange rate policies are promoting balance of payments
stability and whether domestic economic and financial policies are
promoting domestic stability and advise the member on policy ad-
justments necessary for these purposes. Accordingly, exchange rate
policies will always be the subject of the Fund’s bilateral surveil-
lance with respect to each member, as will monetary, fiscal, and
financial sector policies (both their macroeconomic aspects and
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macroeconomically relevant structural aspects). Other policies will
be examined in the context of surveillance only to the extent that
they significantly influence present or prospective balance of pay-
ments or domestic stability.

7. In the conduct of their domestic economic and financial policies,
members are considered by the Fund to be promoting balance of
payments stability when they are promoting domestic stability—
that is, when they (i) endeavor to direct their domestic economic
and financial policies toward the objective of fostering orderly eco-
nomic growth with reasonable price stability, with due regard to
their circumstances, and (ii) seek to promote stability by fostering
orderly underlying economic and financial conditions and a mon-
etary system that does not tend to produce erratic disruptions. It
is recognized that there may be circumstances where a member’s
domestic instability may give rise to systemic instability even in the
absence of balance of payments instability. The Fund in its surveil-
lance will assess whether a member’s domestic policies are directed
toward the promotion of domestic stability. While the Fund will
always examine whether a member’s domestic policies are directed
toward keeping the member’s economy operating broadly at capac-
ity, the Fund will examine whether domestic policies are directed
toward fostering a high rate of potential growth only in those cases
where such high potential growth significantly influences prospects
for domestic, and thereby balance of payments, stability. However,
the Fund will not require a member that is complying with Article
1V, Sections 1(i) and (ii) to change its domestic policies in the inter-
ests of balance of payments stability.

8. This Decision applies to members of currency unions, subject
to the following considerations. Members of currency unions re-
main subject to all of their obligations under Article IV, Section
1 and, accordingly, each member is accountable for those policies
that are conducted by union-level institutions on its behalf. In its
surveillance over the policies of members of a currency union, the
Fund will assess whether relevant policies implemented at the level
of the currency union (including exchange rate and monetary poli-
cies) and at the level of members are promoting the balance of pay-
ments and domestic stability of the union and will advise on policy
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adjustments necessary for this purpose. In particular, the Fund will
assess whether the exchange rate policies of the union are promot-
ing its balance of payments stability, and whether domestic policies
implemented at the level of the union are promoting the domestic,
and thereby balance of payments, stability of the union. Because,
in a currency union, exchange rate policies are implemented at the
level of the union, the principles for the guidance of members’ ex-
change rate policies and the associated indicators set out in para-
graphs 21 and 22 of this Decision only apply at the level of the
currency union. With respect to the conduct of domestic policies
implemented at the level of individual members, the Fund will as-
sess whether a member of a currency union is promoting its own
domestic stability and will consider the member to be promoting
the balance of payments and domestic stability of the union when it
is promoting its own domestic stability. In view of the importance
of individual members’ balances of payments for the domestic sta-
bility of the member and the balance of payments and domestic
stability of the union, the Fund’s assessment of the policies of a
member of a currency union will always include an evaluation of
developments in the member’s own balance of payments.

(i1) Multilateral Surveillance

9. The scope of multilateral surveillance is determined by the ob-
ligation of the Fund under Article 1V, Section 3 (a) to oversee the
international monetary system in order to ensure its effective opera-
tion. In the context of multilateral surveillance, the Fund may not
and will not require a member to change its policies in the interests
of the effective operation of the international monetary system. It
may, however, discuss the impact of members’ policies on the effec-
tive operation of the international monetary system and may sug-
gest alternative policies that, while promoting the member’s own
stability, better promote the effective operation of the international
monetary system.

10. The international monetary system includes, in particular: (a)
the rules governing exchange arrangements between countries and
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the rates at which foreign exchange is purchased and sold; (b) the
rules governing the making of payments and transfers for current
international transactions between countries; (c) the arrangements
respecting the regulation of international capital movements; and
(d) the arrangements under which international reserves are held,
including official arrangements through which countries have ac-
cess to liquidity through purchases from the Fund or under official
currency swap arrangements.

11. The international monetary system is considered to be operat-
ing effectively when the areas it governs do not exhibit symptoms
of malfunction such as, for example, persistent significant current
account imbalances, an unstable system of exchange rates includ-
ing foreign exchange rate misalignment, volatile capital flows, the
excessive build up or depletion of reserves, or imbalances arising
from excessive or insufficient global liquidity. It is recognized that,
typically, the international monetary system may only operate effec-
tively in an environment of global economic and financial stability,
and that its effective operation contributes to such stability. Both
global economic and financial stability and the effective operation
of the international monetary system may be affected by, among
other factors, members’ own balance of payments and domestic
stability, economic and financial interconnections among members’
economies and potential spillovers from members’ economic and
financial policies through balance of payments and other channels.

12. Therefore, in its multilateral surveillance, the Fund will focus
on issues that may affect the effective operation of the international
monetary system, including (a) global economic and financial de-
velopments and the outlook for the global economy, including risks
to global economic and financial stability, and (b) the spillovers
arising from policies of individual members that may significantly
influence the effective operation of the international monetary sys-
tem, for example by undermining global economic and financial
stability. The policies of members that may be relevant for this pur-
pose include exchange rate, monetary, fiscal, and financial sector
policies and policies respecting capital flows.
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B. The Modalities of Surveillance

13. The Fund’s assessment of an individual member’s policies and
its advice to a member in the context of surveillance will be con-
ducted in a manner that is consistent with the following modalities.
Except where they are expressly limited in their application to bilat-
eral surveillance, these modalities shall apply to policy discussions
between the Fund and individual members whether they take place
in the context of bilateral or multilateral surveillance.

14. Continuous dialogue and persuasion are key pillars of effective
surveillance. The Fund, in its surveillance over the policies of indi-
vidual members, will clearly and candidly assess relevant economic
developments, prospects, risks, and policies of the member in ques-
tion, and advise on these. Such assessments, advice and discussion
of alternative policies are intended to assist that member in making
policy choices, and to enable other members to discuss these policy
choices with that member. The Fund will foster an environment of
frank and open dialogue and mutual trust with each member and
will be evenhanded across members, affording similar treatment to
members in similar relevant circumstances.

15. The Fund’s assessment of a member’s policies and its advice
on these policies will pay due regard to the circumstances of the
member. This assessment and advice will be formulated within the
framework of a comprehensive analysis of the general economic
situation and economic policy strategy of the member, and will pay
due regard to the member’s implementation capacity. Moreover, in
advising members on the manner in which they may promote their
balance of payments and domestic stability and the effective op-
eration of the international monetary system, the Fund shall, to the
extent permitted under Article IV, take into account the member’s
other objectives and shall respect its domestic social and political
policies.

16. The Fund’s assessment of a member’s policies and its advice to
the member will be informed by, and be consistent with, a multilat-
eral framework that incorporates relevant aspects of the global and
regional economic and financial environment, including exchange
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rates, international capital market conditions, and key linkages
among members. In the context of bilateral surveillance, the Fund’s
assessment and advice will take into account the impact of a mem-
ber’s policies on other members to the extent that the member’s
policies undermine the promotion of its own balance of payments
or domestic stability.

17. The Fund’s assessment of a member’s policies and its advice
to a member will, to the extent possible, be placed in the context
of an examination of the member’s medium-term objectives and
the planned conduct of policies, including possible responses to the
most relevant contingencies.

18. The Fund’s assessment of a member’s policies will always in-
clude an evaluation of the developments in the member’s balance
of payments, including the size and sustainability of capital flows,
against the background of its reserves, the size and composition of
its other external assets and its external liabilities, and its opportu-
nities for access to international capital markets.

Part Il - Principles for the Guidance of Members’ Policies

19. It is recognized that a member’s overall mix of economic and
financial policies, including both exchange rate and domestic poli-
cies, contributes to the members’ balance of payments stability and
domestic stability and may impact the stability of the international
monetary system. Set out below are (i) principles that are adopted
for the purposes of bilateral surveillance and that provide guidance
to members in the conduct of their exchange rate policies and their
domestic economic and financial policies; and (ii) guidance that is
adopted for the purpose of multilateral surveillance and that pro-
vides encouragement to members in the conduct of economic and
financial policies with a view to ensuring the effective operation of
the international monetary system.

(1) Bilateral surveillance

20. Principles A through D below are adopted pursuant to Article IV,
Section 3 (b) and are intended to provide guidance to members in
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the conduct of their exchange rate policies in accordance with their
obligations under Article IV, Section 1. Principle E is adopted pursu-
ant to Article IV, Section 1 and is intended to provide guidance to
members in the conduct of their domestic economic and financial
policies. The Fund recognizes that members have legitimate policy
objectives, including domestic social and political policy objectives
that are beyond the scope of Article IV and accordingly beyond the
scope of this Decision. The Principles set out in paragraph 21 of this
Decision respect the domestic social and political policies of mem-
bers. The Fund will apply these Principles evenhandedly and pay
due regard to the circumstances of members. Members are presumed
to be implementing policies that are consistent with the Principles.
When, in the context of surveillance, a question arises as to whether
a particular member is implementing policies consistent with the
Principles, the Fund will give the member the benefit of any reason-
able doubt, including with respect to an assessment of fundamen-
tal exchange rate misalignment. In circumstances where the Fund
has determined that a member is implementing policies that are not
consistent with these Principles and is informing the member as to
what policy adjustments should be made to address this situation,
the Fund will take into consideration the disruptive impact that ex-
cessively rapid adjustment would have on the member’s economy.

21. Principle A sets forth the obligation contained in Article IV,
Section 1(iii); further guidance on its meaning is provided in the
Annex to this Decision. Principles B through E constitute recom-
mendations rather than obligations of members. A determination by
the Fund that a member is not following one of these recommenda-
tions would not create a presumption that that member is in breach
of its obligations under Article IV, Section 1.

A. A member shall avoid manipulating exchange rates or the inter-
national monetary system in order to prevent effective balance of
payments adjustment or to gain an unfair competitive advantage
over other members.

B. A member should intervene in the exchange market if necessary to
counter disorderly conditions, which may be characterized inter alia by
disruptive short-term movements in the exchange rate of its currency.
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C. Members should take into account in their intervention policies
the interests of other members, including those of the countries in
whose currencies they intervene.

D. A member should avoid exchange rate policies that result in bal-
ance of payments instability.

E. A member should seek to avoid domestic economic and financial
policies that give rise to domestic instability.

22. In its surveillance of the observance by members of the Prin-
ciples set forth above, the Fund shall consider the following devel-
opments as among those which would require thorough review and
might indicate the need for discussion with a member:

(1) protracted large-scale intervention in one direction in the
exchange market;

(i1) official or quasi-official borrowing that either is unsustain-
able or brings unduly high liquidity risks, or excessive and pro-
longed official or quasi-official accumulation of foreign assets, for
balance of payments purposes;

(iii) (a) the introduction, substantial intensification, or pro-
longed maintenance, for balance of payments purposes, of restric-
tions on, or incentives for, current transactions or payments, or (b)
the introduction or substantial modification for balance of payments
purposes of restrictions on, or incentives for, the inflow or outflow
of capital;

(iv) the pursuit, for balance of payments purposes, of monetary
and other financial policies that provide abnormal encouragement
or discouragement to capital flows;

(v) fundamental exchange rate misalignment;
(vi) large and prolonged current account deficits or surpluses; and

(vii) large external sector vulnerabilities, including liquidity
risks, arising from private capital flows.
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(i1) Multilateral surveillance

23. Beyond members’ obligations under Article IV, Section 1, and
recognizing that a member’s policies may have a significant impact
on other members and on global economic and financial stability,
members are encouraged to implement exchange rate and domestic
economic and financial policies that, in themselves or in combina-
tion with the policies of other members, are conducive to the effec-
tive operation of the international monetary system.

Part Il - Procedures for Surveillance

24. In conducting surveillance, the Fund will make use of various
procedures and will adapt these to changing circumstances. As de-
scribed below, Article IV consultations with members serve as ve-
hicles for both bilateral and multilateral surveillance, except for ad
hoc consultations referred to in paragraph 29 which are a vehicle
for bilateral surveillance. Other procedures serve as vehicles for
multilateral surveillance.

25. Each country that becomes a member of the Fund after the adoption
of this decision shall, within thirty days of the date of its membership,
notify the Fund in appropriate detail of the exchange arrangements
it intends to apply in fulfillment of its obligations under Article IV,
Section 1. Each member, regardless of its date of membership, shall
notify the Fund promptly of any changes in its exchange arrangements.

C. Article IV Consultations

26. Members shall consult with the Fund regularly under Article
IV to enable the Fund to (i) assess members’ compliance with their
obligations under Article IV, Section 1 and, in particular, to exercise
firm surveillance over the conduct of their exchange rate policies,
and (ii) discuss with members the impact of their policies on the
operation of the international monetary system. In principle, the
consultations under Article IV shall comprehend the regular consul-
tations under Articles VIII and XIV, and shall take place annually.
They shall include consideration of the observance by members of
the principles and guidance set forth in paragraphs 21 and 23 of
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this Decision as well as of a member’s obligations under Article IV,
Section 1. In addition, they shall include a discussion of the spill-
over effects of a member’s exchange rate and domestic economic
and financial policies that may significantly influence the effective
operation of the international monetary system, for example, by un-
dermining global economic and financial stability.

27. It is expected that no later than sixty-five days after the termina-
tion of discussions between the member and the staff, the Executive
Board will reach conclusions and thereby complete the consultation
under Article IV, except in the case of consultations with members
eligible for financing under the Poverty Reduction and Growth Trust
established by Decision No. 8759-(87/176), ESAF, as amended,
where it is expected that the Executive Board will reach conclusions
no later than three months from the termination of discussions be-
tween the member and the staff.

D. Bilateral Surveillance — Ad hoc Article I'V Consultations

28. The Managing Director shall maintain close contact with mem-
bers in connection with their exchange arrangements and their poli-
cies under Article IV, Section 1, and will be prepared to discuss on
the initiative of a member important changes that it contemplates in
its exchange arrangements or its policies.

29. (a) Whenever the Managing Director considers that important
economic or financial developments are likely to affect a member’s
exchange rate policies or the behavior of the exchange rate of its
currency, the Managing Director shall, in the context of the Fund’s
exercise of firm surveillance over members’ exchange rate policies,
initiate informally and confidentially a discussion with the member.
After such discussion the Managing Director may report to the Ex-
ecutive Board or informally advise the Executive Directors and, if
the Executive Board considers it appropriate, an ad hoc Article IV
consultation between the member and the Fund shall be conducted
in accordance with the procedure set out in subparagraph (b) below.

(b) A staff report will be circulated to the Executive Directors under
cover of a note from the Secretary specifying a tentative date for
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Executive Board discussion which will be at least 15 days later than
the date upon which the report is circulated. The Secretary’s note
will also set out a draft decision taking note of the staff report and
completing the ad hoc consultation without discussion or approval
of the views contained in the report; the decision will be adopted
upon the expiration of the two-week period following the circula-
tion of the staff report to the Executive Directors unless, within
such period, there is a request from an Executive Director or deci-
sion of the Managing Director to place the report on the agenda of
the Executive Board. If the staff report is placed on the agenda, the
Executive Board will discuss the report and will reach conclusions
which will be reflected in a summing up.

(c) Unless otherwise decided by the Executive Board, the conduct
of an ad hoc consultation with a member will not affect the consul-
tation cycle applicable to the member or the deadline for comple-
tion of the next consultation with the member.

E. Other Multilateral Surveillance Activities
(1) Periodic Reports on the International Monetary System

30. The Fund will assess all issues relevant for the effective op-
eration of the international monetary system, as described in para-
graph 11 of this Decision. These assessments may take the form
of periodic or ad hoc reports produced by staff for discussion by
the Executive Board. In particular, broad developments in exchange
rates will be reviewed periodically by the Fund, inter alia in discus-
sions of the international adjustment process within the framework
of the World Economic Outlook. The Fund will continue to conduct
consultations in preparing for these discussions. In order to inform
the Fund’s oversight of the operation of the international monetary
system, the Managing Director may collaborate with other interna-
tional bodies in conducting assessments of relevant issues.

(i1) Multilateral Consultations

31. Whenever the Managing Director considers that an issue has
arisen in a policy area or a member country that may significantly
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influence the effective operation of the international monetary sys-
tem, and that requires collaboration among members that is not al-
ready effectively taking place in another forum in which the Fund
is a party, the Managing Director shall informally and confiden-
tially discuss the issue with the relevant members. When the Man-
aging Director forms the view that a multilateral consultation is
necessary, the Managing Director may recommend such a consul-
tation to the Executive Board, which may decide that a multilateral
consultation will be held. Members shall consult with the Fund in a
manner that is consistent with the decision of the Executive Board.

32. A multilateral consultation will consist of discussions between
Fund staff and management and officials of relevant member coun-
tries, including, in the case of a currency union, with officials of
relevant union-level institutions. The Fund will facilitate discus-
sions among participating members and encourage them to agree
on policy adjustments that will promote the effective operation of
the international monetary system. In these discussions, the Fund
will provide analysis and propose policy options that participat-
ing members may adopt, and may advise on the effect of different
combinations of policy adjustments. During the course of these
discussions, the Executive Board will be briefed by the Managing
Director.

33. After the conclusion of these discussions, the Managing Direc-
tor will report to the Executive Board on the discussions, any agreed
policy adjustments and their impact on the participating members
and the operation of the international monetary system. The Ex-
ecutive Board will conclude the multilateral consultation with the
formal consideration of this report.

Part IV - Review

34. It is expected that the Fund will review this Decision and its
general implementation at intervals of three years, and at such other
times as consideration of such matters may be placed on the agenda
of the Executive Board.
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ANNEX
Article IV, Section 1(iii) and Principle A

1. Article IV, Section 1(iii) of the Fund’s Articles provides that
members shall “avoid manipulating exchange rates or the inter-
national monetary system in order to prevent effective balance of
payments adjustment or to gain an unfair competitive advantage
over other members.” The language of this provision is repeated in
Principle A contained in Part II of this Decision. The text set forth
below is designed to provide further guidance regarding the mean-
ing of this provision.

2. A member would only be acting inconsistently with Article IV,
Section 1(iii) if the Fund determined both that: (a) the member was
manipulating its exchange rate or the international monetary system
and (b) such manipulation was being carried out for one of the two
purposes specifically identified in Article IV, Section 1(iii).

(a) “Manipulation” of the exchange rate is only carried out through
policies that are targeted at—and actually affect—the level of an
exchange rate. Moreover, manipulation may cause the exchange
rate to move or may prevent such movement.

(b) A member that is manipulating its exchange rate would only be
acting inconsistently with Article I'V, Section 1(iii) if the Fund were
to determine that such manipulation was being undertaken “in order
to prevent effective balance of payments adjustment or to gain an
unfair competitive advantage over other members.” In that regard, a
member will only be considered to be manipulating exchange rates
in order to gain an unfair competitive advantage over other mem-
bers if the Fund determines both that: (A) the member is engaged
in these policies for the purpose of securing fundamental exchange
rate misalignment in the form of an undervalued exchange rate and
(B) the purpose of securing such misalignment is to increase net
exports.

3. It is the responsibility of the Fund to make an objective as-
sessment of whether a member is observing its obligations under
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Article IV, Section 1(iii), based on all available evidence, includ-
ing consultation with the member concerned. Any representation
made by the member regarding the purpose of its policies will be
given the benefit of any reasonable doubt.

Chairman's Summing Up—
Review of the 1977 Surveillance Decision—
Proposal for a New Decision
Executive Board Meeting 07/51-2, June 15, 2007

1. Following extensive discussions over recent months, the Execu-
tive Board has adopted a new Decision on bilateral surveillance
over members’ policies. Reflecting the momentous changes in
the world economic and financial system since the previous De-
cision on surveillance over members’ exchange rate policies was
adopted in 1977, the new surveillance Decision updates guidance
to both the Fund and its members regarding their obligations under
Article IV of the Articles of Agreement. The discussions leading up
to the Decision have served to build a broadly shared understanding
of its purpose and its key elements. I am particularly grateful that in
arriving at this agreement on a new surveillance Decision, members
with a spectrum of views have made their best efforts to meet the
dual objective of commanding the broadest support and achieving
the best outcome possible. Today’s decision is also an important
step forward in the implementation of the Fund’s Medium-Term
Strategy, and helps pave the way for positive outcomes on its other
elements, including quota and voice reforms and the Fund’s income
model.

2. The new surveillance Decision focuses on bilateral surveil-
lance, and provides guidance both to the Fund in the conduct of
surveillance—in Part I of the Decision—and to members in the con-
duct of their exchange rate policies—in Part II of the Decision—
including through an Annex that provides guidance with respect to
the meaning of Article IV, Section 1(iii). In their discussions on the
text of the Decision, Directors reaffirmed the understanding, consis-
tent with the Fund’s legal framework, that references to the “Fund”
in a Board decision are generally understood to mean the Executive
Board, supported by management and staff as appropriate. A few
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Directors would have preferred that the Decision also cover multi-
lateral surveillance—that is, the Fund’s responsibility to oversee the
international monetary system, under Article I'V, Section 3(a)—and
expressed the hope that this would be included at a later stage. Most
Directors agreed that a number of sections of SM/07/184 identified
below would provide particularly important guidance as to how the
Fund should apply the Decision.

3. Looking ahead, Directors generally viewed the adoption of the
Decision as an important starting point, but not by any means the
end of the road, in the Fund’s efforts to discharge its surveillance
responsibilities effectively and in an evenhanded manner. It will be
important that the adoption of the Decision is followed up by ensur-
ing that both staff and national authorities are fully familiar with the
new framework and that they deepen their shared understanding of
how surveillance can be effectively enhanced.

4. Under the new Decision, the concept of external stability be-
comes an overarching organizing principle of surveillance. In that
regard, the Executive Board endorsed the meaning ascribed to this
term in paragraphs 3 through 11 of SM/07/184, with many Direc-
tors emphasizing that, in applying the Decision, the text of those
paragraphs will provide particularly useful guidance.

5. Directors considered that the adoption of a new principle for the
guidance of members’ exchange rate policies, PGM [Principle] D,
is an important step forward for the Fund. They noted that this prin-
ciple should guide members in avoiding external instability arising
from their exchange rate policies.

6. The Executive Board endorsed the definition of fundamental ex-
change rate misalignment as set forth in paragraph 6 of SM/07/184.
Directors underscored, however, that this needs to be applied with
appropriate caution. They stressed, in particular, that it should be
used with due acknowledgement of the considerable measurement
uncertainties involved, and that estimates of misalignment require
the exercise of careful judgment. In practice, an exchange rate
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would only be judged to be fundamentally misaligned if the mis-
alignment is found to be significant. Directors also attached con-
siderable importance to the provisions of the Decision whereby the
benefit of any reasonable doubt would be given to the authorities in
establishing whether fundamental misalignment is present. Direc-
tors noted that any judgment on misalignment should be applied in
an evenhanded manner irrespective of the nature of the exchange
rate regime and the size of the economy. Also, a number of Di-
rectors emphasized the potential market-sensitivity of estimates of
misalignment and the need for care in communicating them.

7. With regard to the indicator in paragraph 15 of the Decision on pro-
tracted large-scale intervention in one direction in the exchange mar-
ket, Directors noted that such intervention is worthy of special scrutiny
when it is accompanied by sterilization. Of course, sterilization—
often appropriately engaged in to promote domestic stability—may
very well be perfectly justified. The Executive Board endorsed the dis-
cussion contained in paragraphs 41-42 of SM/07/184.

8. With respect to the guidance which the Board has provided in
the Annex to the Decision on the meaning of Article IV, Section 1
(ii1), Directors recognized that exchange rate manipulation can take
many different forms, including intervention in the exchange mar-
kets and the imposition of capital controls for the purpose of direct-
ly targeting the exchange rate. They noted that, as explained in the
Annex to the Decision, under Article IV, Section 1 (iii), a member
is only required to avoid exchange rate manipulation when such
manipulation is engaged in for one of the purposes identified in that
provision. A number of Directors stressed that the above mention of
intervention and capital controls should not be construed as stigma-
tizing the use of these legitimate policy options per se, or removing
them from the toolkit of members.

9. Today’s discussion completes the review of the 1977 Decision,

which is now replaced by the 2007 Decision on Bilateral Surveil-
lance over Members’ Policies.
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Annex

L Paragraphs 3 through 11 of SM/07/184

A. The Concept of External Stability

3. A balance of payments position consistent with external sta-
bility is one in which both (i) the underlying current account is
broadly in line with its equilibrium (which, as discussed below, is
equivalent to there being no fundamental exchange rate misalign-
ment), and (ii) the capital and financial account does not create risks
of abrupt shifts in capital flows. While the balance of payments re-
fers to “flows,” the assessment of these flows must take into account
the existing stocks, and, in particular, the economy’s net external
asset position (NEAP) and the level and structure (e.g., composition
by instrument or holder, maturity, currency denomination) of gross
assets and liabilities. The next two sections examine the current
account and the capital and financial account in turn, while a third
section further clarifies the concept of external stability.

The underlying current account and fundamental exchange rate
misalignment

4. External stability requires the underlying current account to
be broadly in equilibrium:

» The underlying current account is in equilibrium when the coun-
try’s NEAP is evolving in a manner consistent with the economy's
structure and fundamentals. Otherwise, the NEAP evolves in a way
that creates a risk of abrupt reversal and thus of disruptive adjust-
ments in exchange rates.! In general, the equilibrium evolution of
the NEAP is expected to be consistent with the present and expected
values of such fundamentals as productivity differentials, the terms
of trade, permanent shifts in factor endowments, demographics, and

I See paragraph 9 below on the unsustainability over time of NEAPs that are
evolving inappropriately.
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world interest rates.! Of course, the equilibrium evolution of the
NEAP is a matter of considerable judgment, especially in light of
the recent trend toward financial globalization.

» The underlying current account is the current account stripped of
temporary factors, such as cyclical fluctuations, temporary shocks,
and adjustment lags.? If the actual current account deviates from
the equilibrium current account due to temporary factors, the NEAP
will evolve for a while in a way inconsistent with the economy’s
structure and fundamentals, but this will not necessarily create risks
of abrupt reversal.> The underlying current account is thus the one
consistent with a zero output gap.* 3

5. The underlying current account may deviate from equilib-
rium for various reasons. Exchange rate policies may be keeping
the exchange rate at a level where, in the absence of an output gap,
it yields too large a current account deficit or surplus. Or the same
exchange rate result may come about because of market imperfec-
tions or persistent expectational errors on the part of the private
sector, such as overoptimistic assessments of future productivity
growth. Alternatively, a current account disequilibrium may also

! The initial position of the NEAP is also important. If it is low because of earlier
negative shocks, it may be appropriate for a country to run temporarily stronger
current account balances. In general, the equilibrium evolution of the NEAP is not
one in which the NEAP is necessarily constant.

2 Including lags in the current account with respect to previous exchange rate
movements.

3 These temporary factors are assumed to offset each other over time, so that any
temporary accumulation of assets does not affect the long-term position of the
NEAP.

4 In low-income countries, defining an output gap and an associated underlying
current account is likely to be challenging because cyclical fluctuations are typically
less important than structural changes. The judgment required is similar, however,
to the commonly-made judgment whether aggregate demand is consistent with the

9, 66

economy’s “absorptive capacity.”

3 Since the assessment should be conducted in a multilateral setting, the underlying
current account should also be calculated assuming other countries have no output

gap.
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stem from domestic policies that tend to lead to excessive accu-
mulation of assets or liabilities. Unsustainable fiscal policy is an
obvious example.

6. When the underlying current account differs from the equi-
librium current account, the exchange rate is “fundamentally
misaligned.”! In these circumstances, the exchange rate is not at
its equilibrium level—the one required to generate an equilibrium
current account, in the absence of an output gap—be it because
of exchange rate policies, market imperfections, or unsustainable
domestic policies. The exchange rate of interest here is the one that
affects the current account, hence the real effective exchange rate,?
and its equilibrium level will also depend on factors affecting the
relationship between the exchange rate and the equilibrium current
account (such as trade restrictions). Of course, in practice an ex-
change rate would only be judged to be fundamentally misaligned
if the misalignment was found to be significant.

7. Although “equilibrium” exchange rates can be defined in var-
ious ways, the definition above is the one of prime relevance to
Fund surveillance. It differs from the short-term market equilibri-
um, and assessments about misalignments are not intended to try to
anticipate market outcomes over any specific time horizon. Rather,
the goal here is to assess the potential for significant real exchange
rate adjustments that might occur when fundamental forces eventu-
ally prevail. Accordingly, the concept of equilibrium exchange rate
described above is the one used in best practice Article IV consulta-
tions and the one that underlies the work of the Fund’s Consultative
Group on Exchange Rates (CGER) (backed up by three different

I An exchange rate will be misaligned in a manner that is not “fundamental” when
the actual current account differs from the equilibrium current account. Such
misalignment may thus include a cyclical component.

2 Of course, the concept of misalignment could equally be cast in terms of the
exchange rate at a particular point in time and measured in nominal terms—that
is, given the relevant price levels. To form a view on misalignment through time,
however, it is clearly necessary to account for the evolution of price levels.
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methodologies), which embodies a multilateral consistency con-
straint and serves as an input for consultation teams.!

The role of the capital and financial account

8. Even if the underlying current account is in equilibrium (and,
thus, there is no fundamental exchange rate misalignment), the
capital and financial account may be a separate source of exter-
nal instability:

* First, the NEAP may be evolving appropriately, and yet the coun-
try may be building up, or maintaining, vulnerable external balance
sheet structures, which could be abruptly unwound. The impor-
tance of such structures has been amply demonstrated in the capital
account-driven crises of the last decade. The level and structure of
gross capital flows is key in this regard—against the background,
as noted above, of the level and structure of existing external assets
and liabilities.

* Second, even temporary fluctuations in the current account may
cause disruptions in the presence of market imperfections leading
to financing constraints. Inability to finance an excessive current
account deficit due to cyclical fluctuations (overheating) or to tem-
porary shocks is thus another possible source of external instability.
The level of reserves and access to international capital markets are
key factors here.

Three clarifications

9. The concept of external stability takes account of spillovers
across countries, and applies to both surplus and deficit coun-
tries. External instability—the mirror image of external stability—
captures instances where a member’s balance of payments creates
a risk of disruptive adjustments in exchange rates, where the trig-
ger for such an adjustment may come from within the member’s

U The Surveillance Guidance Note (SM/05/156, 5/9/05) suggests indicators
relevant to an assessment of misalignment. Methodology for CGER Exchange Rate
Assessments, (SM/06/283, 8/10/06), discusses econometric methods of estimating
the equilibrium exchange rate.
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balance of payments or from within that of its partners. A country
building up excessive net liabilities clearly becomes vulnerable to
disruptions, as it would be regarded to be breaching its intertem-
poral budget constraint, and would face financing constraints. By
contrast, a country building up excessive net assets, inconsistent
with the economy’s fundamentals, might be able to do so for a long
period. However, at least one of its partners is likely to be building
up an excessive net liability position, at risk of abrupt reversals.

10. Although the concept of external stability is anchored in the
balance of payments position foday, this does not mean that sur-
veillance can ignore policies and developments that will only af-
fect the balance of payments position tomorrow. Problems yet to
influence the balance of payments—e.g., domestic problems—but
that risk leading to external instability are also relevant for surveil-
lance. For example, domestic financial sector weakness might even-
tually spill over onto the balance of payments when a crisis occurs.

11. Eliminating external instability does not necessarily mean
exchange rates need to adjust, but external instability, if not ad-
dressed, risks being reflected in disruptive exchange rate adjustment.
The definition of external instability should not be read as describing
a situation requiring exchange rate adjustment at all times. Rather, it is
meant to acknowledge that without remedial action, there is a risk of
disruptive adjustment in exchange rates. Consistent with paragraph 5
above, action to promote external stability is not necessarily sought in
exchange rate adjustment, but in a range of policies to ensure a balance
of payments position consistent with external stability.!

1. Paragraphs 41-42 of SM/07/184
Indicator (i)—Intervention

41. The proposed text places particular emphasis on the need to
examine sterilization that accompanies protracted large-scale

! This said, if domestic prices are rigid downward (and inflation is low in other
countries), there will be limits to what domestic policies can achieve to make an
over-valued exchange rate consistent with external stability. In this situation an
adjustment in exchange rate policies may be necessary.
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one-way intervention.! Exchange rate intervention coupled with
sterilization—i.e., mopping up liquidity associated with reserve
gains or injecting liquidity to offset reserve losses—prevents do-
mestic prices from adjusting and hence impedes the adjustment of
not only the nominal but also the real exchange rate. It therefore
warrants special scrutiny.

42. The explicit mention of sterilization is by no means intended

to indicate that sterilization will always be a cause for concern.
Some Directors in February were concerned that such reference would
risk surveillance making no allowance for well-justified sterilization
such as would, for example, take place in the course of normal reserve
buildup or in response to large temporary or cyclical capital inflows.?
The indicator, however, does not call for special scrutiny of all ster-
ilization, but only of sterilization that accompanies protracted large
scale one-way intervention. Moreover, in applying it, it is critical to
assess whether the sterilized intervention occurs in the presence of a
misaligned exchange rate, or whether sterilized intervention aims at
preventing market forces from moving the real exchange rate away
from its equilibrium, as in the case of speculative capital inflows.?

The Acting Chairman's Summing Up—
2008 Triennial Surveillance Review—Overview Paper
Executive Board Meeting 08/84, September 26, 2008

Executive Directors welcomed the opportunity to review
the implementation of Surveillance. They considered that the re-
focusing of surveillance had steered it in the right direction. In

I Ed. Note: The reference to “the proposed text” in paragraph 41 refers to a
proposed addition of the phrase “particularly if accompanied by sterilization” at
the end of surveillance indicator (i) that reads “protracted large-scale intervention
in one direction in the exchange market.”

2 Of course, the practical effectiveness and viability of sterilized intervention
would depend on the elasticity of capital inflows to interest rate differentials, as
well as on its costs.

3 For example, particular attention should be paid to sterilization of current account
surpluses and deficits, rather than of capital account flows, as such sterilization is
more likely to point to a misaligned exchange rate.
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concluding the 2008 Triennial Surveillance Review, Directors gen-
erally concurred on the thrust of many of the review’s findings and
recommendations, as outlined below.

Overall value added. The review’s findings suggest that the
overall quality of Fund surveillance is held in high regard by its
key audiences. The value-added is most evident with regard to fis-
cal policy issues and policy challenges facing developing countries.
New insights and value-added are rated more highly by audiences
concerned with surveillance across countries than by country au-
thorities with regard to surveillance of their own country. So Direc-
tors also felt that Fund advice has less traction in large advanced
and emerging economies than in other economies. Thus, there ap-
pear to be some value-added gaps, [that] surveillance should strive
to fill.

Progress. Nearly all Directors concurred that significant
progress has been made against the four priority monitorable objec-
tives identified in the 2004 surveillance review yielding: sharper
focus of surveillance on the Fund’s core mandate; better quality
of exchange rate analysis; greater emphasis on providing a multi-
lateral perspective; and stronger financial sector surveillance. But
challenges remain, and the Fund should further improve the effec-
tiveness of surveillance by building on its comparative advantage.

Risk assessments. Surveillance is paying insufficient atten-
tion to risks, and communication about such risks has also some-
times been rather tentative. Surveillance countries need to assess
risks around the baseline more systematically, including those iden-
tified at the multilateral level. More attention also needs to be given
to “tail risks”—(that] is, risks with low probability of occurrence
but with potentially severe implications. The selection of risks for
such analysis must be judicious. A few Directors considered that
risk assessments could be done in a “statement of risks” in all Arti-
cle IV reports. Many Directors felt that surveillance communication
should be bolder and should avoid excessive hedging, recognizing
that such an approach does mean a risk of being proved wrong. A
number of Directors underscored the need for greater candor in the
Fund’s assessment of risks to global financial stability emanating
from advanced countries. It would be important to provide clear
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messages without undermining confidence and triggering adverse
market reaction.

Macrofinancial linkages. Increased attention to financial
sector surveillance is beginning to pay off, particularly in identi-
fying financial sector vulnerabilities. However, further progress is
needed to improve assessments of the relative likelihood and impact
of key financial stability risks, and to integrate analysis of financial
sector and macroeconomic issues more generally, including across
borders. For example, surveillance in the run up to the subprime
crisis identified well a number of vulnerabilities, but failed to “con-
nect the dots” and thereby take the full measure of the risks they
posed in aggregate. A clear and flexible organizing framework for
macrofinancial surveillance will thus need to be developed and put
in place. The forthcoming guidance on financial sector surveillance
should also contribute to better mainstreaming best practices in this
area. Also, the financial sector surveillance toolkit should be further
enhanced, and high priority placed on improving mechanisms for
early warning on risks to global financial stability.

To enhance financial sector surveillance, macrofinancial ex-
pertise must be further built and used strategically. Most Directors
saw merit in a risk-based approach, whereby allocation of expertise
should be prioritized according to the criteria of systemic or re-
gional importance, importance of vulnerabilities, and importance
of financial development issues for present or prospective macro-
economic or external stability. Capacity for financial sector analy-
sis should be further developed through new training programs and
flexible human resource policies. Well-focused FSAPs continue to
be important and should be better integrated into Article IV reports.

Multilateral perspective. Much more attention is being de-
voted to multilateral perspectives, but this work is not being used
effectively enough and is not always well-matched with demand.
As regards spillovers, surveillance needs to better place countries
in the global context by discussing cross-border economic linkages
more explicitly. Article IV consultations need to make full use of
the conjunctural analysis in the World Economic Outlook (WEO),
Global Financial Stability Report (GFSR), and Regional Eco-
nomic Outlooks (REOs); analyze relevant transmission channels of
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cross-border risks; and discuss policy implications. Lessons from
cross-country experience need to be brought out more effectively to
inform Article IV consultations, for example, through more policy-
oriented, illustrative case studies that discuss other countries’ ex-
periences and draw concrete policy lessons. Cross-country findings
from analytical work in the WEO, GFSR, and REOs also need to
be more fully leveraged. Changing incentives and making cross-
country knowledge more accessible, including through the review
process, should help encourage more such analysis. Recent initia-
tives to bring together expertise across Fund departments on issues
of broad interest were seen as useful in this context.

External stability and exchange rate assessments. Following
the adoption of the 2007 Surveillance Decision, work on exchange
rate issues has strengthened significantly. Most staff reports now de-
scribe the de facto exchange rate regime adequately, with advice
on any recommended changes generally well supported. Nearly all
reports provide a clear assessment of the exchange rate level, and
in most cases, this is based on multiple indicators and techniques.
However, there is widespread skepticism about the consistency of
treatment across countries and the methodological soundness of ex-
change rate assessments. In addition, the so-called “fear of label-
ing” under the 2007 Decision may have weakened the candor of
some assessments. Further efforts will be needed to ensure that these
assessments are candid, evenhanded, and fully integrated into the
broader assessment of external stability and overall macroeconomic
policies—including the policy mix—and present transparently the
analysis underlying the assessment. Greater consistency across
countries in terms of the choice of methods and the presentation of
the results was stressed. While recognizing the ongoing progress, a
number of Directors stressed that further efforts are needed to refine
the analytical toolkit for equilibrium exchange rate assessments. At
the same time, many Directors were of the view that undue impor-
tance should not be attached to precise calculations, given the inher-
ent methodological and data limitations. More generally, Directors
stressed that challenges related to the implementation of the 2007
Surveillance Decision should be addressed expeditiously, and they
considered that consistent implementation of the recently issued
guidance should be helpful in this regard.
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Priorities. To better meet stakeholder expectations and
enhance the effectiveness of surveillance with reduced staff, trade-
offs are inevitable, and priorities need to be assigned. A few Di-
rectors emphasized that surveillance, being one of the Fund’s core
responsibilities, must be supported with the necessary resources.
Most Directors broadly agreed that the four areas mentioned above
should be given priority over the next few years. At the same time,
existing areas of strength in macroeconomic policy analysis and
recent gains—for example, in focus—should be preserved. Noting
variations in the quality of staff reports across regional and income
groups, many Directors emphasized that the review process should
strive to ensure evenhandedness of treatment.

The current global financial crisis has clearly highlighted
the need for the Fund to strengthen its macrofinancial work, while
complementing, and not overlapping with, the responsibilities of
other international agencies in this area, such as the BIS and the
FSF. A number of Directors considered that the Fund’s greater fo-
cus on exchange rate issues under the 2007 Surveillance Decision
and global imbalances in recent years may have detracted from at-
tention to macrofinancial stability issues. At the same time, given
that exchange rate surveillance is central to the Fund’s mandate,
Directors stressed that the Fund must exercise strong surveillance
over members’ exchange rate policies.

Communications. Communicating well is also key to ef-
fective surveillance. The policy dialogue with authorities is gener-
ally seen as fruitful and candid, but staff reports less uniformly so.
A number of Directors were of the view that surveillance should
strike a balance between the candor of public communications and
the Fund’s role as a confidential advisor. Most Directors were gen-
erally open to exploring new formats for staff reports and alterna-
tive means of conveying their message, and welcomed efforts to
improve the timeliness of reports. Staff reports should continue
to cover follow-up to past Fund advice as a means of allowing
for an assessment of both the appropriateness of the Fund’s ad-
vice and the member’s implementation of it. Different communi-
cation vehicles may be a source of confusion in communicating
the Fund’s message, and some vehicles—for example, PINs—may
be perceived as outdated. Surveillance messages need to be more
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concise—focused on a few key points—as well as clear, timely,
and strategically targeted. On the whole, there was broad support
for further staff work along these lines. Any changes requiring
amendments to the transparency policy will be followed up during
the transparency review.

Methodology. The methodology used to conduct this sur-
veillance review, as described in Supplement 2, establishes a robust
framework, and should be used in future surveillance reviews with
further improvements. Some Directors also welcomed the use of an
independent consultant as a component of the review.

Conclusion. Directors considered that the findings of this
surveillance review provide a good basis for defining operational
priorities, and looked forward to the upcoming discussion of the
Statement of Surveillance Priorities (SSP), which would lay out the
medium-term priorities for Fund surveillance. SUR/08/104, Octo-
ber 8, 2008

STATEMENT OF SURVEILLANCE PRIORITIES—REVISIONS OF EcoNoMmiIC
PRIORITIES AND PROGRESS ON OPERATIONAL PRIORITIES

The Fund approves the attached revised Statement on Surveil-
lance Priorities for the International Monetary Fund, 2008-2011.
(SM/09/235, Rev. 2, 9/30/09)

Surveillance Priorities for the
International Monetary Fund
2008-2011

In pursuit of its mandate to promote international monetary and
financial stability, IMF surveillance will be guided through 2011 by
the following priorities:

Economic Priorities
After the most severe slowdown since the 1930s, the global econ-
omy has begun to show tentative signs of a recovery. The objec-

tive should be well-timed and coordinated policies to restore global
growth in a sustainable manner.
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Priorities are to:

Allow for an orderly unwinding of crisis-related policy inter-
ventions to ensure a sustained recovery. In particular, design exit
strategies that:

Support the economy and the financial system as needed. Re-
solve financial market distress, and maintain measures to support de-
mand and financial intermediation until recovery takes firm root; and

Safeguard the room for future policy maneuver. In particular,
pay due regard to medium- and long-term implications of crisis-
related measures, including on public sector balance sheets.

Strengthen the global financial system. Upgrade domestic and
cross-border regulation and supervision, especially in major finan-
cial centers. Avoid the exposure of capital-importing countries, in-
cluding low-income countries, to excessive risks.

Promote a rebalancing of sources of global demand, through
both macroeconomic and structural policies, so as to achieve
sustained world growth while keeping global imbalances in
check. In this context, encourage open trade and competition. Be
ready to adjust to changes in commodity prices. In coordination
with other International Financial Institutions, the IMF should pro-
mote a common understanding of the forces and linkages underly-
ing these challenges; draw key lessons from different experiences
to share across the membership,; provide clear advance warnings
of risks to global economic and financial stability; and advise on
how best to use policy—in particular monetary, fiscal, exchange
rate, and financial sector policies-in support of these objectives.

Operational Priorities
Risk assessment. Refine the tools necessary to provide clear early
warnings to members. Thorough analysis of major risks to baseline

projections (including, where appropriate, high-cost tail risks) and
their policy implications should become more systematic;
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Financial sector surveillance and real-financial linkages. Im-
prove analysis of financial stability, including diagnostic tools;
deepen understandings of linkages, including between markets and
institutions; and ensure adequate discussion in surveillance reports;

Multilateral perspective. Bilateral surveillance to be informed
systematically by analysis of inward spillovers; outward spillovers
(where relevant); and cross-country knowledge (as useful); and

Analysis of exchange rates and external stability risks. In the
context of strengthening external stability analysis, integrate clearer
and more robust exchange rate analysis, underpinned by strength-
ened methodologies, into the assessment of the overall policy mix.

The Executive Board has set the above priorities to foster multilat-
eral collaboration and guide IMF management and staff in the con-
duct of surveillance. These priorities look ahead three years, but
may be revised if circumstances warrant. They will guide the Fund's
work within the framework for surveillance provided by the Articles
of Agreement and the relevant Board decisions, including the 2007
Decision on Bilateral Surveillance. Moreover, traditional areas of
strength (such as fiscal policy and debt sustainability analysis) and
relevant country-specific issues should not be overlooked.

The Executive Board is responsible for conducting, guiding and
evaluating surveillance in order to ensure the achievement of these
priorities. Management and staff are responsible for delivering
on the operational priorities, subject to members’ cooperation in
line with commitments under the Articles of Agreement. To foster
progress toward economic priorities, management and staff are re-
sponsible for providing candid high quality analysis and effective
communication. The Managing Director will report: (i) regularly
on actions toward priorities and readily visible results; and (ii) at
the time of the next Triennial Surveillance Review on progress in
attaining these priorities;, management s and staff’s contributions,

and factors that impeded progress. (SM/09/235, 09/02/09)

Decision No. 14436-(09/102),
September 25, 2009
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The Acting Chair s Summing Up—
2011 Triennial Surveillance Review—
Review of the 2007 Surveillance Decision and
the Broader Legal Framework for Surveillance
Executive Board Meeting 11/102, October 24, 2011

Directors welcomed the comprehensive Triennial Surveil-
lance Review (TSR) and the review of the legal framework for sur-
veillance. They appreciated the broad scope of the reviews, which,
for the first time, included multilateral surveillance, and welcomed
the stepped-up use of external inputs. Directors broadly agreed with
the main conclusions of the review. In particular, they agreed that
significant progress has been made in the way surveillance is con-
ducted since the 2008 TSR, but that important gaps remain.

Directors concurred that six areas of work deserve partic-
ular attention, namely (i) interconnections; (ii) risk assessments;
(iii) financial stability; (iv) external stability; (v) legal framework;
and (vi) traction. Directors welcomed the Managing Director’s
statement on strengthening surveillance and considered that the
concrete measures it lays out, building on the review’s recommen-
dations, would support progress in surveillance. Therefore, they
broadly endorsed the action plan described in the statement, while
noting differences of views on a number of points discussed be-
low. They also endorsed the corresponding operational priorities
for 2011-14 as proposed by staff. Several Directors noted the need
for measures to further strengthen surveillance, including address-
ing data gaps.

Interconnections. Directors saw merit in strengthening the
link between the global and country level analyses to inform policy
recommendations at the bilateral level. They agreed that the analy-
sis of outward spillovers, such as employed in spillover reports for
five systemic economies, has been a useful contribution to Fund
surveillance and should be repeated for them before taking stock in
2012. In this context, a number of Directors suggested integrating
this analysis, as appropriate, in existing multilateral or bilateral re-
ports. While Directors strongly supported further use of cross coun-
try analysis, some Directors noted potential difficulties in bringing
interconnected countries to the Board in clusters.
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Risk assessments. Directors agreed on the need to pay
more attention to risks and their transmission channels in bilateral
and multilateral surveillance, while not losing attention to the base-
line. In this regard, Directors generally supported staff’s proposals,
including on better drawing on the results of existing risk assess-
ment tools, but a few Directors cautioned that communication on
tail risks needs to be handled carefully.

Financial stability. Directors emphasized the importance
of continued progress in financial sector surveillance. They recom-
mended adopting a strategic work plan, promoting work on financial
interconnections, strengthening financial sector analysis in bilateral
surveillance, and addressing data gaps, while encouraging a close
coordination with other international bodies. Directors supported
increasing the participation of financial sector experts in Article [V
missions for economies with systemic financial sectors or with high
financial sector vulnerabilities. They considered it a welcome al-
ternative to an increased frequency of mandatory financial sector
assessments under the FSAP for economies with systemic financial
sectors.

External stability. Directors supported efforts to broaden
the analysis of external stability beyond exchange rates, while em-
phasizing that exchange rate analysis should not be diluted in the
process. In this regard, most agreed that the Fund should regularly
publish multilaterally consistent staff assessments of external bal-
ances, building on refined exchange rate assessments conducted by
the Consultative Group on Exchange Rates (CGER). A number of
Directors stressed that the limitations to such analysis should be
recognized and that due attention needs to be paid to communica-
tion issues so as not to adversely affect financial markets. Some
other Directors did not see a need to publish such assessments in
light of the market sensitivity of such information.

Legal framework. Most Directors considered it appropri-
ate to update the current legal framework to enable a more effective
conduct of surveillance. Most Directors supported, or were open
to, the adoption of a new integrated surveillance decision, which
would encompass both bilateral and multilateral surveillance and
reflect a broader approach to global stability, and looked forward to
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the follow-up paper on the integrated surveillance decision in early
2012. Many Directors supported, or were open to considering, the
option of amending the Articles of Agreement. A significant minor-
ity of the Board, however, did not support or had reservations about
the need to revamp the legal framework, considering that there is
enough flexibility within the current system.

Traction. Directors agreed that traction has to be earned. In
addition to quality, they were of the view that candor, evenhanded-
ness, the need to tailor advice to country circumstances, and ade-
quate follow-up to past advice are key to achieving greater traction.
In this regard, Directors welcomed the new consolidated multilat-
eral surveillance report as a useful tool to foster discussion among
policymakers and strengthen the role of the IMFC. Directors agreed
that the Fund could pay more attention to inclusive growth, employ-
ment, and other social issues that have significant macroeconomic
impacts, drawing from the expertise of other institutions. Directors
noted the importance of an exchange of views between staff and
the authorities on the key issues prior to Article IV consultation
discussions. A few Directors saw merit in periodically reviewing
the relevance of past policy recommendations. Directors welcomed
organizational changes that would address the shortcomings identi-
fied by the IEO—including to enhance collaboration and promote
diversity of views among staff and greater continuity of mission
teams—and encouraged their timely implementation.

Resources. Directors welcomed management’s commit-
ment that the costs of implementing TSR proposals would be con-
tained and that offsetting savings would be sought in the next budget
round, while ensuring the quality of surveillance for all members. A
number of Directors saw merit in consolidating some of the multi-
lateral and/or regional surveillance outputs.

Completion of reviews. Directors decided to complete the
reviews of the 2007 Surveillance Decision and of the general imple-
mentation of the bilateral surveillance as required under Paragraph
21of the 2007 Decision. It is expected that the next such reviews
will be completed no later than October 24, 2014.

BUFF/11/139,
October 28, 2011
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The Acting Chair's Summing Up—
Macroeconomic Issues in Small States and
Implications for Fund Engagement
Executive Board Meeting 13/21, March 11, 2013

Executive Directors welcomed the opportunity to undertake a
preliminary review of the Fund’s engagement with small states. They
underlined the diversity of small state experience, while also noting
common challenges arising from diseconomies of scale in production
and trade, lack of economic diversity, remoteness, and vulnerability
to natural disasters. Directors noted that, despite these handicaps, the
longer-term economic performance of small states has been generally
good. They recognized, however, that small states have not matched
the improved economic performance of larger countries since the late
1990s. With slower and more volatile growth than larger peers and
higher public spending during this period, a number of small states
now face high debt burdens and reduced policy buffers. The ability
of small states to manage economic shocks has also been hampered
by their weak financial systems. Micro states face particular chal-
lenges, marked by more volatile growth and external accounts and
more costly banking services.

Directors noted that the evidence suggests that small states are
generally well-served by the Fund’s surveillance, technical assistance, and
financing facilities, especially after the 2009 reforms to the low-income
facilities, and many Directors encouraged consideration of ways to con-
tinue to improve the Fund’s engagement with small states. Some Direc-
tors looked forward to discussing how possible further refinements in the
low-income facilities and in PRGT eligibility could meet the needs of
small states. Other Directors, however, stressed that the current facilities
provide sufficient flexibility to meet small states’ needs.

Directors concurred that Fund policy advice should help small
states rebuild policy buffers to the extent possible and strengthen insti-
tutions and governance. Many Directors suggested that consideration
be given to more frequent staff contacts in between Article IV con-
sultations, as well as the possibility of increasing the frequency of the
consultations. Some Directors encouraged the consideration of ways
to strengthen staffing practices to enhance the Fund’s engagement with
small states. Directors suggested the possible preparation of a staff
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guidance note for Fund engagement with small states or an annex to
the existing guidance note for Article IV consultations.

Directors concurred that a strong analytical agenda, as well
as an active dialogue with the small states communities, should in-
form the Fund’s policy advice to small states and help strengthen
the design and traction of economic adjustment programs. Impor-
tant priorities include fostering improved growth, promoting debt
sustainability, further developing financial systems, assessing the
effectiveness of exchange rate policies, and helping small states
manage volatility associated with natural disasters and other shocks.
In addition, strengthening regional initiatives to foster integration
and cooperation will be key. Directors also saw merit in tailoring
the Fund’s analytical tools to the needs of the small states.

Directors stressed the importance of technical assistance
and training in helping small states build their capacities. They en-
couraged closer collaboration with other international institutions
and development partners in meeting the needs of small states,
based on their respective mandates and areas of expertise. Directors
saw merit in staff exchanges to strengthen small states institutions.
They also agreed that the Fund could sometimes play a coordinating
role with other institutions, including through its resident represen-
tative offices. Directors encouraged staff to discuss its analysis with
small states and associated development partners. Following this
outreach, they looked forward to discussing a more refined set of
operational conclusions with resource implications.

BUFF/13/19
March 14, 2013

Summing Up by the Acting Chairman—Biennial Review of the
Implementation of the Fund's Surveillance and
of the 1977 Surveillance Decision
Executive Board Meeting 00/24, March 10, 2000

Most Directors agreed with the current selective approach
to the dissemination and use of early warning system models,
given the state of the art in this area as well as the sensitivity and
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imprecision of the results. They encouraged staff to discuss the re-
sults of EWS models with country authorities, and to keep the Board
informed of these discussions. They ... thought that this suggests
that the results of these models have to be tempered with a good
deal of judgment and, in any event, used selectively and carefully.
Directors supported stepping up collaboration with the World Bank
in the analysis of corporate sector vulnerability, with a view toward
identifying useful operational indicators. They encouraged staff to
continue to look for signs of linkages between potential weaknesses
in the corporate sector and external vulnerability, following up, if
warranted, on a case-by-case basis.

Surveillance over Monetary Unions

SURVEILLANCE OVER MONETARY AND EXCHANGE RATE POLICIES: MEMBERS
ofF EUrRO AREA

The Executive Board approves the modalities for conduct-
ing surveillance over the monetary and exchange rate policies of
the members of the euro area, as set out in SM/98/257 (11/25/98).

Decision No. 11846-(98/125),
December 9, 1998,
effective December 11, 1998

SM/98/257

The current frequency of Article IV consultations with in-
dividual euro-area countries, which are generally on the standard
12-month cycle, would be maintained, at least during the initial pe-
riod of Stage 3 of EMU.!

I However, it is envisaged that there would be some scaling back of resources
devoted to individual Article IV consultations in the area of monetary and exchange
rate policies to provide the resources needed for surveillance of the common
policies of the euro area.
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* There would be twice-yearly staff discussions with EU institutions
responsible for common policies in the euro area.! For practical
reasons, these discussions would be expected to be held separately
from the discussions with individual euro-area countries, but would
be considered an integral part of the Article IV process for each
member. The discussions with individual euro-area countries would
be clustered, to the extent possible, around the discussions with the
relevant EU institutions.

* There would be an annual staff report and Board discussion on
“The Monetary and Exchange Rate Policies of Euro-Area Countries
in the Context of the Article IV Consultations with these Coun-
tries,” which would be considered part of the Article IV consulta-
tion process with individual euro-area countries. The paper would
also cover economic policies from a regional perspective to provide
an adequate setting for the discussions on monetary and exchange
rate policies.? A report on the second (follow-up) set of discussions
would also be issued to the Board for information and to provide
adequate context for bilateral consultations with euro-area coun-
tries that did not coincide broadly with the annual Board discussion
on the euro area.

* There would be a summing up of the conclusion of the Board’s
annual discussion on “The Monetary and Exchange Rate Policies
of the Euro Area Countries in the Context of the Article IV Con-
sultations with these Countries.” It would be cross-referenced in
the summings up for the Article IV consultations with euro-area
countries, which would be given at the conclusion of the Article IV

I As is done for Article IV consultations with national authorities, the staff would
leave a concluding statement with the ECB at the end of the discussions.

2 As noted in BUFF/98/93 (9/24/98), while for each member of the EU fiscal
policy remains the responsibility of national authorities, discussions at the EU
level would also need to evaluate the fiscal position of the euro area as a whole in
order to assess the stance of monetary and exchange rate policies and the coherence
of macroeconomic policies. They would also need to cover developments in
structural areas relevant to the Fund’s surveillance over the policies of members of
the euro area as a whole. In this context, the staff missions referred to above would
visit the European Commission.
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process for each country. This approach would have the advantage
of recognizing clearly the obligation of euro-area countries to con-
sult with the Fund in this context. ...

MODALITIES FOR SURVEILLANCE OVER EURO-AREA POLICIES IN CONTEXT OF
ARTICLE IV CONSULTATIONS WITH MEMBER COUNTRIES

The current frequency of Article IV consultations with in-
dividual euro-area countries, which are generally on the standard
12-month cycle, will be maintained.

There will be twice-yearly staff discussions with EU in-
stitutions responsible for common policies in the euro area. These
discussions will be held separately from the discussions with indi-
vidual euro-area countries, but are considered an integral part of
the Article IV process for each member. The discussions with indi-
vidual euro-area countries will be clustered, to the extent possible,
around the discussions with the relevant EU institutions.

There will be an annual staff report and Board discussion
on Euro-Area Policies in the Context of the Article IV Consulta-
tions with Member Countries, which will be considered part of the
Article IV consultation process with individual members. In addi-
tion to monetary and exchange rate policies, the staff report will
also cover from a regional perspective other economic policies rele-
vant for Fund surveillance. Staff will report informally to the Board
on the second round of discussions with EU institutions to provide
adequate context for bilateral consultations with euro-area coun-
tries that do not coincide broadly with the annual Board discussion
on the euro area.

There will be a summing up of the conclusion of the Board’s
annual discussion on Euro-Area Policies in the Context of the Arti-
cle IV Consultations with Member Countries. It will be incorporated
by reference into the summings-up for the Article IV consultations
with individual Euro-Area members that take place before the next
Board discussion of the Euro-Area common policies.! To the extent

I Ed. Note: Decision No. 14062-(08/15), February 12, 2008 provides that this
sentence shall take effect from the next annual Board discussion of Euro-Area
policies. See SM/08/50, 2/5/08.
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that the summing up for the euro area covers economic policies that
apply to all EU member countries and that are considered relevant
for Fund surveillance, the pertinent parts of the summing up for the
euro area could also be referred to in the bilateral Article IV consul-
tations with EU member countries that are not part of the euro area.
(SM/02/359, 11/21/02)

Decision No. 12899-(02/119),

December 4, 2002,

as amended by Decision No. 14062-(08/15)
February 12, 2008

MODALITIES FOR SURVEILLANCE OVER CENTRAL AFRICAN ECONOMIC AND
MOoNETARY UNION PoLICIES IN CONTEXT OF ARTICLE IV CONSULTATIONS
WITH MEMBER COUNTRIES

Staff will hold annual discussions with the regional insti-
tutions responsible for common policies in the Central African
Economic and Monetary Union (CEMAC). These discussions will
be held separately from the discussions with individual CEMAC
members.

There will be an annual staff report and Board discussion
of the common policies of CEMAC. Both staff’s discussions with
CEMAC institutions and the Board discussion of the annual staff
report will be considered an integral part of the Article IV consulta-
tion with each member of CEMAC.

In addition to common policies in CEMAC that are rel-
evant for surveillance, including monetary and exchange rate poli-
cies, the annual staff report will cover from a regional perspective
other economic policies relevant for Fund surveillance for which
responsibility remains at the national level. There will be a sum-
ming up of the conclusion of the Board’s annual discussion on
CEMAC’s common policies. It will be incorporated by reference
into the summings-up for the Article IV consultations with individ-
ual CEMAC members that take place before the next annual Board
discussion of CEMAC’s common policies.! The Board discussions

I Ed. Note: Decision No. 14059-(08/15), February 12, 2008 provides that this
sentence “shall become effective from the time of the next annual Board discussion
of CEMAC’s common policies.”
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for the Article IV consultations with individual CEMAC members
will be clustered, to the extent possible, around the Board discus-
sion on the common policies of CEMAC.

If considered necessary by the Managing Director, staff will
hold a second round of discussions during the year with regional
institutions and report to the Board informally on these discussions
to provide adequate context for bilateral consultations with the in-
dividual CEMAC members that do not coincide broadly with the
annual Board discussion on the CEMAC’s policies.

The frequency of Article IV consultations with individual
CEMAC members shall be determined in accordance with the
Board decisions on consultation cycles. (SM/05/429, 12/22/05)

Staff reports and related documents pertaining to Fund sur-
veillance under Article IV concerning (i) the common monetary and
exchange rate policies of CEMAC, and (ii) the policies of each in-
dividual Fund member that forms part of CEMAC, shall be commu-
nicated to the Bank of Central African States (BEAC) at the same
time the relevant staff report is made available to the Executive
Board, provided, however, that a staff report or related document
concerning the policies of an individual Fund member will only be
shared with BEAC with that member’s consent.!

Decision No. 13654-(06/1),

January 6, 20006,

as amended by Decision No. 14059-(08/15),
February 12, 2008

MODALITIES FOR SURVEILLANCE OVER EASTERN CARIBBEAN CURRENCY
UNIoN PoLiciES IN CONTEXT OF ARTICLE IV CONSULTATIONS WITH
MEMBER COUNTRIES

Staff will hold annual discussions with the regional insti-
tutions responsible for common policies in the Eastern Caribbean

I Ed. Note: Decision No. 14059-(08/15), February 12, 2008 provides that this
paragraph “shall become effective upon receipt by the Managing Director of a
certification from the Governor of BEAC that it will, in the manner specified by the
Fund, preserve the confidentiality of all information and documents communicated
by the Fund to BEAC and that any such information and documents shall be solely
for the internal use of BEAC. (SM/08/50, 2/5/08)”
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Currency Union (ECCU). These discussions will be held separately
from the discussions with individual ECCU members.

There will be an annual staff report and Board discussion of
the common policies of ECCU. Both staff’s discussions with ECCU
institutions and the Board discussion of the annual staff report will
be considered an integral part of the Article IV consultation with
each member.

In addition to common policies in ECCU that are relevant
for surveillance, including monetary and exchange rate policies, the
annual staff report will cover from a regional perspective other eco-
nomic policies relevant for Fund surveillance for which responsibil-
ity remains at the national level. There will be a summing up of the
conclusion of the Board’s annual discussion on ECCU’s common
policies. It will be incorporated by reference into the summings-up
for the Article IV consultations with individual ECCU members
that take place before the next annual Board discussion of ECCU’s
common policies.! The Board discussions for the Article IV con-
sultations with individual members will be clustered, to the extent
possible, around the Board discussion on the common policies of
ECCU.

If considered necessary by the Managing Director, staff will
hold a second round of discussions during the year with regional
institutions and report to the Board informally on these discussions
to provide adequate context for bilateral consultations with the indi-
vidual members that do not coincide broadly with the annual Board
discussion on the ECCU’s policies.

The frequency of Article IV consultations with individual
members shall be determined in accordance with the Board deci-
sions on consultation cycles. (SM/05/429, 12/22/05)

Staff reports and related documents pertaining to Fund sur-
veillance under Article IV over the (i) common monetary and ex-
change rate policies of ECCU, and (ii) the policies of each individ-
ual Fund member that forms part of ECCU, shall be communicated

I Ed. Note: Decision No. 14060-(08/15), February 12, 2008 provides that this
sentence “shall become effective from the time of the next annual Board discussion
of ECCU’s common policies.”
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to the East Caribbean Central Bank (ECCB) at the same time the
relevant staff report is made available to the Executive Board, pro-
vided, however, that a staff report or related document concerning
the policies of an individual Fund member will only be shared with
ECCB with that member’s consent.!

Decision No. 13655-(06/1),

January 6, 20006,

as amended by Decision No. 14060-(08/15),
February 12, 2008

MODALITIES FOR SURVEILLANCE OVER WEST AFRICAN EcoNOMIC AND
MOoNETARY UNION PoLicIES IN CONTEXT OF ARTICLE IV CONSULTATIONS
WITH MEMBER COUNTRIES

Staff will hold annual discussions with the regional institu-
tions responsible for common policies in the West African Economic
and Monetary Union (WAEMU). These discussions will be held
separately from the discussions with individual WAEMU members.

There will be an annual staff report and Board discussion
of the common policies of WAEMU. Both staff’s discussions with
WAEMU institutions and the Board discussion of the annual staff
report will be considered an integral part of the Article IV consulta-
tion with each member of WAEMU.

In addition to common policies in WAEMU that are relevant
for surveillance, including monetary and exchange rate policies, the
annual staff report will cover from a regional perspective other eco-
nomic policies relevant for Fund surveillance for which responsi-
bility remains at the national level. There will be a summing up
of the conclusion of the Board’s annual discussion on WAEMU’s
common policies. It will be incorporated by reference into the sum-
mings-up for the Article IV consultations with individual WAEMU

I Ed. Note: Decision No. 14060-(08/15), February 12, 2008, provides that this
paragraph “shall become effective upon receipt by the Managing Director of a
certification from the Governor of ECCB that it will, in the manner specified by the
Fund, preserve the confidentiality of all information and documents communicated
by the Fund to ECCB and that any such information and documents shall be solely
for the internal use of ECCB. (SM/08/50, 2/5/08)”
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members that take place before the next annual Board discussion of
WAEMU’s common policies.! The Board discussions for the Ar-
ticle IV consultations with individual WAEMU members will be
clustered, to the extent possible, around the Board discussion on the
common policies of WAEMU.

If considered necessary by the Managing Director, staff will
hold a second round of discussions during the year with regional
institutions and report to the Board informally on these discussions
to provide adequate context for bilateral consultations with the in-
dividual WAEMU members that do not coincide broadly with the
annual Board discussion on the WAEMU’s policies.

The frequency of Article IV consultations with individual
WAEMU members shall be determined in accordance with the
Board decisions on consultation cycles. (SM/05/429, 12/22/05)

Staff reports and related documents pertaining to Fund
surveillance under Article IV over the (i) common monetary and
exchange rate policies of WAEMU, and (ii) the policies of each
individual Fund member that forms part of WAEMU, shall be com-
municated to the Central Bank of West African States (BCEAO)
at the same time the relevant staff report is made available to the
Executive Board, provided, however, that a staff report or related
document concerning the policies of an individual Fund member
will only be shared with BCEAO with that member’s consent.?

Decision No. 13656-(06/1),

January 6, 2006,

as amended by Decision No. 14061-(08/15),
February 12, 2008

I Ed. Note: Decision No. 14061-(08/15), February 12, 2008 provides that this
sentence “shall become effective from the time of the next annual Board discussion
of WAEMU’s common policies.”

2 Ed. Note: Decision No. 14061-(08/15), February 12, 2008, provides that this
paragraph “shall become effective upon receipt by the Managing Director of a
certification from the Governor of BCEAO that it will, in the manner specified by the
Fund, preserve the confidentiality of all information and documents communicated
by the Fund to BCEAO and that any such information and documents shall be
solely for the internal use of BCEAO. (SM/08/50, 2/5/08)”
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Capital Flows, Financial Stability Board,
and Sovereign Wealth Funds

The Chairman s Summing Up—
The Fund'’s Role Regarding Cross-Border Capital Flows
Executive Board Meeting 10/122
December 17, 2010

Executive Directors welcomed today’s timely discussion of
the Fund’s role on cross-border capital flows. They observed that
capital flows have conferred substantial benefits by facilitating ef-
ficient resource allocation across countries, but prolonged episodes
of high volatility have also presented serious policy challenges. Di-
rectors noted that volatile capital flows played a key role in the
recent crisis, both in increasing vulnerabilities and in transmitting
shocks across borders. Considering the Fund’s mandate to oversee
international monetary stability, Directors agreed with the need to
strengthen the Fund’s role regarding international capital flows.
They called for further work to advance in bilateral and multilat-
eral surveillance and policy advice for member countries, based on
extensive analytical work and taking into account country-specific
circumstances and relevant experiences.

Directors stressed that substantial analytical work is needed
to develop a coherent Fund view and inform policy guidance on
capital flows. Critical elements of this work include gaining a better
understanding of the key drivers of capital flows and of develop-
ments in global liquidity, and the relationship between the latter,
domestic policies, and global financial stability. Analytical work
should also help to develop a clear view on whether and, if so,
which macroprudential measures, microprudential measures, and/
or capital controls might be appropriate in different circumstances.
In this context, Directors welcomed work under way on Cross-Cut-
ting Themes from Recent Country Experiences with Capital Flows
as a basis for elaborating the Fund’s view on how to deal with capi-
tal inflows.

Directors observed that, despite the complex interdepen-
dences and channels for policy spillovers created by capital flows,
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there are no universal “rules of the road” governing such flows.
This stands in contrast to arrangements governing trade in goods
and services or international monetary arrangements. In this light,
Directors saw merit in developing a coherent Fund view on capi-
tal flows and the policies that affect them. Such a view could help
establish guidelines for the purposes of the Fund’s surveillance on
capital account and possibly other policies affecting capital flows.
Such guidelines should be designed in a way that leaves sufficient
room for country-specific circumstances, and in particular acknowl-
edge the difference between countries with open capital accounts
and those that have yet to liberalize. These guidelines would be
intended to provide guidance on the scope of existing obligations
under Article I'V.

Directors welcomed efforts to foster multilateral dialogue
and policy coordination over cross-border capital flows. They not-
ed that macroeconomic, financial, and capital account policies de-
signed to address domestic concerns can have significant effects on
other countries by generating or curtailing capital flows, or acting
to divert them to third countries. They also recognized the scope for
members to take divergent approaches in addressing any tensions
created, and these could also have effects on others. Directors em-
phasized that the Fund has an important role in drawing attention to
these potential spillovers, and the possible implications for the in-
ternational monetary system as a whole. Directors supported efforts
by the Fund to analyze and disseminate lessons from cross-country
experiences in dealing with capital flows, and to foster dialogue
with both originators and recipients of cross-border capital flows.

Most Directors agreed that filling data gaps—through ex-
isting initiatives where possible—will strengthen surveillance of
cross-border flows. They called for the Fund to collaborate with
other institutions, such as the Bank for International Settlements,
the Financial Stability Board, and national authorities, in meet-
ing this goal. Directors expressed a wide range of views regarding
amendment of the Articles of Agreement to provide a more com-
plete and consistent legal framework for addressing issues related
to capital flows. While a number of Directors were open to con-
sidering an amendment of the Articles in the future, most felt that
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it would be premature to initiate a discussion on this step without
further analysis and practical experience.

BUFF/10/181,
December 23, 2010

The Chairman’s Summing Up—
Recent Experiences in Managing Capital Inflows—
Cross-Cutting Themes and Possible Policy Framework
Executive Board Meeting 11/28, March 21, 2011

Executive Directors welcomed today’s discussion, which
is an important first step in furthering the Fund’s work on cross-
country experiences with capital flows and on developing a frame-
work for policies to manage capital inflows. They agreed that the
recent surge of capital inflows has been driven by a combination of
improved fundamentals and growth prospects in capital-receiving
economies and accommodative monetary policy in capital-originat-
ing economies, amongst other factors. A range of views emerged on
the approach to managing capital flows.

Directors noted that a comprehensive and balanced ap-
proach to capital flows is required, taking into account both capi-
tal recipients and capital originators. They emphasized that capital
inflows are generally beneficial for recipient countries, promoting
investment and growth. At the same time, they recognized that a
sudden surge in inflows can pose challenges, including currency
appreciation pressures, overheating, the buildup of financial fragili-
ties, and the risk of a sudden reversal of inflows. Directors observed
that policy responses to the recent inflow surge have varied across
countries, and noted that countries have generally complemented
macroeconomic policy with other measures to manage inflows, al-
though there are wide differences in the nature, extent, and effec-
tiveness of these measures.

Directors considered the paper before them as part of a
broader and ongoing work agenda on capital flows, although most
Directors noted that the cross-country analysis should have includ-
ed a broader spectrum of countries and a more comprehensive anal-
ysis of the supply-side factors in driving inflows. Most Directors
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broadly supported the substance of the proposed policy framework
for managing capital inflows, which they agreed would apply to all
countries with open or partially open capital accounts. However,
a few Directors thought that, at this stage, establishing a frame-
work for managing inflows was premature because analytical con-
sensus does not yet exist and because any framework should also
encompass policy responses to push (supply side) factors that lead
to capital inflows. While the currently proposed framework does
not constitute obligations, a significant minority of the Board was
concerned that such a framework would restrict the range of policy
responses for countries facing large capital inflows.

Directors emphasized that policy advice on managing in-
flows should be evenhanded and give due regard to country-specif-
ic circumstances and the external setting. They recommended that
emphasis be placed on structural measures to increase the capacity
of the economy to absorb capital inflows and strengthen the resil-
ience of the domestic financial system in handling them. Direc-
tors noted that, beyond this, when confronted with surging inflows,
macroeconomic policies are appropriate tools—namely, rebalanc-
ing the monetary and fiscal policy mix consistent with inflation
objectives, allowing the currency to strengthen if it is underval-
ued, and building foreign exchange reserves if these are not more
than adequate from a precautionary perspective. Some Directors,
however, observed the difficulties about the degree of judgment
required in determining appropriateness of macroeconomic poli-
cies, currency undervaluation, or reserve adequacy. A number of
other Directors, noting that these judgments are made in the con-
text of Article IV consultations, called for maintaining flexibility
in making such judgments in the context of policy advice to man-
age inflows.

Directors acknowledged the broad spectrum of instruments
in the policy toolkit to manage inflows, aside from macroeconomic
policies and structural measures. They agreed that capital flow man-
agement measures (CFMs), encompassing a number of prudential,
administrative and tax measures designed to influence inflows, are
squarely within the toolkit and could be used to address macroeconom-
ic and financial risks related to inflows. At the same time, Directors
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stressed that CFMs should not be used as a substitute for necessary
macroeconomic policy adjustment. Most Directors concurred that
CFMs should be employed when appropriate macroeconomic condi-
tions are in place, namely, if the exchange rate is not undervalued,
reserves are in excess of adequate prudential levels, the cyclical posi-
tion of the economy precludes monetary easing, and there is no scope
to tighten fiscal policy. Many Directors emphasized the need for flex-
ibility in the proposed framework, lest it result in an overly sequential
approach. A number of these Directors noted that CFMs may need to
be used simultaneously with macroeconomic measures. A number of
other Directors noted that countries should take due account of any
negative spillovers of CFMs, although a few Directors noted that evi-
dence on such spillovers is yet to be established.

A majority of the Board noted their broad endorsement
of the framework set forth in Box 1 and paragraphs 42-58 of the
paper,! which constitutes a first-round articulation of the Fund’s
institutional views on responses to manage capital inflows. This
framework would be intended to inform policy discussions with
all member countries facing large capital inflows and could evolve
over time based on experience gained. A number of these Directors
broadly supported Board consideration at a later stage on incorpo-
rating the framework into Fund surveillance. On the other hand, a
significant minority of the Board were opposed to incorporating the
framework into Fund surveillance, emphasizing that policymakers
need flexibility and discretion to adopt policies that they consider
appropriate to mitigate risks arising from large capital inflows, giv-
ing due regard to country-specific circumstances.

Directors welcomed staff work plans in related areas that
will enhance the comprehensiveness of policy discussions regard-
ing capital flows. This work will include analysis of policies in
source countries that give rise to capital flows and of capital ac-
count liberalization.

I Ed. Note: See “Recent Experiences in Managing Capital Flows—Cross Cutting
Themes and Possible Guidelines,” SM/11/30, Correction 1, March 15, 2011.
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BUFF/11/50,
March 31, 2011
The Acting Chair's Summing Up—
The Multilateral Aspects of Policies Affecting Capital Flows
Executive Board Meeting 11/109, November 14, 2011

Executive Directors welcomed the opportunity to discuss
the multilateral aspects of policies affecting capital flows, which
they saw as another important step in developing a comprehensive
perspective for the management of capital flows. Directors agreed
that national policies, including prudential frameworks, have the
potential to influence the riskiness of capital flows in a way that
can affect cross-border stability. They noted, however, that national
authorities may not fully appreciate the multilateral transmission
of their policies and may not often internalize their cross-border
effects.

Noting that policies of both source and recipient countries
play a role in reaping the benefits of capital flows while limiting
their risks, Directors concurred that national policymakers should
pay more attention to the multilateral transmission of their policies,
including with respect to prudential frameworks and monetary pol-
icy. In support of these efforts, Directors noted that the Fund, in ac-
cordance with its mandate, has an important role to play regarding
capital flows in its bilateral and multilateral surveillance, including
by monitoring global liquidity and cross-border flows, surveying
international spillovers, fostering a multilateral dialogue and policy
coordination over capital flows, and providing candid advice.

Directors agreed that before and during the crisis, short-
comings in regulation and supervision in source countries allowed
banks and other market participants to take excessive cross-border
risks that led to macrofinancial instability. More effective regula-
tory and supervisory policies in both source and recipient coun-
tries would help limit systemic stress, including its transmission via
capital flows. Directors agreed that improved national prudential
frameworks benefit all countries and the global system as a whole.
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Directors stressed that prudential policies should be strength-
ened on both the national and international levels. They noted that
completing and fully implementing the national and international
regulatory and supervisory reforms now underway and developing
new macroprudential frameworks will help reduce arbitrage oppor-
tunities and mitigate cross-border risks. Directors agreed that greater
cross-border coordination, including of macroprudential policies,
would help reduce the riskiness of capital flows. They called for more
analysis to fully understand the drivers of global systemic risk and
the implications for macroprudential policies and their coordination.

Directors concurred that the monetary policy of major cen-
tral banks affects capital flows to other economies. Most Directors
noted that, given the complicated transmission process, the case
for major central banks to proactively consider in their monetary
policy its multilateral effects is limited. Directors agreed that sound
prudential frameworks in source countries would help mitigate the
multilateral risks associated with global liquidity creation. A sig-
nificant minority of the Board called for considering exchange rate
flexibility in the analysis of recipient countries.

Most Directors agreed that the renewed interest in capital
flow management measures suggests that their multilateral impli-
cations warrant attention, as CFMs could transmit multilaterally
by increasing or decreasing capital flows to countries with similar
characteristics. Directors noted, however, the lack of firm empirical
evidence to date on the magnitude and direction of multilateral ef-
fects of CFMs. Most Directors agreed that a moderate use of CFMs
has few implications for the overall riskiness of capital flows and
global stability, noting, however, that CFMs, if they proliferate or
intensify, would have escalating global costs. A few Directors noted
that the likelihood that CFMs would proliferate is low, especially
since it did not happen at the height of the current crisis, and some
other Directors pointed to the importance of flexibility in recipient
countries’ policies to mitigate risks without stigma attached to the
use of particular instruments. Most Directors called on the Fund to
continue to monitor CFMs and a few Directors requested regular
publication of an overview of CFMs applied by countries.
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Directors welcomed the Fund’s work on capital flows. In this
connection, most Directors saw the elements in Box 6 of the staff
report [SM/11/277, October 13, 2011, p. 29] as a step in the right
direction, with a number of Directors asking for further specificity.
Looking forward, the next steps involve a paper on capital account
liberalization and net capital outflows that will examine among other
issues the multilateral effects of maintaining and liberalizing closed
capital accounts by large countries. Another paper will draw together
the previous, current, and planned work toward articulation of a com-
prehensive, balanced, and flexible Fund institutional view on policies
affecting capital flows, drawing on country experiences, and thereby
underpinning the provision of consistent and evenhanded policy ad-
vice, appropriate to country-specific circumstances.

BUFF/11/146,
November 18, 2011

The Acting Chair's Summing Up—
The Liberalization and Management of Capital Flows—
An Institutional View
Executive Board Meeting 12/105, November 16, 2012

Executive Directors welcomed the opportunity to consider
the proposal for a Fund institutional view on capital flows and poli-
cies related to them, in their meetings on November 7 and on Novem-
ber 16. They recognized that the institutional view builds on previous
Fund policy papers and Board discussions on capital flows, drawing
on country experiences and analytical work by Fund staff and others.

Most Directors agreed that the institutional view, as pre-
sented in SM/12/250, Revision 1, is comprehensive, flexible, and
balanced. They agreed that it provides a good basis for Fund policy
advice and, where relevant for bilateral and multilateral surveil-
lance, assessments on issues of liberalization and management of
capital flows. They stressed that this institutional view would need
to remain flexible and evolve over time to incorporate new expe-
rience and insights, also taking into account specific country cir-
cumstances, and to be reviewed periodically. A few Directors noted
therefore that adopting an institutional view at this stage would seem
premature and would have preferred further work and discussion.
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Many Directors emphasized that the role of source coun-
tries in capital flows should be adequately integrated into the insti-
tutional view. Directors underscored that the institutional view in no
way alters members’ rights and obligations under any international
agreements, including the Fund’s Articles. While recognizing that
the institutional view is fully described in the main text of the paper,
most Directors agreed that Box 3 offers a useful summary of its key
elements. Some Directors would, however, have liked to see in the
box a more comprehensive summary from the main text, as well as
more discussion in general of the risks associated with capital flows.

Capital Flow Liberalization

Directors noted that capital flows can have important benefits for
individual countries and for the global economy, including by en-
hancing financial sector competitiveness, facilitating productive
investment, and easing the adjustment of imbalances. At the same
time, the risks associated with the size and volatility of capital flows
and with premature liberalization should be clearly recognized.

Directors observed that a country’s net benefits from liberalization,
and therefore its appropriate degree of liberalization, would depend
on its specific circumstances, notably the stage of institutional and
financial development. Countries with extensive and long-standing
measures to limit capital flows could benefit from further liberaliza-
tion in an orderly manner. Directors agreed that there should be no
presumption, however, that full liberalization is an appropriate goal
for all countries at all times, although a number of them viewed
capital account liberalization as a worthy long-term goal for all
countries. A number of Directors highlighted the costs of maintain-
ing capital controls, both for the country itself and for other coun-
tries and the international system as a whole.

Directors emphasized that capital flow liberalization needs to be
well planned, timed, and sequenced, so as to minimize possible ad-
verse domestic and multilateral consequences. Most viewed the “in-
tegrated approach” to liberalization as appropriate, consistent with
countries’ individual circumstances, particularly their institutional
and financial development, and taking into account macroeconom-
ic and financial sector prudential policies. A number of Directors
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stressed the importance of a cautious approach to liberalizing capi-
tal flows, paying due attention to the potential risks, which can be
magnified if prerequisites are not adequately in place. Even where
adequate prerequisites are in place or in long-open economies, in-
cluding advanced economies which have drawn benefits from capi-
tal flows, the size and volatility of flows can pose risks to which
policymakers need to remain vigilant.

Managing Capital Flows

Directors noted that rapid inflow surges or disruptive outflows pose
policy challenges, notwithstanding the benefits of capital flows.
They underscored the importance of enhancing the economy’s re-
silience in normal times by implementing sound macroeconomic
policies, deepening financial markets, strengthening financial reg-
ulation and supervision, and improving institutional capacity. Di-
rectors also emphasized that macroeconomic policies—monetary,
fiscal, and exchange rate management—have to play a key role in
managing inflow surges or disruptive outflows, supported by sound
financial supervision and regulation and strong institutions.

Directors agreed that, in certain circumstances, capital flow man-
agement measures (CFMs), i.e., measures that are designed to limit
capital flows, can be useful and appropriate. These circumstances
include situations in which the room for macroeconomic policy ad-
justment is limited, or appropriate policies take undue time to be
effective. Directors stressed that CFMs should not substitute for
warranted macroeconomic adjustment. Directors generally agreed
that CFMs should seek to be targeted, transparent, and temporary,
being lifted once inflow surges abate or disruptive outflow pressures
subside, that CFMs should seek to avoid discriminating on the basis
of residency, and the least discriminatory measure that is effective
should be preferred. While most Directors expressed a preference
for avoiding discrimination between residents and non-residents, a
few Directors emphasized that when failure to differentiate between
residents and non-residents would render the policy ineffective,
residency-based measures may be justified. Directors concurred that
certain CFMs can continue to be useful over the longer term for safe-
guarding financial stability. For responding to disruptive outflows,
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most Directors shared the view that CFMs should generally be used
only in crisis situations or when a crisis is considered to be immi-
nent, and in combination with sound macroeconomic policies and
financial regulation.

Many Directors emphasized that both push and pull factors drive
capital flows and, therefore, that policies in countries that generate
large capital flows deserve adequate focus, in order to ensure a bal-
anced approach. Most Directors concurred that policies in source
countries play an important role in promoting the stability of the in-
ternational monetary system, and accordingly policymakers should
seek to better internalize the risks associated with their policies.
Indeed, policymakers in all countries need to take into account how
their policies may affect economic and financial stability in other
countries, and globally. Directors stressed that better cross-border
coordination of relevant policies, including at the regional level,
would help to mitigate the riskiness of capital flows.

Role of the Fund

Directors noted that the Fund’s legal framework for surveillance
has long recognized the importance of capital flows and policies
to manage them, even though the Fund’s mandate with respect to
international capital movements is more limited than that on pay-
ments and transfers for current international transactions. With this
in mind, most Directors noted that the Fund is well-placed to pro-
vide policy advice and, where relevant and in accordance with the
Integrated Surveillance Decision, assessments on issues related to
capital flows, in close cooperation with country authorities. Specifi-
cally, most Directors endorsed the proposal set forth in paragraph
60 of SM/12/250, Revision 1, for use of the institutional view in
policy advice and in bilateral and multilateral surveillance. More-
over, many Directors stressed the need for surveillance in important
source countries to assess properly the potential impact of policies
on cross-border capital flows. Directors emphasized that CFMs
maintained outside of the proposed institutional view would not be
considered measures that the Fund could require members to elimi-
nate as a condition for the use of Fund resources.
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Directors generally called on staff to continue to strengthen col-
laboration with other international organizations and institutions
involved in the design and promotion of international frameworks
in the area of capital flows, including on data issues. In particular,
they noted that the proposed institutional view could help the Fund
play a useful role in promoting a more consistent approach toward
the treatment of CFMs under other international agreements.

Directors underscored the importance of providing operational clar-
ity on the institutional view in a guidance note to staff, reflecting the
specific points of emphasis made by Directors, with a view to en-
suring effective, consistent, and evenhanded implementation. They
looked forward to an opportunity to be consulted prior to finaliza-
tion of the guidance note.

BUFF/12/125
November 29, 2012

The Acting Chair's Summing Up—

The Fund's Response to the 200708 Financial Crisis—
Stocktaking and Collaboration with the
Financial Stability Forum
Executive Board Meeting 08/88, October 6, 2008

Executive Directors welcomed the opportunity to take stock
of the Fund’s response to date to the international financial crisis that
began last year. The financial crisis is testing the resilience of the
global financial system. Directors commended the staff’s efforts to
assess unfolding developments through the GFSR and the WEO, and,
in collaboration with other international agencies, to identify mea-
sures that will strengthen national policy frameworks and the inter-
national financial system. They stressed the need for continued close
collaboration among national authorities, standard setters, interna-
tional financial agencies, and the private sector to deal with the crisis.

Directors noted that the Fund will have a key role to play
as the leading international institution for macrofinancial analysis,
with a global mandate and unique capacity to help prevent and re-
solve international financial crises and disseminate best practices.
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The Fund will need to be an articulate participant in the public de-
bate, while at the same time safeguarding and strengthening its role
as a confidential advisor to all its members.

Directors supported the recent increased focus of the Fund’s
surveillance and financial sector work on the policy challenges raised
by the financial crisis. They welcomed, in particular, the increased
attention paid to macrofinancial linkages and contagion risks, finan-
cial safety nets, and crisis preparedness and management. They also
emphasized that the Fund should give greater priority to assisting
members in identifying and remedying gaps in financial regulation
and supervision. Directors considered streamlined and risk-focused
FSAPs that are better integrated with Article IV consultations, along
with coordinated assessments of the GFSR and the WEO, to be key
instruments for the Fund’s enhanced financial sector work.

Directors concurred that the Fund and the Financial Sta-
bility Forum (FSF) have complementary and mutually reinforcing
roles. The FSF plays a key role by bringing together senior national
policymakers, international supervisory and regulatory agencies,
and central banks. The Fund, for its part, is uniquely placed to draw
synergies from its multilateral, regional, and bilateral surveillance
activities. The Fund is also best positioned to integrate financial
sector assessments with macroeconomic stability analyses, and to
encourage and disseminate best practices in the context of its bi-
lateral surveillance. Given the enhanced involvement of the Fund
and other institutions in financial sector work, many Directors saw
the need for a clearer multilateral framework for overarching mac-
rofinancial analysis and coordinated solutions, and suggested that,
given its near universal membership, the IMF should aim to provide
both the institutional and the analytical backing for such an effort.
These Directors suggested that the IMF could provide a platform
for members to work toward such a multilateral framework. Some
Directors stressed that the Fund should concentrate on its com-
parative advantage and enhance its crisis prevention instruments,
particularly surveillance, macrofinancial analysis, and monitoring
implementation of key standards and policy recommendations.

Directors were encouraged that Fund staff has been work-
ing closely with the FSF since its establishment, including through
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direct participation in FSF working groups, projects, and outreach
efforts. They saw merit in strengthening that collaboration and in
exploring concrete modalities for doing so, including with respect
to financial stability assessments and further exploiting opportuni-
ties for joint Fund/FSF outreach. In this context, the importance of
maintaining flexible and informal modalities was stressed.

Looking ahead, Directors stressed that the Fund should con-
tinue to enhance its work on financial stability and macrofinancial
linkages, consistent with its mandate and strategic priorities, and
focusing in areas where it adds most value and complements the
work of other institutions. They welcomed the ongoing efforts to
deepen the Fund’s expertise across a range of policy areas relevant
to macrofinancial stability. Directors noted that the Fund’s value
added stems both from in-house technical expertise in core financial
sector policy areas, and from the Fund’s capacity to put regulatory
and supervisory policy challenges into a broader macrofinancial sta-
bility context. Directors also emphasized that the Fund needs to bet-
ter integrate its country-specific surveillance with its regional and
global analyses, further sharpen its high-frequency market analyses
and stability assessments, and maintain an ongoing dialogue with
market participants in order to strengthen its early warning capa-
bilities. Many Directors reiterated the importance of addressing the
Fund’s financing role in the context of the current crisis in a timely
and flexible way, and called for accelerated progress toward a deci-
sion on a new liquidity instrument.

BUFF/08/148,
October 8, 2008

The Acting Chair's Summing Up—
IMF Membership in the Financial Stability Board
Executive Board Meeting 10/86, September 8, 2010

Executive Directors welcomed the opportunity to discuss
the proposal for Fund membership in the Financial Stability Board
(FSB). Directors noted that Fund staff had already been collabo-
rating informally but closely with the FSB’s predecessor, the Fi-
nancial Stability Forum, on a wide range of financial sector issues.
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They considered that the establishment of the FSB with its own
charter in 2009 provided an opportunity for the Fund, alongside the
other international financial institutions, to establish a more formal
basis for its participation in the work of the FSB.

Directors noted that the responsibilities of the Fund and
the FSB are distinct but closely related and complementary. They
considered that the Fund should continue to fulfill its responsibili-
ties as they are set out in the Articles of Agreement while the two
bodies should strive to minimize duplication and overlap in their
work. They stressed that the Fund should continue to take the lead
in surveillance over the international monetary system and analysis
of macrofinancial stability issues in its member countries. At the
same time, the Fund should also collaborate with the FSB to ad-
dress financial sector vulnerabilities and to develop and implement
strong regulatory, supervisory, and other policies in the interest of
financial stability.

Most Directors agreed that Fund membership in the FSB
would provide the most appropriate basis for effective cooperation
and collaboration between the two bodies. They noted that member-
ship would allow the Fund to build effectively on the relationship
that Fund staff had already established with the FSB, and to play
an important role in the FSB’s work. A number of other Direc-
tors, however, expressed reservations with this approach and called
for more discussion of other alternatives, including less formal ar-
rangements, such as observer status for the Fund or a bilateral mem-
orandum of understanding.

Directors underscored the importance of preserving the
Fund’s independence and accountability to its entire membership in
its future collaboration with the FSB. In approving the Fund’s ac-
ceptance of membership, they endorsed the understandings that are
set out in paragraph 23 of SM/10/221 and, in particular, emphasized
that the acceptance of membership in the FSB would not give rise
to any legal rights or obligations for the Fund, and the Fund would
reserve the right not to take part in the decision making of the FSB
where such participation would not be consistent with the Fund’s
legal or policy framework. In this connection, a number of Directors
expressed concern about the nature of the FSB’s non-cooperating
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jurisdictions (NCJs) process and its potential impact on the Fund’s
accountability to its membership, and stressed that Fund member-
ship in the FSB should not be seen as endorsement of possible FSB
initiatives to sanction NClJs.

Directors agreed that the Managing Director would guide
the Fund’s participation in the FSB based on consultations with
the Board, including on issues of strategic importance. In this con-
text, they took note of management’s intention to keep Directors
informed of the staff’s work in the FSB through regular updates.

BUFF/10/132,
September 16, 2010

Attachment !
Paragraph 23 of SM/10/221

23. In approving Fund membership in the FSB, the Executive
Board would need to clarify certain understandings that would
be communicated to the FSB. Similar to the approach that the Sec-
retariat of the OECD and the staff of the World Bank are taking in
respect to membership to the FSB, the Board would clarify:

* The acceptance of membership in the FSB will not give rise to any
legal rights or obligations for the Fund.

* Like other IFIs, the Fund will participate in the FSB in accordance
with its legal framework and policies, under Article 5(3) of the
FSB Charter.

* Accordingly, the Fund will reserve the right in specific circum-
stances not to take part in the decision making of the FSB where
such participation would not be consistent with its legal or policy
framework.

* In the event that the FSB reaches a decision by consensus that its
members would be expected to implement, the Fund will only be

I Ed. Note: The text of paragraph 23 of SM/10/221, August 11, 2010, is included
in this volume for the reader’s convenience.
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prepared to do so to the extent that, and for so long as, it is consis-
tent with its legal and policy framework.

These understandings could be set out in the summing up of the
Board discussion approving membership and communicated to the
FSB after the meeting.

IMF MEMBERSHIP IN THE FINANCIAL STABILITY BOARD

1. The Fund’s acceptance of membership in the Financial Stability
Board (the “Association”) is approved.

2. In approving the Fund’s acceptance of membership in the As-
sociation, it is understood that (i) the Fund will participate in the
Association in accordance with the Fund’s legal framework and
policies, (ii) the Fund will reserve the right not to take part in, or be
bound by, the decision making of the Association on policy-making
and related activities where such participation would not be con-
sistent with the Fund’s legal or policy framework, and (iii) if the
Association reaches a decision on a policy-related matter, the Fund
will only be prepared to support that decision to the extent that it is
consistent with the Fund’s legal and policy framework. (SM/13/44,
02/22/13)

Decision No. 15333-(13/23),
March 15, 2013

The Acting Chair s Summing Up—Sovereign Wealth Funds—
The Santiago Principles—Generally Accepted Principles and
Practices Developed by the International Working Group
Executive Board Meeting 08/87, October 3, 2008

Executive Directors commended the International Work-
ing Group of Sovereign Wealth Funds (IWG) for its intensive and
collaborative efforts, which have led to a consensus on a voluntary
set of generally accepted principles and practices (GAPPs)—also
known as the Santiago Principles. The Principles represent a sig-
nificant achievement by a group of 23 diverse countries with sover-
eign wealth funds (SWFs). Directors welcomed the professional role
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played by the Fund staff in facilitating, coordinating, and providing
secretarial support to the Group. They also appreciated the contribu-
tion by the OECD and the World Bank, and the engagement of re-
cipients of SWF investments to maintain an open investment regime.

Directors viewed the development of the Santiago Prin-
ciples as a good example of collaborative engagement between
countries with SWFs and the recipient countries. It is the first time
that SWFs have set out a comprehensive framework to guide their
institutional arrangements, governance structures, and investment
decisions. The Principles, together with the SWF survey conducted
by the Fund staff, also provide a useful point of reference for poli-
cymakers, financial markets, and the general public.

Directors stressed that the principles are voluntary in na-
ture, and that their implementation is subject to home country laws,
regulations, requirements, and obligations. Most Directors agreed
that the Santiago Principles appropriately recognize a number of
key elements. In particular, the Principles recognize the need for:

* First, sound and clear legal frameworks, and a governance
framework that ensures separation of responsibilities and promotes
operational independence in the management of SWFs and account-
ability, including through high-quality auditing and accounting
standards;

* Second, SWF operations to be conducted in compliance
with applicable regulatory and disclosure requirements in the coun-
tries in which they operate;

* Third, close coordination between the SWF’s activities
and macroeconomic policy formulation where the SWF’s activities
have direct domestic macroeconomic implications, and provision
of data to the government, or other relevant agencies, for inclusion
where appropriate in macroeconomic datasets;

* Fourth, the publication of relevant financial informa-
tion relating to the SWF to demonstrate its economic and financial
orientation;

* Fifth, investment decisions to be based on economic and
financial grounds;
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* Sixth, adequate risk management frameworks and regular
internal reporting of investment performance;

 Seventh, public disclosure of an SWF’s general approach
to voting securities of listed entities; and

* Eighth, regular review of the implementation of the San-
tiago Principles by the SWF or by its owner or governing bodies.

Most Directors believed that the implementation of the San-
tiago Principles by countries with SWFs will improve the under-
standing of SWF investment operations, and help alleviate concerns
raised by countries that are recipients of SWF investments. This will
help foster trust and confidence in the global operations of SWFs,
and strengthen an open environment for cross-border investments.
From the perspective of the SWF countries, the Principles provide
SWFs with strong incentives to hold themselves to high standards.
They will be helpful, in particular, in guiding the management of
countries’ fiscal and external surpluses through SWFs in a sound,
prudent, and accountable manner. In this way, the Principles should
help to further strengthen the stabilizing benefits that SWFs bring to
the global financial markets.

Notwithstanding the progress achieved, the IWG recog-
nizes the need to keep the Santiago Principles under review as
capital markets develop and sovereign institutional arrangements
evolve, and to work to further improve the Principles over time. In
particular, several aspects of the Principles could benefit from fur-
ther work, such as those relating to the provision of comprehensive
and reliable information about SWF activities, and potential risks
to investment operations and SWF balance sheets. In this respect, a
number of Directors encouraged SWFs to work toward public dis-
closure of their financial information, including annual reports and
ex post voting records. Some other Directors stressed the need to
ensure a level playing field vis-a-vis other institutional investors. A
few Directors also underscored that, to preserve full ownership of
the Principles by the SWFs, it will be important to continue with the
voluntary approach going forward.

The issue of how to monitor the implementation of the San-
tiago Principles remains to be agreed upon by the owners of SWFs.
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Directors welcomed the intention of the IWG to consider establish-
ing a Standing Group that could review the Principles and provide
a forum for the exchange of ideas among SWFs and with recipient
countries, as well as examine ways in which aggregate information
on SWF operations could be collected and made available to the
public. If established, it will be important for the Standing Group
to take full cognizance of the relevance of the macroeconomic and
financial stability perspectives in its work.

Directors stressed the importance of clear and nondiscrimi-
natory policies by recipient countries toward SWF investments.
They welcomed the progress being made by the OECD in this area,
and encouraged continued dialogue and coordination between the
OECD and SWFs. Directors also noted that several countries with
SWFs are also becoming recipients of investments from other SWF
countries. They looked forward to the guidelines by the OECD for
recipient countries.

Most Directors agreed that the Fund staff should continue
to play a constructive role in support of the work of the IWG. Most
Directors also felt that the Fund staff can play a helpful role in fa-
cilitating the activities of the Standing Group once it is established.
Some Directors emphasized, however, that, in the current tight bud-
getary environment facing the Fund, staff resources should remain
focused on strategic priorities. A few Directors suggested that the
possible modalities of future Fund involvement should be worked
out in light of the experience gained with the Standing Group, and
with the updated guidelines for recipient countries.

BUFF/08/151,
October 9, 2008

Governance Issues and Military Expenditures

The Role of the Fund in Governance Issues—Guidance Note
EBS/97/125, July 2, 1997

1. Introduction

1. Reflecting the increased significance that member countries
attach to the promotion of good governance, on January 15, 1997,
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the Executive Board held a preliminary discussion on the role of
the Fund in governance issues, followed by a discussion on May
14, 1997 on guidance to the staff.! The discussions revealed a
strong consensus among Directors on the importance of good gov-
ernance for economic efficiency and growth.? It was observed that
the Fund’s role in these issues had been evolving pragmatically as
more was learned about the contribution that greater attention to
governance issues could make to macroeconomic stability and sus-
tainable growth in member countries. Directors were strongly sup-
portive of the role the Fund has been playing in this area in recent
years through its policy advice and technical assistance.

2. The Fund contributes to promoting good governance in mem-
ber countries through different channels. First, in its policy advice,
the Fund has assisted its member countries in creating systems that
limit the scope for ad hoc decision making, for rent seeking, and
for undesirable preferential treatment of individuals or organiza-
tions. To this end, the Fund has encouraged, inter alia, liberaliza-
tion of the exchange, trade, and price systems, and the elimination
of direct credit allocation. Second, Fund technical assistance has
helped member countries in enhancing their capacity to design and
implement economic policies, in building effective policymaking
institutions, and in improving public sector accountability. Third,
the Fund has promoted transparency in financial transactions in the
government budget, central bank, and the public sector more gener-
ally, and has provided assistance to improve accounting, auditing,
and statistical systems in all these ways, the Fund has helped coun-
tries to improve governance, to limit the opportunity for corruption
and to increase the likelihood of exposing instances of poor gover-
nance, in addition, the Fund has addressed specific issues of poor
governance, including corruption,® when they have been judged to
have a significant macroeconomic impact.

! The Interim Committee Declaration of September 26, 1996 on Partnership for
Sustainable Global Growth also attached particular importance “to promoting
good governance in all its aspects.”

2 Concluding Remarks by the Chairman, SUR/97/48 (5/21/97).

3 Corruption could be defined as the abuse of public office for private gain, a
definition also used by the World Bank.
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3. Building on the Fund’s past experience in dealing with gov-
ernance issues and taking into account the two Board discussions,
the following guidelines seek to provide greater attention to Fund
involvement in governance issues, in particular through:

* a more comprehensive treatment in the context of both Article
IV consultations and Fund-supported programs of those governance
issues that are within the Fund’s mandate and expertise;

* a more proactive approach in advocating policies and the de-
velopment of institutions and administrative systems that aim to
eliminate the opportunity for rent seeking, corruption, and fraudu-
lent activity;

* an evenhanded treatment of governance issues in all member
countries; and

* enhanced collaboration with other multilateral institutions, in
particular the World Bank, to make better use of complementary
areas of expertise.

11. Guidance for Fund Involvement
Responsibility for good governance

4. The responsibility for governance issues lies first and foremost
with the national authorities. The staff should, wherever possible, build
on the national authorities’ own willingness and commitment to address
governance issues, recognizing that staff involvement is more likely to
be successful when it strengthens the hands of those in the government
seeking to improve governance. However, there may be instances in
which the authorities are not actively addressing governance issues of
relevance to the Fund. In such circumstances, the staff should raise
their specific concerns in this regard with the authorities and point out
the economic consequences of not addressing these issues.

Aspects of governance of relevance to the Fund

5. Many governance issues are integral to the Fund’s normal
activities. The Fund is primarily concerned with macroeconomic
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stability, external viability, and orderly economic growth in member
countries. Therefore, the Fund’s involvement in governance should
be limited to economic aspects of governance. The contribution that
the Fund can make to good governance (including the avoidance
of corrupt practices) through its policy advice and, where relevant,
technical assistance, arises principally in two spheres:

* improving the management of public resources through reforms
covering public sector institutions (e.g., the treasury, central bank,
public enterprises, civil service, and the official statistics function),
including administrative procedures (e.g., expenditure control, bud-
get management, and revenue collection);

* supporting the development and maintenance of a transparent
and stable economic and regulatory environment conducive to ef-
ficient private sector activities (e.g., price systems, exchange and
trade regimes, banking systems and their related regulations).

6. Within these areas of concentration, the Fund should focus
its policy advice and technical assistance on areas of the Fund’s tra-
ditional purview and expertise. Thus, the Fund should be concerned
with issues such as institutional reforms of the treasury, budget
preparation and approval procedures, tax administration, account-
ing, and audit mechanisms, central bank operations, and the offi-
cial statistics function. Similarly, reforms of market mechanisms
would focus primarily on the exchange, trade, and price systems,
and aspects of the financial system. In the regulatory and legal ar-
eas, Fund advice would focus on taxation, banking sector laws and
regulations, and the establishment of free and fair market entry
(e.g., tax codes and commercial and central bank laws). In other
areas, however, where the Fund does not have a comparative advan-
tage (e.g., public enterprise reform, civil service reform, property
rights, contract enforcement, and procurement practices), the Fund
would continue to rely on the expertise of other institutions, espe-
cially the World Bank. But, consistent with past practice, policies
and reforms in these areas could, as appropriate, be part of the Fund
staff’s policy discussions and conditionality for the Fund’s financial
support where those measures were necessary for the achievement
of program objectives.
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7. Although it is difficult to separate economic aspects of gov-
ernance from political aspects, confining the Fund’s involvement in
governance issues to the areas outlined above should help establish
the boundaries of this involvement. In addition, general principles
that are more broadly applicable to the Fund’s activities should also
guide the Fund’s involvement in governance issues. Specifically,
the Fund’s judgments should not be influenced by the nature of a
political regime of a country, nor should it interfere in domestic or
foreign politics of any member. The Fund should not act on behalf
of a member country in influencing another country’s political ori-
entation or behavior. Nevertheless, the Fund needs to take a view on
whether the member is able to formulate and implement appropriate
policies. This is especially clear in the case of countries implement-
ing economic programs supported by the Fund from the guidelines
on conditionality that call on Fund management to judge that “the
program is consistent with the Fund's provisions and policies and
that it will be carried out.”" As such, it is legitimate for manage-
ment to seek information about the political situation in member
countries as an essential element in judging the prospects for policy
implementation.

The criteria for Fund involvement

8. The Fund’s mandate and resources do not allow the insti-
tution to adopt the role of an investigative agency or guardian of
financial integrity in member countries, and there is no intention
to move in this direction. The staff should, however, address gov-
ernance issues, including instances of corruption, on the basis of
economic considerations within its mandate.

9. In considering whether Fund involvement in a governance
issue is appropriate, the staff should be guided by an assessment
of whether poor governance would have significant current or po-
tential impact on macroeconomic performance in the short and
medium term, and on the ability of the government to credibly
pursue policies aimed at external viability and sustainable growth.
The staff could draw upon comparisons with broadly agreed best

! Guidelines on Conditionality, Decision No. 6056-(79/138), paragraph 7.
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international practices of economic management to assess the need
for reforms.

10. As regards possible individual instances of corruption,
Fund staff should continue raising these with the authorities in
cases where there is a reason to believe they could have signifi-
cant macroeconomic implications, even if these effects are not pre-
cisely measurable. Such implications could arise either because the
amounts involved are potentially large, or because the corruption
may be symptomatic of a wider governance problem that would
require changes in the policy or regulatory framework to correct.
Instances could include, for example, the diversion of public funds
through misappropriation, tax (including customs) fraud with the
connivance of public officials, the misuse of official foreign ex-
change reserves, or abuse of powers by bank supervisors that could
entail substantial future costs for the budget and public financial
institutions. Corrupt practices could also occur in other government
activities, including the regulation of private sector activities that
do not have a direct impact on the budget or public finances, such as
ad hoc decisions made in relation to the regulation of foreign direct
investment. Such practices would be counter to the Fund’s general
policy advice aimed at providing a level playing field to foster pri-
vate sector activity.

11. Instances of corruption that do not meet the threshold of
having significant macroeconomic implications are best addressed
through the Fund’s efforts to promote transparency and remove un-
necessary regulations and opportunities for rent seeking—consistent
with the broad principles that apply to other issues of economic
governance. Staff recommendations could include improvements in
government management processes and systems that would have
the beneficial side effect of preventing a recurrence of corrupt prac-
tices, or advice to the authorities to seek the assistance of competent
institutions for advice in these areas.

The modalities of Fund involvement in governance issues

12. Governance issues are relevant to all member countries al-
though the problems differ depending on the economic systems,
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institutions, and the economic situation. The mode of Fund involve-
ment will have implications for the manner in which governance
concerns are addressed by staff in different member countries.
Nonetheless, whatever the mode of involvement, the Fund’s main
contribution to improving governance in all countries—both coun-
tries receiving financial support from the Fund and other countries—
will continue to be through support for policy reforms that remove
opportunities for rent-seeking activities and through sustained ef-
forts to help strengthen institutions and the administration capacity
in member countries.

Article IV consultation discussions

13. In Article IV consultation discussions, the staff should be
alert to the potential benefits of reforms that can contribute to the
promotion of good governance (e.g., reduced scope for general-
ized rent seeking, enhanced transparency in decision making and
budgetary processes, reductions in tax exemptions and subsidies,
improved accounting and control systems, improvements in sta-
tistical dissemination practices, improvements in the composition
of public expenditure, and accelerated civil service reform). The
potential risks that poor governance could adversely affect private
market confidence and, in turn reduce private capital inflows and
investment—even in countries enjoying relatively strong growth
and private capital inflows—should also be brought to the atten-
tion of the authorities. Fund policy advice should also make use of
the broad experience of countries with different economic systems
and institutional practices and be based on the broadly agreed best
international practices of economic management, and on the prin-
ciples of transparency, simplicity, accountability, and fairness. In
the case of international transactions that involve corruption, the
staff should pay equal attention to both sides of corrupt transac-
tions and recommend that such practices be stopped if they have
the potential to significantly distort economic outcomes (e.g., the
tax deductibility of bribes in member countries or certain opera-
tions of official agencies). Where poor governance with a signifi-
cant economic impact is evident and brought to the staff’s attention
in its surveillance activities, the staff should discuss the issue with
the authorities.
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Use of Fund resources

14. While the policy advice indicated above in relation to Ar-
ticle IV consultations is also relevant in the case of Fund-supported
programs, the need to safeguard the Fund’s resources must also be
taken into account.

15. The use of conditionality related to governance issues ema-
nates from the Fund’s concern with macroeconomic policy design
and implementation as the main means to safeguard the use of Fund
resources. Thus, conditionality, in the form of prior actions, perfor-
mance criteria, benchmarks, and conditions for completion of a re-
view, should be attached to policy measures including those relating
to economic aspects of governance that are required to meet the ob-
jectives of the program. This would include policy measures which
may have important implications for improving governance, but are
covered by the Fund’s conditionality primarily because of their di-
rect macroeconomic impact (e.g., the elimination of tax exemptions
or recovery of nonperforming loans). While the Fund staff should
rely on other institutions’ expertise in areas of their purview (e.g.,
public enterprise reform by the World Bank), it could nevertheless
recommend conditionality in these areas if it considers that mea-
sures are critical to the successful implementation of the program.

16. Weak governance should be addressed early in the reform
effort. Financial assistance from the Fund in the context of comple-
tion of a review under a program or approval of a new Fund arrange-
ment could be suspended or delayed on account of poor governance,
if there is reason to believe it could have significant macroeconomic
implications that threaten the successful implementation of the pro-
gram, or if it puts in doubt the purpose of the use of Fund resources.
Corrective measures that at least begin to address the governance
issue should be prior actions for resumption of Fund support and,
if necessary, certain key measures could be structural benchmarks
or performance criteria. Examples of such measures include recu-
peration of foregone revenue and changes in tax or customs admin-
istration. The staff would need to exercise judgment in assessing
whether the actions adopted by the authorities were adequate to ad-
dress the governance concerns; as in the case of other policies in
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which the track record is weak and the commitment of the authori-
ties is in doubt, it may be appropriate in some circumstances to call
for a period of monitoring prior to a resumption of financial sup-
port. The authorities’ policy response could also entail changes in
management in public institutions and, as appropriate, the removal
of individuals from involvement in particular operations where cor-
ruption had occurred, and efforts to recover government funds that
have been misappropriated. The staff must, of course, be mindful
of the need to avoid action prejudicial to any related domestic legal
processes in a particular case.

Technical assistance

17. The Fund’s technical assistance programs should continue
to contribute to improving economic aspects of governance. This
would apply to areas of Fund expertise, including budget manage-
ment and control, tax and customs administration, central bank laws
and organization, foreign exchange laws and regulations, and mac-
roeconomic statistical systems and dissemination practices. In these
areas, technical assistance missions should bring to the attention of
the authorities areas in which procedures and practices fall short of
best international practices.

Identification of governance problems

18. In the context of Article IV consultations, program negotia-
tions, and technical assistance missions, the staff should be alert to
aspects of poor governance that would influence the implementa-
tion and effectiveness of economic policies and private sector ac-
tivities. For example, this could be related to a weak and poorly
remunerated civil service, which could be addressed through civil
service reforms encompassing a restructuring or selective increase
in pay scales or the process and transparency of the privatization
process. The staff should also pay attention to inconsistencies or
improbabilities in the various data and accounts in member coun-
tries. For instance, tax collection might fall short of the expected
potential yields as a result of weak administration of tax laws, pro-
cedural complexities or the widespread abuse of exemptions. The
staff should bring data inconsistencies that are not judged to be the

99



SELECTED DECISIONS AND SELECTED DOCUMENTS

result of problems in statistical collection and compilation to the
attention of the authorities. The staff should also advise that greater
transparency in macroeconomic policy implementation could help
build private sector confidence in government policies, for exam-
ple, the consolidation of all extra budgetary accounts within the
budget, the early publication of the budget, and early reporting on
the outcome at the end of the fiscal year.

19. It is recognized that there are clear practical limitations to
the ability of the staff to identify deficiencies in governance. The
availability, quality, and reliability of information are likely to be im-
portant factors affecting Fund involvement in corruption cases. The
staff should continue to rely on information provided by the authori-
ties. If inconsistencies in public accounts and reports suggest that a
problem exists, the staff should, in the first instance, raise the issue
with the authorities. In its endeavor to seek information, the staff may
need to be prepared to face some tension in the working relationship
with country authorities in specific cases potentially involving cor-
rupt practices. The staff may also point out that, in an atmosphere of
widespread rumors of corrupt practices, and where the rumors have
some genuine credence, an independent audit may be desirable to
address such concerns. If the staff considers that further information
is required to resolve an issue that has a significant macroeconomic
impact, it may be appropriate to make use of information from third
parties, including other international organizations and donors. In
view of the confidential nature of the information obtained by the
staff from member countries, staff enquiries will need to be handled
with due discretion and regard for the sensitive nature of the issue.

Coordination with bilateral donors and other multilateral institutions

20. The Fund should collaborate with other multilateral institu-
tions and donors in addressing economic governance issues. Rec-
ognizing that the interests of these bodies are more diverse than the
Fund’s—ranging from political aspects of governance to specific
project-related issues—the Fund staff should exercise indepen-
dent judgment in formulating policy advice. In addition, the staff
should focus its analysis and technical assistance only on those is-
sues that are within its expertise. However, as noted in paragraph 6,
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conditionality may apply to measures to address governance con-
cerns in areas outside the Fund staff’s expertise. Fund staff should
also keep abreast of changes in the policies of partner organizations
and specific efforts in member countries on governance issues. This
should include the activities of partner organizations, particularly
the World Bank, in addressing governance issues in areas which are
outside Fund staff’s competence but nonetheless important for the
achievement of the economic policies advocated by the Fund (e.g.,
the reliable enforcement of contracts).

21. Given the commonality of interest with other multilateral
institutions, the Fund should seek to strengthen its collaboration on
issues of governance with them, and in particular with the World
Bank. This should include, especially when requested by the au-
thorities concerned, coordination of action to improve governance.

22. As regards bilateral donors, it is useful to distinguish two
different cases in which donor responses to economic and noneco-
nomic governance issues affect the Fund’s relations with its mem-
bers, although in practice there is seldom a clear separation between
such economic and noneconomic aspects:

* In cases where bilateral donors or creditors withhold or interrupt
external support because of concern over political and/or economic
aspects of governance, the Fund should have an independent view on
the economic implications. The Fund staff should examine whether
these issues have a direct and significant impact on macroeconomic
developments in the short or medium term. If this is the case, the
staff should seek to assist the member country concerned through
policy advice and technical assistance in areas of its expertise and
coordinate as appropriate with donors with a view to helping to
address the governance issues before recommending provision of
Fund financial support. If this is not the case, but donors continue
to withhold support, the staff should seek to assist the authorities in
reformulating a program with greater internal adjustment to com-
pensate for reduced external financing, paying due regard to the
medium-term sustainability in the absence of a resumption of exter-
nal assistance. If this were not feasible because of a lack of financ-
ing assurances, i.e., adequate external financing for the reformulated
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program is not in place, as a last resort, the staff should recommend
that the Fund withhold its own financial support but continue to
provide technical assistance support.

* In cases where governance issues significantly affect short- or
medium-term economic developments but donors and creditors
continue their financial assistance to the country concerned and
do not assist the government in improving governance, Fund staff
nevertheless has an independent responsibility for raising the gov-
ernance issue with the authorities and for reporting to the Board
on this issue. There may be occasions when the Fund staff may
raise its concerns with donors and creditors, including at consulta-
tive group meetings and in round tables. But these instances would
need to be addressed with care with the guidance of the Board and
due regard to the confidential nature of such information. There are
clear limitations to what the Fund’s contribution to improvements
in governance in member countries can achieve without the active
support from the rest of the international community.

Reporting to the Executive Board

23. The Executive Board will be kept informed about devel-
opments in significant cases involving governance issues and will
have the opportunity to comment on the operation of these guide-
lines as country cases are brought forward. In addition, there will be
a periodic review by the Executive Board of the Fund’s experience
in governance issues.

Concluding Remarks by the Acting Chairman—DMilitary Expenditure
and the Role of the Fund
Executive Board Meeting 91/138, October 2, 1991

During the discussions on the World Economic Outlook,
Directors touched on the issue of military spending in the context
of the need to raise global savings and to help meet new invest-
ment demands. The scale of global resources devoted to military
spending—estimated at nearly 5 percent of world GDP—underscores
its importance. In the more recent discussion on Military Expenditure
and the Role of the Fund, most Directors indicated that as military

102



EXCHANGE ARRANGEMENTS AND SURVEILLANCE

expenditures can have an important bearing on a member’s fiscal
policy and external position, information about such expenditures
may be necessary to permit a full and internally consistent assess-
ment of the member’s economic position and policies. At the same
time, Directors emphasized that national security, and judgments
regarding the appropriate level of military expenditures required to
assure that security, were a sovereign prerogative of national govern-
ments and were not in the domain of the work of the Fund.

While many Directors saw a limited, albeit important, role
for the Fund in the collection and analysis of data on military spend-
ing, a number questioned the role of the Fund in this area. Since the
collection of data from all members in the context of Article IV
consultations requires the cooperation of members, Directors felt it
important, in light of the diverse views expressed during this meet-
ing, to find a common ground that commands a wide degree of sup-
port. This common ground should be based on the Fund’s mandate
in the Articles.

In the context of the Fund’s surveillance responsibilities,
the staff needs to request of members certain data to provide the
analytic basis for an effective assessment of members’ macroeco-
nomic policies. At a minimum and for all members, aggregate data
which include fiscal expenditures (including off-budget accounts),
international trade, and external assets and liabilities, must be re-
ported fully to the Fund. These data should therefore encompass
military transactions, even if not separately identified. It has been
the policy and practice of the Fund staff to seek comprehensive
macroeconomic data for this purpose. In those instances when in-
consistencies in data suggested significant reporting gaps, Fund
staff has informed the Board and supplemented data from the au-
thorities to the extent possible with data from other sources. Most
Directors agreed that the Fund staff should enhance its work to
improve the comprehensiveness, comparability, and timeliness of
such data reported by authorities.

As military spending is a highly sensitive area, however,
several Directors expressed concern about the degree of data disag-
gregation that might be requested by the staff. In the past, the staff
has generally requested, or been offered by authorities of members
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countries, more detailed information on the breakdown of govern-
ment expenditures, either on a national or fiscal accounts basis,
which have been part of the documentation in staff reports. Such
disaggregation, say, as between consumption and capital items,
may be necessary in order fully to assess growth prospects and ex-
ternal viability. The staff will continue to request a breakdown of
government expenditures, but still at a highly aggregated level, in
the context of the Article [V consultation process in order to assess
the consistency and sustainability of a member’s policies. The staff
will continue to rely on the voluntary cooperation of the authorities
in the submission of data. Data deficiencies, which were thought
to impair the ability to assess a member’s economic position and
prospects and to conduct meaningful policy discussions, would be
brought to the attention of the Board in the manner in which such
data deficiencies are normally so reported. Directors agreed that
data on military expenditures should not serve as a basis for estab-
lishing performance criteria or similar conditions associated with
Fund-supported programs.

Countries, when contemplating downsizing their military
establishments, may wish to be assisted by the staff in assessing
the possible effects of such downsizing on macroeconomic perfor-
mance. In such cases, the authorities may wish to provide such data
as would permit more detailed economic analysis and facilitate eco-
nomic policy discussions. The Fund staff would work closely with
Bank staff in these cases on the structural issues associated with
shifting domestic resources to other uses.

The macroeconomic effects of military spending could also
be analyzed from a regional and global perspective in the WEO.

Surveillance Procedures

SURVEILLANCE PROCEDURES—IMPLEMENTATION OF THREE-MONTH PERIOD

The Executive Board approves the proposed method of ap-
plying the three-month rule for implementing the procedures for
surveillance, set forth in EBD/83/161, 6/3/83.

Decision No. 7427-(83/83),
June 8, 1983
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Attachment
EBD/83/161

The document entitled “Surveillance over Exchange Rate
Policies,” attached to Decision No. 5392-(77/63), includes certain
Procedures for Surveillance. Of these, Procedure II states that “Not
later than three months after the termination of discussions between
the member and the staff, the Executive Board shall reach conclu-
sions and thereby complete the consultation under Article IV.” This
three—month period begins from the last day of discussions between
the authorities and the staff mission and it is counted off on a calen-
dar basis. Accordingly, the first Board day (viz., Monday, Wednes-
day, or Friday) upon the completion of the three-month period is
regarded as the deadline for Executive Board discussion. Some-
times Executive Board consideration and completion of the Article
IV consultation are delayed beyond the three-month deadline (see
SM/83/43, 3/1/83, pages 29-30), and in such cases, Board approval
is usually sought on a lapse-of-time basis for an extension of the
period. The procedure is administered flexibly in the sense that if
Board discussion is scheduled just one or two Board days after the
deadline, the three—month waiver paper seeking Board approval is
not necessarily circulated.

However, there are certain periods during the year when
Board meetings would normally be avoided for the convenience of
Executive Directors. For example, in 1983 Board meetings were not
scheduled in the weeks of February 7-11 and April 25-29 because
of Interim and Development Committee meetings, respectively.
For the same reason, Board meetings are not likely to be scheduled
during August 8-19, 1983 because of the informal Board recess
and during approximately September 16—30 because of the Annual
Meetings and ancillary meetings, including caucus meetings. It
would be appropriate and convenient to recognize these recurrent
and normal gaps in the Board’s schedule when applying the three-
month rule. Accordingly, if a three-month deadline falls in a period
such as one of those mentioned above when a Board meeting would
normally not be scheduled, the Friday of the week immediately fol-
lowing such a period would be regarded as the applicable deadline
for the purposes of the rule. ...
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Summing Up by the Chairman—Biennial Review of the
Implementation of the Fund's Surveillance over Members’ Exchange
Rate Policies and of the 1977 Surveillance Decision,; and Transmittal
of Fund Documents to Other International Organizations
Executive Board Meeting 97/30, March 28, 1997

Directors expressed broad satisfaction with current surveil-
lance procedures and emphasized that the principle of annual con-
sultations represented a cornerstone in ensuring the continuity of
Fund surveillance. At the same time, Directors recognized the need
for flexibility in Fund procedures to ensure an effective focus of
Fund surveillance, particularly in the context of the Fund’s strained
resources. In considering the proposals contained in my BUFF
statement on consultation cycles, Directors encouraged flexibility
regarding consultation frequency, mission size and documentation,
particularly in cases where economic developments appeared to be
on a positive track. In particular:

Directors generally agreed that greater use should be made
of longer consultation cycles to allow for redirecting resources to-
ward priority areas. They agreed that the staff and management,
on the basis of criteria suggested in my BUFF statement, should
periodically identify those countries for which annual consultations
will be held and those countries for which consultations were not
expected to be held within the next year. In cases of consultations
on a longer than annual cycle, the Executive Director for the coun-
try concerned would, of course, be consulted, and the consent of the
member would be needed.

ARTICLE IV CONSULTATION DOCUMENTATION—RECENT ECcoNoMmiIC
DEVELOPMENTS

Article IV consultation documentation shall no longer in-
clude Recent Economic Development reports. Instead, the staff
could incorporate, as needed, the appropriate information on recent
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economic developments in a Selected Issues paper as analytical
background for key policy issues.

Decision No. 12661-(02/6),
January 22, 2002

BILATERAL SURVEILLANCE—IMPLEMENTATION OF THE DECISION—
TRANSITIONAL ISSUES

In the context of the application of the Decision No. 13919-
(07/51) (the 2007 Surveillance Decision), which came into effect
on June 15, 2007, there are essentially three categories of countries.
With reference to those, the following treatment is provided for:

Category 1: Countries for which consultations have been concluded
by the Executive Board as of June 29, 2007, including Madagascar
and Kazakhstan. Such cases will stand as “Article IV Consultations
Concluded” under the 1977 Surveillance Decision.

Category 2: Countries for which missions commence after June 15,
2007. In such cases the 2007 Surveillance Decision shall apply.

Category 3: Other countries for which, as of June 15, 2007, the pro-
cess has commenced and consultations are at different stages before
their completion, e.g., (i) mission discussions have been completed;
(i) staff papers are under preparation after the completion of the
mission; or (iii) staff papers have already been circulated to the
Board. Such cases will be re-examined by staff and Management
and if, with respect to a member in this category, the Managing
Director, after informing the Executive Director for the member
concerned, informs the Executive Board that, in his view:

(a) there are no grounds for concern as to whether the member’s
external position is in a state of external stability or as to whether
its policies are promoting external stability, the staff report for that
member may be taken up for discussion in the Executive Board
without further discussion by staff with the relevant member, and
the Executive Board will complete that consultation and reach con-
clusions in accordance with the provisions of the 2007 Surveillance
Decision; or
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(b) there are grounds for concern as to whether the member’s
external position is in a state of external stability or as to whether
its policies are promoting external stability, either (i) additional dis-
cussions will be required between staff and the member, the modali-
ties of which will be determined in consultation with the member,
or (ii) if the member so requests, a fresh full range of consultation
discussions will take place, and the Executive Board will complete
that consultation and reach conclusions in accordance with the pro-
visions of the 2007 Surveillance Decision. (SM/07/222, Sup. 1,
6/29/07)

Decision No. 13941-(07/56),
June 29, 2007

GUIDELINES ON MINIMUM CIRCULATION PERIODS FOR EXECUTIVE BOARD
DOCUMENTS—AMENDMENT

1. Staff reports for Article IV consultations with members shall be
subject to a minimum circulation period of two weeks for all mem-
bers. The Guidelines on Minimum Circulation Periods for Executive
Board Documents, EBD/97/66, Sup. 2 are amended accordingly.

2. The circulation period provided for in Paragraph 1 will apply to
all Article IV consultations for which staff reports are issued after
the effective date of this decision. (EBD/09/8, 1/27/09)

Decision No. 14260-(09/11),
February 3, 2009

LAPSE oF TIME PROCEDURES FOR ARTICLE IV CONSULTATIONS

1. The completion of an Article IV consultation on a lapse of time
basis may be proposed by the Managing Director with the approval
of the Executive Director for the member concerned, or by the Ex-
ecutive Director for the member concerned, in accordance with the
procedures set forth herein.

2. Eligibility: (a) Subject to 2(b) below, the lapse of time procedure
would be proposed for Article IV consultations where the following
conditions apply: (i) there are no acute or significant risks, or general
policy issues requiring Board discussion; (ii) policies or circumstances
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are unlikely to have a significant regional or global impact in the near
term; (iii) in the event a parallel program review is being completed,
it is also being completed on a lapse of time basis; and (iv) the use of
Fund resources is not under discussion or anticipated.

(b) The lapse of time procedure for an Article IV consultation will
not be proposed where: (i) the last Article IV consultation was
concluded on a lapse of time basis; (ii) more than 24 months has
elapsed since Board discussion of an Article IV consultation; or (iii)
the country is on a 24-month consultation cycle and has not been
considered by the Executive Board under a program review in the
preceding twelve months.

3. Procedures for Proposing Lapse of Time for Article IV
Consultations:

(a) By the Managing Director: On the basis of the eligibility criteria
set forth in paragraph 2 above, a judgment would be made by the
Managing Director on whether a country meets the eligibility crite-
ria. If the criteria are met, the Managing Director, with the approval
of the Executive Director for the member concerned, would pro-
pose completion of an Article IV consultation on lapse of time at the
time the staff paper is circulated to the Executive Board. The cover
memorandum for the circulated staff paper will: (i) include a dead-
line for Executive Directors to object to a proposal by the Managing
Director for lapse of time completion that is consistent with para-
graph 4 below; (ii) specify the date upon which the decision will
become effective if no objection to the proposal for lapse of time
is received; (iii) specify a reserved date, consistent with minimum
circulation periods for Article IV consultations, for discussion if an
Executive Director objects to the proposal for lapse of time consid-
eration; and (iv) explain the reasons why lapse of time completion
is warranted. Should the Managing Director judge that a member
meets the lapse of time criteria, but the Executive Director for the
member concerned does not approve, the cover memorandum circu-
lating the staff paper would include a notation to this effect.

(b) By the Executive Director for the Member Concerned: On the
basis of the eligibility criteria set forth in paragraph 2 above, the
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Executive Director for the member concerned may propose the
completion of an Article IV consultation by lapse of time no more
than two business days after the issuance of the staff paper to the
Executive Board, and preferably, as soon as possible after the cir-
culation of the staff paper. The Executive Director’s notification
will: (i) include a deadline for Executive Directors to object to the
proposal by the Executive Director for the member concerned for
lapse of time completion that is consistent with paragraph 4 be-
low; (ii) specify the date upon which the decision will become ef-
fective if no objection to the proposal for lapse of time is received;
(ii1) specify a reserved date, consistent with minimum circulation
periods for Article IV consultations, for discussion if an Execu-
tive Director objects to the proposal for lapse of time consider-
ation; and (iv) explain the reasons why lapse of time completion
is warranted.

4. Objections: An Executive Director may object to a proposal for
lapse of time consideration up to two business days before the end
of the lapse of time period. A Director need not announce the rea-
sons for an objection, but would be expected to inform the Execu-
tive Director for the member concerned of those reasons.

5. Effective Date: If no objection is received to a proposal for lapse
of time completion of an Article IV consultation, the decision re-
cording the completion of the Article IV consultation will be re-
corded in the minutes of the next Board meeting with effect on the
date of effectiveness stated in the cover note described in paragraph
3(a) or 3(b) above.

6. Review: A review of the lapse of time procedures for Article IV
consultations is expected to be conducted 12 months after the date
of the effectiveness of this Decision.

7. Transitional Provisions and Repeal of Earlier Procedures:
(a) The provisions of this Decision concerning lapse of time proce-

dures for Article IV consultations shall apply to staff reports issued
following the date of the effectiveness of this Decision.
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(b) The “Procedures for Completion of Article IV Consultations on
a Lapse of Time Basis” set forth in SM/96/214, Supp. 1, 11/6/96 are
hereby repealed.

Part A of Decision No. 14766-(10/115), November 29, 2010,
as amended by Decision No. 15207-(12/74),
July 19, 2012

ARTICLE IV CoNSULTATION CYCLES

This Decision is adopted pursuant to Article IV, Sections 3
(a) and (b) of the Fund’s Articles. It establishes a framework for the
periodicity of consultations between the Fund and each member on
the member’s policies under Article IV, Section 1.

1. Except as provided for in paragraphs 2 and 3 below, consultations
with members shall be conducted in accordance with the principles
set out in this paragraph.

In principle, Article IV consultations with members will take place
annually. Article IV consultations that take place on the standard
twelve-month cycle will be subject to a grace period of 3 months
and, accordingly, will be expected to be completed within 15 months
of the date of the completion of the most recent consultation.

The Fund may decide to place a member on a consultation cycle
that is longer than 12 months but, in any event, is not longer than 24
months (hereinafter an “extended cycle”) only if the member does
not meet any of the following criteria:

(a) the member is of systemic or regional importance;

(b) the member is perceived to be at some risk because of policy
imbalances or particular threats from exogenous developments, or
the member is facing pressing policy issues of broad interest to the

Fund membership; or

(c) the member has outstanding credit to the Fund under all facili-
ties above two hundred percent (200%) of the member’s quota.
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The Fund will place a member on an extended cycle only after con-
sulting with the Executive Director for the member and obtaining
the member’s consent.

2. Whenever a Fund arrangement (other than an arrangement under
the Flexible Credit Line (FCL) or Precautionary and Liquidity Line
(PLL)) or a Policy Support Instrument (PSI) is approved for a mem-
ber, that member shall automatically be placed on a 24-month con-
sultation cycle. Article IV consultations with such members shall be
conducted in accordance with the procedures specified below:

(a) Article I'V consultations with such a member will be expected to
be completed within 24 months of the date of completion of the pre-
vious Article IV consultation with that member. The consultation
cycle will be shortened where a program review under an arrange-
ment for the member is not completed by the date for completion
specified in the arrangement: in these circumstances the next Article
IV consultation with that member will be expected to be completed
by the later of (i) 6 months after the date specified in the arrange-
ment for completion of the review, and (ii) 12 months, plus a grace
period of 3 months, after the date of completion of the previous
Article IV consultation, provided, however, that, where the relevant
program review is completed before the later of the dates specified
in (i) and (ii) above, the next Article IV consultation will be ex-
pected to be completed within 24 months of the date of completion
of the previous Article IV consultation with that member.

(b) A member that has completed an arrangement (other than an
FCL or PLL arrangement) by drawing all amounts, or a PSI by com-
pleting all reviews, shall remain on the cycle determined pursuant
to paragraph 2(a) above, unless at the time of the final review under
the arrangement or the PSI, the Executive Board determines, based
on the criteria specified in paragraph 1, that a different cycle shall
apply. Where the arrangement or PSI is cancelled by the member, or
the arrangement expires with undrawn amounts or the PSI expires
with uncompleted reviews or is terminated, the member concerned
shall remain on the cycle determined pursuant to paragraph 2(a)
above, unless the Executive Board determines, based on the criteria
specified in paragraph 1, that a different cycle will apply.
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3. Whenever an FCL or a PLL arrangement is approved for a mem-
ber, that member will automatically be placed on a 12-month con-
sultation cycle. Article IV consultations with such members will be
conducted in accordance with the procedures specified below:

(a) if, prior to the approval of the FCL or PLL arrangement, the
member was on an extended cycle, the next Article IV consultation
with that member will be expected to be completed by the later
of (i) 6 months after the date of approval of the arrangement, and
(i1) 12 months, plus a grace period of 3 months, after the date of
completion of the previous Article IV consultation;

(b) if an FCL or a PLL arrangement is completed by drawing all
amounts, expires with undrawn amounts, or is cancelled by the mem-
ber, that member will remain on the standard 12-month cycle, unless
the Executive Board determines that a different cycle will apply.

4. At the conclusion of each Article IV consultation with a member,
the Fund will specify the cycle that will apply to the next Article IV
consultation with the member.

5. Decision No. 12794-(02/76), adopted July 15, 2002, as amended,
is hereby repealed. (SM/10/253, 9/21/10)

Decision No. 14747-(10/96), September 28, 2010,
as amended by Decision No. 15017-(11/112),
November 21, 2011

PRrOPOSED STEPS TO ADDRESS EXCESSIVE DELAYS IN THE COMPLETION OF
ARTICLE IV CONSULTATIONS

This decision is adopted pursuant to Article IV, Section 3(a)
and (b) of the Fund’s Articles. It establishes a framework for ad-
dressing cases where there are delays in the completion of Article
IV consultations or mandatory financial stability assessments.

1. Whenever an Article IV consultation for a member or a manda-
tory financial stability assessment pursuant to Decision No. 14736-
(10/92), September 21, 2010 (a “mandatory financial stability
assessment”) has not been concluded within 12 months of the
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expected deadline for conclusion, and staff discussions with the
member have not been completed, the Managing Director shall notify
the member in writing of the delay. The notification shall be calibrat-
ed to the circumstances of the member and, where appropriate, shall
remind the member of its obligation to consult. Subsequent notifica-
tions shall be sent to the member at 12 month intervals as long as
the Article IV consultation or mandatory stability assessment has not
been concluded and staff discussions with the member have not been
completed. If the Managing Director determines that: (i) the Article
IV consultation or mandatory financial stability assessment has been
delayed because of exceptional circumstances, such as extreme natu-
ral disaster, extreme civil unrest or war, or (ii) there is uncertainty as
to the views of the international community regarding the recognition
of an administration in effective control of the country, the Managing
Director may postpone sending the notification of the delay to the
relevant member until the Managing Director decides that the situ-
ation leading to the postponement no longer exists. The Managing
Director will promptly inform the Executive Board of any decision to
postpone or resume sending notifications to a member.

2. The Fund shall, at intervals of not more than six months, publish
a list of all members whose Article IV consultation or mandatory
financial stability assessment has, as of the date of publication, not
been concluded within 18 months of the expected deadline for con-
clusion. For each such member, the list shall, in particular, specify
(1) the fact of the delay in completion and (ii) the reasons for the
delay. Where applicable, the list will note the cases when staff dis-
cussions with members have been completed.

3. Whenever an Article IV consultation or a mandatory financial sta-
bility assessment for a member has not been concluded within 18
months of the expected deadline for conclusion, staff shall, except
as provided below, informally brief Executive Directors on the eco-
nomic developments and policies of the member or on its financial
sector, as applicable. No such briefing shall be required to the extent
that (i) staff discussions with the member for the Article IV consul-
tation or mandatory financial stability assessment have been com-
pleted, or (ii) Executive Directors have, within the previous twelve
months, been briefed on the member’s economic developments and
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policies or on its financial sector, as applicable, in another context,
or (iii) the Managing Director, in exceptional circumstances, deter-
mines that the available information is so inadequate as to seriously
undermine the ability of Fund staff to conduct a meaningful analysis
of the member’s economic developments and policies or of its finan-
cial sector, as applicable. Following the initial briefing and, for so
long as the conditions set out in (i), (ii) and (iii) have not been met,
staff shall, in cases of delayed Article IV consultations, brief the Ex-
ecutive Directors on the economic development and policies of the
relevant member every 12 months thereafter; and in cases of delayed
mandatory financial stability assessments, brief the Executive Direc-
tors on the financial sector of the relevant member every 60 months
thereafter. Whenever a briefing under this paragraph is held, the Fund
will make public the fact that the briefing took place. Whenever the
Managing Director makes the determination specified in (iii) above,
the Managing Director will inform the Executive Board that no such
briefing will be held and the Fund will make public the fact that no
briefing was held due to the lack of adequate information.

4. Any calculation of the deadlines in paragraphs 1, 2, and 3 above
shall be made in accordance with Decision No. 14747-(10/96), Sep-
tember 28, 2010, as amended and Decision No. 14736-(10/92), Sep-
tember 21, 2010, as amended, taking into account any grace period,
as applicable.

5. Paragraph 1 of this Decision shall begin to apply one month after
the date of adoption of this Decision.

6. Paragraph 2 of this Decision shall begin to apply immediately upon
the date of adoption of this Decision provided, however, that the first
public announcement required under that paragraph shall take place no
later than six months following the date of adoption of the Decision.

7. Paragraph 3 of this Decision shall begin to apply six months after
the date of adoption of this Decision. (SM/12/24, 02/03/12)

Decision No. 15106-(12/21), February 29, 2012,
as amended by Decision No. 15494-(13/110),
December 2, 2013
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Article V, Section 2(b)
Technical and Financial Services

Technical Services

General Decisions

ENHANCED SURVEILLANCE: PROCEDURES FOR TRANSMITTAL OF STAFF
REPORTS

When the Executive Board has approved a request by a
member for consultations under the Fund’s policy on enhanced sur-
veillance, the annual and midyear consultation reports prepared by
the Fund staff in accordance with that policy in respect of the mem-
ber may be transmitted by the member to creditor banks and other
creditor financial institutions party to the arrangements specified by
the member in the request for consultations, on the understanding
that the recipients of the reports have assured the member that the
reports will not be used for any purpose other than those of the ar-
rangements specified in the member’s request to the Fund and will
be kept confidential; and that the reports shall not be transmitted by
the member earlier than two weeks after their circulation to mem-
bers of the Executive Board.

Decision No. 8222-(86/45),
March 12, 1986

ENHANCED SURVEILLANCE: MIDTERM REVIEW

The midterm review of a member’s economic policy pro-
gram under enhanced surveillance shall be conducted in accordance
with the following procedure. A staff report will be circulated to the
Executive Directors under cover of a note from the Secretary speci-
fying a tentative date for Executive Board discussion which will be
at least 15 days later than the date upon which the report is circu-
lated. The Secretary’s note will also set out a draft decision taking
note of the staff report and completing the review without discus-
sion or approval of the views contained in the report; the decision
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will be adopted upon the expiration of the two-week period fol-
lowing the circulation of the staff report to the Executive Directors
unless, within such period, there is a request from an Executive
Director or a decision of the Managing Director to place the report
on the agenda of the Executive Board. If the staff report is placed
on the agenda, the Executive Board will discuss the report and will
reach conclusions which will be reflected in a summing up.

Decision No. 10365-(93/67),
May 10, 1993

Summing Up by the Chairman—
Biennial Review of the Fund's Surveillance Policy
Executive Board Meeting 93/15, January 29, 1993

The Executive Board agreed that the criteria relating to
enhanced surveillance set out on pages 28 and 29 of SM/92/234
[below] would be appropriate. In sum, these provide that the pro-
cedures, which would normally be initiated by the authorities in
the context of Article IV discussions, would involve submitting a
quantified annual economic program, generally formulated with the
assistance of the staff, and also half-yearly reports to the Board;
both the Article IV reports (as appropriately modified) and the half-
yearly reports could be made available to creditors. Application of
the procedures would be approved by the Executive Board until the
next Article IV consultation or for a 12-month period. These proce-
dures should be reviewed within two years, and in the interim, they
will be applied with a view to the concerns noted by you today and
during the discussion of January 27.

SM/92/234

The principal features of the proposed revised enhanced
surveillance procedures are summarized below.
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1. Enhanced surveillance procedures would be initiated by a
member with a request for Fund monitoring of its macroeconomic and
structural policies, usually at the time of the Article IV consultation.

2. The Executive Board would respond to the member’s request
on a case-by-case basis, taking into account among other things a
member’s track record of adjustment.

3. In recognition of a concern of Executive Directors at the time
of the 1989 review of enhanced surveillance, each Executive Board ap-
proval of the application of the procedures would be only until the time
of the next Article IV consultation with the member (or a 12-month
period), when a further request for application of the procedures could
be presented. Limiting the duration of the procedures to a relatively
short period should reduce the need for unilateral termination of such
procedures by the Fund.

4. The member’s request for enhanced surveillance would be
granted on the strength of a quantified economic policy program, which
had been discussed with the Fund staff, usually as part of the consulta-
tion discussions. It is expected that there would be a mid-term review
of progress under the economic program before the next scheduled Ar-
ticle IV consultation, irrespective of the actual performance; failing
which, Directors would be informed of the absence of the review and
the reasons. The review report would be issued by the staff under the
same procedures as for interim consultations and the Executive Board
would take note of the report on a lapse-of-time basis unless a discus-
sion was requested by a Director or the Managing Director.

5. As before, enhanced surveillance would not involve Executive
Board approval or endorsement of the macroeconomic program pre-
sented by the member.

6. Information on the economic program and its implementation,
as well as the staff’s assessment of the situation as contained in the
staff reports, could be made available by the authorities to donors and
creditors on a timely basis. In addition to the staff report, official credi-
tors/donors would also receive the Chairman’s summing up of the Ex-
ecutive Board discussion.
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Summing Up by the Acting Chairman—Settlement of Disputes
Between Members Relating to External Financial
Obligations—Role of the Fund
Executive Board Meeting 84/99, June 22, 1984

I shall begin by outlining four general points that were
made in the course of the Board discussion. First, Executive Direc-
tors generally endorsed the approach that the Fund has taken in the
three major aspects of the subject dealt with in the staff paper.

Second, Directors agreed that the functioning of the inter-
national monetary system depended on members’ fulfilling their
international financial obligations promptly and according to the
terms of those obligations. Therefore, the Fund had a direct interest
in the settlement of overdue obligations and a role to play in accor-
dance with the Articles of Agreement.

Third, there was a consensus that the circumstances sur-
rounding overdue financial obligations typically were complex, and
that there were often important differences among individual cases.
Thus, Directors preferred not to codify the Fund’s approach in each
of the three main areas discussed. Instead, most of them supported
the idea that the Fund should continue to fulfill its responsibilities
under the Articles on a case-by-case basis within the context of
the present policies and procedures, which could be expected to
continue to evolve as individual cases of overdue financial obliga-
tions and related general policy matters were discussed. There was
a strong feeling among Directors that the Fund should show caution
and restraint in making judgments on issues involving claims on
such overdue obligations.

Fourth, Directors stressed the importance of the Fund’s
helping member governments to improve their statistical base and
to increase the supply of information on their external debt obliga-
tions, particularly in cases involving overdue claims. Where neces-
sary, the Fund could provide the technical resources to help sort out
the frequently complex circumstances surrounding the debt situa-
tion, including individual cases.

Let me turn now to more specific comments on the three
major areas dealt with in the staff paper. With respect to the Fund’s
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jurisdiction under Article VIII and Article XIV, there was strong
support for the policies and practices that the Fund had followed
to date. Directors generally agreed that, in exercising its functions
under Article VIII and Article XIV, the Fund was entitled to ex-
amine the context in which nonpayment of a financial obligation
had occurred in order to determine whether or not it involved an
exchange restriction and, as such, was subject to Fund approval,
and that members were obliged to provide the information that the
Fund required to make such a determination. The Fund has devel-
oped a substantial body of principles and practices for determining
which measures were and were not within its jurisdiction and when
approval under Article VIII was appropriate. These judgments were
inherent in the exercise of the Fund’s jurisdiction.

Executive Directors also generally endorsed the Fund’s
existing policies and practices for dealing with disputed financial
obligations in members using Fund resources. This concerned pri-
marily the identification and treatment of payments arrears. Di-
rectors accepted the general premise that, to restore its financial
position, a member country must reduce and eliminate its exter-
nal payments arrears. In that context, there was broad support for
the approach that the Fund had taken to the problems involving
countries with large external payments arrears. It was noted that
the degree of involvement by the Fund in helping countries to deal
with their arrears had varied depending, in part, upon the severity
of the case. Some Directors noted that the pivotal role that it had
been necessary for the Fund to play in helping some member coun-
tries should be the exceptional practice, not the general practice.
Nevertheless, the Fund should stand ready to provide technical and
analytical expertise to help a member country to negotiate a financ-
ing agreement with its external creditors.

Most Directors attached importance to the principle that a
member country should give comparable treatment to all its credi-
tors, although there was not broad support for trying to define that
principle in detail. There was a strong feeling that responsibility for
the enforcement of the principle of comparable treatment was ulti-
mately in the hands of creditors, and that the Fund should take into
account the actions of the creditors when assessing the viability of,
and progress under, a Fund-supported program. In that connection,

120



TECHNICAL AND FINANCIAL SERVICES

Directors felt that the debt relief to help to close the financing gap
of a member could best be dealt with through a Paris Club negotia-
tion, which usually involved a large number of a country’s credi-
tors. A Paris Club Agreed Minute could be seen as satisfying a
member country’s need for debt relief and could be used for judging
whether or not a country’s financing gap has been closed. A Paris
Club Agreement also has implications for official creditors not par-
ticipating in the Paris Club because of the commitment of the debtor
to seek and to accord comparable treatment to those creditors. Some
Directors stressed that it would be helpful to know about a Paris
Club meeting well in advance of its occurrence, although it was also
accepted that such notification was ultimately the responsibility of
the debtor country in consultation with its creditors. At the same
time, it was clearly desirable for as many of a country’s creditors as
possible to participate in a Paris Club meeting.

Directors also generally agreed that, if an anticipated bilateral
agreement required by the Paris Club, between a debtor and one of
its official creditors, were not ratified within the specified period, the
amount of arrears involved should be included in the calculation of
arrears for purposes of the debtor country’s Fund-supported program.
While there was general support for that approach, there was a call for
flexibility and the exercise of judgment by the Fund when making such
decisions during the course of a Fund-supported program. If a debtor
country had made its best efforts to comply with a Paris Club require-
ment to conclude a bilateral agreement but had been unable to do so,
the arrears involved should not be included in the calculation of arrears
for purposes of the debtor country’s Fund-supported program. How-
ever, such judgments should be made on a case-by-case basis.

Decisions on whether or not a country’s financing gap had
been closed, and on whether or not rescheduling and refinancing
agreements were being fulfilled, should be made by the Fund itself.
The Fund should take into account the particular circumstances of
a member, such as the preconditions on the provision of debt relief
by other agencies.

There was a strong consensus on three general matters re-
lating to the use of the Fund’s good offices. First, in the light of
the Fund’s primary responsibilities concerning the international
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monetary system and of its specific authority under the Articles
to provide financial and technical services, management and staff
should stand ready to use their good offices in helping members en-
gaged in a particular dispute over an external financing obligation.
Second, such good offices should, however, be limited in scope and
frequency, although in that connection there were differences in
emphasis among Directors. Some felt that the Fund should be more
active, others that the Fund must be quite cautious. In short, the
use of good offices should be consistent with available resources
and should be substantially technical. Third, all Directors attached
great importance to the Fund’s remaining neutral in issues of debt
dispute. It should be clearly understood that the Fund’s good offices
were meant to bring the parties to a dispute together. Fourth, there
was agreement that the Fund should act in such cases only if both
parties wished to have the Fund provide its good offices.

The Chairman s Summing Up of the Discussion of
the Role of the Fund in Assisting Members with
Commercial Banks and Official Creditors
Executive Board Meeting 85/132, September 4, 1985

General Remarks

The procedures relating to enhanced surveillance that have
been discussed by Directors were developed in response to the need
to help members make progress toward addressing their debt prob-
lems and improving their relations with their creditors in an orderly
manner and in a broader framework.

It was noted by many Directors that by adapting some of its
policies, the Fund had played a central role in helping to limit the dis-
ruptions associated with the debt crisis and in promoting a normaliza-
tion of debtor/creditor relations. Most Directors, however, observed
that the practice of enhanced surveillance that had developed involved
some risks. Some Directors stressed the risk of a possible weakening of
Fund conditionality. Others feared that the Fund might tend to become
too deeply and too specifically involved in relations with the commer-
cial banks, and that generalized reliance on the Fund’s judgment by
the international community could affect the Fund’s credibility and in-
terfere with the normal functioning of the markets, which should rely
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eventually on the banks’ own assessments. In other words, enhanced
surveillance in the view of most Directors should not become a sub-
stitute for stand-by and extended arrangements and should not “crowd
out” or “dilute” the Fund’s normal procedures and transform the in-
stitution into a kind of universal credit-rating agency. In that vein, a
majority of Directors, while recognizing the usefulness of the practices
that have evolved, considered that enhanced surveillance should be
used on a limited basis under the guidance and control of the Execu-
tive Board, essentially to help promote MYRAs (multi-year reschedul-
ing arrangements), although all MYRAs might not be associated with
enhanced surveillance.

Criteria and Procedures

a. Criteria for the adoption of enhanced surveillance

While several Directors insisted on the need for flexibility
and on the importance of avoiding too rigid criteria, most Directors
felt that enhanced surveillance could be undertaken when the four
following conditions are met:

First, at the request of a member country, who must initiate
the procedures;

Second, in cases where a good record of adjustment has
been shown;

Third, in cases in which a MYRA is needed to normalize
market relations and to facilitate the return to voluntary or sponta-
neous financing;

Fourth, in cases where the member is in a position to pres-
ent an adequate quantified policy program in the framework of con-
sultations with the Fund staff, which are part of the procedure of
enhanced surveillance.

b. Length of the Fund’s involvement

Directors thought that, on the whole, the early cases of
enhanced surveillance had covered rather too long periods. They
felt that in the future the Fund should try to limit the procedure to
about the consolidation period of a MYRA. I would suggest that
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we should retain some flexibility and remain open to the possibil-
ity of extending enhanced surveillance a little beyond the consoli-
dation period. If the Fund were to cut off enhanced surveillance at
the end of the consolidation period, the communication of reports
to the banks would be halted at a delicate time in the normal-
ization of relations between the country and its creditors; i.e., at
the time when the country will need more voluntary financing to
meet external payments falling due. While we should try to limit
enhanced surveillance as much as possible to the consolidation
period, there might be occasions when an extension of enhanced
surveillance into the period after consolidation may be necessary
and warranted.

c. Trigger mechanisms

A number of Directors feared that staff involvement in the
design and the negotiation of trigger mechanisms between the com-
mercial banks and the member country risked diluting the banks’
responsibility in the monitoring process under MYRAs and risked
engaging the Fund in providing on/off signals to the banks. Most
Directors felt that the staff should not negotiate or take responsi-
bility for designing and assessing trigger mechanisms. But, if the
member wished, the Fund staff would not refuse to give its views on
the purely technical merits or drawbacks of such mechanisms. It is
important to emphasize that the Fund should take no active part in
the negotiation of the design of these trigger mechanisms.

d. Contents and distribution of staff reports

Directors stressed the need to ensure that staff reports to
be issued to creditor banks under the policy of enhanced surveil-
lance continue to provide full and frank assessments of the policies
and economic prospects of member countries. While a number of
Directors were of the view that staff reports should be made avail-
able to creditor banks under the enhanced surveillance procedures
only after the Executive Board had met to discuss the reports, most
Directors agreed that countries would be authorized to release these
staff reports to their creditor banks not earlier than two weeks after
their issuance to the Executive Board. The majority of Directors
were of the view that authorization to release staff reports should
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be provided by a general decision pertaining to all cases for which
enhanced surveillance is agreed rather than by an individual deci-
sion in each case. The reports to be released to creditor banks would
reflect only the staff’s views and would not contain any references
to the discussions and views of the Executive Board. No amend-
ments to the staff report other than the deletion of references to
Board discussions would be made.

e. Involvement of the Executive Board

I understand that the procedure would be as follows: First,
request by a member for enhanced surveillance; second, manage-
ment assesses the case in accordance with the policies agreed by
the Executive Board today and determines whether to submit the
request for the endorsement of the Board. In cases where the criteria
raise delicate problems of interpretation, management would con-
tinue to consult informally with Executive Directors at the earliest
opportunity.

g. Review of the policy on enhanced surveillance

A number of Directors suggested that in view of the need to
assess changing circumstances and the possible effects of the pro-
cedures for enhanced surveillance on the Fund and its policies, the
Board should engage in a periodic review of the policy of enhanced
surveillance, with an initial review to be held in about one year.

Financial Sector Assessment Program and G-20 Mutual
Assessment

Summing Up by the Acting Chairman—Financial Sector
Assessment Program—A Review—ILessons from
the Pilot and Issues Going Forward
Executive Board Meeting 00/123, December 13, 2000

Overview
Executive Directors welcomed the opportunity to review

the Financial Sector Assessment Program (FSAP) in light of the
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further experience that has been gained with the FSAP pilot since
the review in the spring of this year. Directors agreed that based on
the completion of the missions to all 12 pilot countries, the work
to date with the second round of country cases, and the feedback
and support received from participating countries and cooperating
institutions, it is timely to establish guidelines for a continuation of
the FSAP program for the period ahead.

Directors agreed that the FSAP process provides a coherent
and comprehensive framework to identify financial system vulner-
abilities and strengthen the analysis of domestic macroeconomic and
financial stability issues, to identify development needs and priorities,
and to help authorities develop appropriate policy responses. They
welcomed the broad range of information and analysis that the FSAP
process brings to financial sector assessments, and noted in particular
that this process provides the overall macroprudential and institutional
context necessary for a thorough assessment of observance of interna-
tional standards, codes, and good practices in the financial sector.

Directors observed that the Financial System Stability Assess-
ments (FSSAs) derived from FSAP findings and Article IV consulta-
tions have appropriately focused on the stability issues of relevance to
Fund surveillance. The comprehensive coverage of FSSAs, drawing
on a broad range of information, helps to deepen the quality and scope
of coverage of Article IV consultations. Accordingly, Directors agreed
that the FSSAs are the preferred tool for strengthening the monitoring
of financial systems under the Fund’s bilateral surveillance.

Directors underscored that an underlying objective of the
FSAP is to encourage national authorities to implement measures
to redress identified vulnerabilities and development needs. In that
context, they believed that the Fund (as well as the Bank) should
ensure that the strategic components of the assessment be reflected
in other aspects of country programming, and that appropriate tech-
nical assistance and other support be provided to national authori-
ties that request it.

Directors welcomed the steps taken in the Fund and the
Bank to ensure consistency and quality in their joint FSAP work,
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as well as in the separate related work in the two institutions, in-
cluding for the monitoring in the Fund of financial systems under
Article 1V surveillance. They encouraged the staff to press ahead
with the work being undertaken in the context of the FSAP to de-
velop analytical techniques, including macroprudential indicators,
the use of stress tests and scenario analysis, and the assessment
methodologies of financial sector standards in collaboration with
standard-setting bodies.

Standards and Codes

Directors emphasized that assessments of observance of
international standards, codes, and best practices have an impor-
tant role to play in the FSAP. When considered with the other anal-
ysis undertaken in the FSAP, they help to identify vulnerabilities,
gaps in regulatory structures and practices, and medium-term re-
form and development needs and priorities. They also help coun-
try authorities to evaluate their own systems against international
benchmarks.

Directors noted that the summary standards assessments
that flow from the detailed assessments are presented as an input
into the overall stability assessment in the FSSA, and become fi-
nancial sector modules of the Reports on Observance of Standards
and Codes (ROSCs). While agreeing that the FSAP/FSSA process
provides the proper context within which to assess standards, a
number of Directors suggested that financial sector standards as-
sessments carried out outside the FSAP also have a highly use-
ful role to play, both to support implementation of standards by
member countries, and as part of the preparatory work for a future
FSAP assessment. Some Directors noted that, although central to
the FSAP, the assessment of observance of standards and codes
is resource-intensive and that the relevant standards to assess
should be carefully selected in order to avoid stretching costs and
procedures.

Bank-Fund Collaboration

Directors noted that the collaborative nature of the FSAP
has ensured that the best expertise is mobilized to undertake the
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diagnostic work of joint Bank-Fund FSAP missions. At the same
time, most Directors agreed that the division of responsibilities,
once the joint work is completed, ensures that clear accountability
for the Fund’s and the Bank’s separate work is maintained. While
noting the interrelationship between financial system stability and
financial sector development, Directors stressed that the Fund’s pri-
mary responsibility is in the area of systemic stability issues, while
that of the Bank is in the development aspects.

Coverage and Frequency of FSAP

Directors had an extensive discussion of prioritization in
the FSAP process. They considered that a variety of criteria could
appropriately be employed to establish priorities in selecting coun-
try cases in the face of limited resources, including a country’s
systemic importance; its external sector weakness or financial vul-
nerability; the nature of its exchange rate and monetary regime; and
geographical balance among countries. All in all, Directors agreed
that the country selection should be such as to help maximize the
program’s contribution to the strengthening of national and interna-
tional financial stability. Most Directors noted that within any one
year, giving a higher priority in the FSAP country selection pro-
cess, to systemically important countries would be warranted.! It
was noted that prioritization in this sense means a difference in tim-
ing, not treatment. At the same time, Directors continued to stress
the merit in maintaining a broad country coverage in the program.
They felt that members should have the opportunity to participate
in the FSAP to help them strengthen and develop their financial sec-
tors, to prevent costly financial sector crises, and, where relevant,
to prepare the ground for financial market liberalization and greater
access to the international capital markets.

Directors considered how to maintain adequate monitoring
of financial systems under Fund surveillance in years between full

I Ed. Note: Paragraph 71 of SM/00/263 defines systemically important countries
as those countries whose capital markets intermediate the bulk of global financial
transactions and emerging economies whose financial systems have the potential
to cause, or be subject to, undue volatility in cross-border flows and financial
system contagion.
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assessments, given the voluntary nature of the program and the lim-
ited frequency with which full assessments of an individual mem-
ber can be undertaken. This is particularly important for countries
identified as vulnerable, or systemically important, and whose fi-
nancial systems are evolving at a rapid pace. Directors agreed that,
for surveillance purposes, focused updates of FSSA findings could
be undertaken by Fund staff in the context of subsequent Article IV
consultations.

Directors agreed that the country’s choice of whether or not
to participate in the FSAP does not alter the Fund’s responsibility
to conduct financial sector monitoring. If a country volunteered to
participate in the FSAP, but could not be accommodated by the
program immediately, or if a country chose not to participate in
the FSAP, Directors noted that the Article IV mission team for that
country could be reinforced with financial sector expertise, and
some assessment in key areas of concerns could be undertaken.
Nevertheless, Directors believed that the full exercise remains the
preferred vehicle for conducting financial sector assessments as in-
put to Fund surveillance, and they agreed that, when relevant, the
staff should be prepared to recommend—for instance, in discus-
sions with authorities or in the staff appraisal in the Article IV staff
report—that the country participate in the FSAP.

Directors noted that the scope of FSSAs, particularly for
countries with significant offshore financial centers, should be
extended beyond domestic stability considerations to encompass
possible cross-border effects and consideration of international re-
percussions, while maintaining its country-specific focus.

Offshore Financial Centers (OFCs)

Directors also noted that FSAP assessments covered both the
cross-border activities of financial institutions, and the activities of fi-
nancial institutions operating in an off-shore center within the country.
The FSAP assessment of such countries would generally be expected to
result in “module three” assessments—which comprise financial risks,
relevant financial sector standards and codes, and cross-border effects
of the relevant OFC. Separate “module three” assessments could, how-
ever, still take place for OFCs that are not members of the Fund and the
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Bank, as well as, in some cases, for OFCs within a member country.
In the latter case, these OFC assessments could provide input into a
subsequent full FSAP assessment for the country.

Resource Implications

Directors considered the potential budgetary implications
of the staff proposals on the FSAP for fiscal year 2002 and beyond.
They noted that the pace of the FSAP will depend on a number of
factors, including how the suggested prioritization of FSAP country
cases is translated into practice. Directors broadly agreed that the
Fund should keep the effective implementation of priorities in view
in aiming for the suggested pace of up to 30 assessments per year.
Both the pace of the FSAP and its new resource implications will
be subjected to further assessments by the Fund and the Bank in the
context of their respective upcoming budget discussions.

Publication and Circulation

On publication and circulation issues, Directors noted that,
under the existing arrangements, FSAP reports are prepared as con-
fidential documents for national authorities, since some information
needed to carry out the diagnostic aspects of an FSAP mission’s
work, especially that related to individual financial institutions, is
highly sensitive. Directors agreed that the current policy of the man-
agement of the Fund and Bank not to provide authorization for the
publication of the main volume of FSAP reports and the associated
confidential documents should be continued. They also endorsed
the management’s intended policy to provide authorization for the
publication by the authorities of the detailed assessments of obser-
vance of standards and codes that are included in FSAP reports.

When discussing publication and circulation policies for
FSSAs, most Directors agreed that the policy of voluntary publica-
tion was appropriate. They noted that several national authorities
have requested that the Fund allow publication of FSSAs. Some
Directors felt, however, that the current policy, whereby publica-
tion of FSSAs is not permitted, should be continued.

On balance, most Directors agreed to authorize Fund pub-
lication of FSSAs after the associated Article IV consultation has
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been concluded. Such publication will be subject to: (i) the consent
of the respective member concerned; (ii) the same deletions pol-
icy regarding highly market-sensitive information that applies to
Article IV staff reports; and (iii) the same rules on internal circula-
tion and release to outside agencies that apply to Article IV staff
reports. It was agreed that publication of an FSSA could proceed
even if the member concerned did not consent to the publication of
the relevant Article IV consultation report. While some Directors
supported publication of the initial assessments for the 12 pilot
countries, it was also agreed that the new publication policy for
FSSAs should not apply to these cases. For a participant in the
FSAP pilot project in the process of accession to the European
Union, it was agreed that the member’s FSSA could be circulated
to the European Commission.

Confidentiality

The importance of adequate procedures to ensure the con-
fidentiality of sensitive information provided to FSAP missions,
especially on individual financial institutions, has been stressed in
previous Board discussions. Directors noted that the confidentiality
procedures that must be followed by staff, as well as experts from
cooperating institutions, as laid out in the confidentiality protocol
are working well.

Next Review

Directors agreed that the further review of the experience
under the FSAP should take place in 18 months’ time.

The Acting Chair’s Summing Up—Financial Sector Assessment
Program—Review, Lessons, and Issues Going Forward
Executive Board Meeting 05/26, March 18, 2005

Executive Directors reviewed the experience with the
Financial Sector Assessment Program (FSAP) since the last Board
review of the program. They noted that the program remains a cor-
nerstone of financial sector work by the Fund and the Bank in member
countries, and commended the staff on its continuing success. They
observed that about 120 countries, two-thirds of the membership,
have participated or requested participation in the program.
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Directors noted that assessments continue to be compre-
hensive and to highlight a broad range of financial sector vulner-
abilities, while heightening awareness of international financial
standards in member countries. Greater expertise developed in the
assessment process has also improved the quality of Fund and Bank
advice with regard to the financial sector. In addition, especially
in assessments of underdeveloped financial systems, FSAPs have
rightly devoted more effort to explaining why specific markets are
missing and broad access to financial services is limited. Directors
were pleased that feedback from country authorities underscores
the usefulness of the program in diagnosing stability and develop-
ment issues in financial systems and in charting appropriate policy
responses. They also took note of the authorities’ suggestions of ar-
eas for further improvement, as key input into the ongoing process
of strengthening the FSAP.

Directors discussed the advantages and disadvantages of
two key features of the program—its joint Bank-Fund character
and voluntary nature. Most Directors agreed that these features
should remain unchanged. Directors observed that the FSAP exer-
cise is a good example of effective Fund-Bank collaboration. The
joint nature efficiently pools resources from the two institutions,
contributes to a broad perspective of financial issues in low- and
middle-income countries, and leads to greater consistency in pol-
icy advice. Directors agreed that voluntary participation results in
greater country ownership, and agreed that the program should re-
main voluntary. They stressed the importance of maintaining the
case-by-case design of FSAPs to make the exercise useful to coun-
tries, within limits that preserved the program’s integrity.

Directors were pleased to note that the streamlining mea-
sures adopted since the last review have been effective. Improved
prioritization and streamlining have resulted in assessments that are
better tailored to country circumstances. Along with the smaller av-
erage size of financial systems undergoing initial assessments in the
last two years, this has contributed to lower average costs per FSAP.
For the Fund, this has freed up resources for other work in financial
sector surveillance such as FSAP updates and participation in Ar-
ticle IV missions, as envisioned in the previous Board review. For
the Bank, more emphasis has been placed on development issues.
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As a result, the balance of resources used in the program has be-
come more equally distributed between the two institutions. While
encouraging the staff of the Bank and Fund to keep down the cost of
the program, some Directors cautioned against FSAPs that are too
narrow, thereby negating the benefits of the comprehensive assess-
ment. Several Directors noted that the increasing share of resources
devoted to AML/CFT assessments, while important, could crowd
out other important assessments.

Directors welcomed the discussion of the size and scope
of FSAP updates, especially as the number of these exercises is on
the rise and will eventually account for the bulk of the program.
They endorsed the definition of the minimum element of an up-
date as comprising an assessment of financial sector developments
and progress in implementing earlier FSAP recommendations. An
update should contain a financial stability analysis, reassessments
of key development and structural issues raised in the initial as-
sessment, and factual updates of key standards and codes. At the
same time, Directors agreed that updates can include additional ele-
ments if justified by new developments or particular risks. Flexibil-
ity would maximize the program’s usefulness to country authorities
and its contribution to surveillance.

Directors agreed that, given the pace of financial sector
development and the need to keep the staff’s institutional knowl-
edge current enough for effective financial sector work, an average
frequency of FSAP updates of about five years seems reasonable.
However, in any particular country, the frequency will depend on
financial sector developments, the country’s willingness to partici-
pate, its systemic importance, resource availability for the program,
and its track record in implementing recommendations from the
previous FSAP.

Directors welcomed efforts to deepen the treatment of de-
velopmental issues in low-income countries. They thought that in-
depth fact-finding carried out, generally by Bank staff, before the
main assessment or update mission can help identify the priority
development issues. Directors said, however, that this should not
affect the speed with which the main assessment report is prepared
and should avoid being burdensome to the country authorities.
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Directors welcomed the broad country coverage that the pro-
gram has achieved, especially of systemically-important countries, but
noted the wide differences in coverage by region. Many Directors ex-
pressed concern that, some five years after the program’s inception,
several systemically-important countries have still not requested an
initial assessment, and encouraged those countries to do so. Most Di-
rectors urged the staff to promote the program more actively, focusing
on initial assessments in the under-represented regions and on updates
in other regions. In this context, most Directors endorsed the proposal
to institute annual reporting to the Board on country participation in the
FSAP as a way to increase awareness of the program. Some Directors
pointed out that some countries that have not yet undertaken FSAPs
have opted for self-assessments and reform of their financial systems
as an initial step, and considered that such efforts should be welcomed.

Directors welcomed steps being taken by staff to strengthen
follow up monitoring of financial systems. They observed that more
needs to be done to ensure that issues identified during the FSAP are
followed-up through Fund surveillance. Thus, Directors welcomed and
encouraged more systematic participation in Article IV consultations
by financial sector specialists and more technical support from head-
quarters. To facilitate this process, Directors also suggested ways for
authorities to report to staff on progress achieved. They encouraged
staff to continue to strengthen financial sector work, as called for in
the recent biennial surveillance review. In this connection, several Di-
rectors saw scope for integrating FSAPs more closely with Article IV
surveillance, noting the crucial importance of the financial sector for a
country’s overall macroeconomic stability.

Directors also urged staff to continue to make technical as-
sistance follow-up more systematic. They agreed that to improve
country ownership, flexibility is needed in the way this is accom-
plished. They supported the idea of organizing, in appropriate
country cases, follow-up meetings on technical assistance among
the authorities, staff, and possibly other donors.

Directors discussed the publication policy. They noted that
about two-thirds of countries have volunteered to publish the Financial
Sector Stability Assessments (FSSAs) arising out of the FSAP. A range
of views was expressed with regard to the suggestion of moving to a
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policy of presumed publication of the FSSA. A number of Directors
agreed that such a move contributes to the effectiveness of the program,
not least through building support for reforms, and signals that the ben-
efits of transparency are recognized. Many other Directors, however,
noted that a move to presumed publication for the FSSA is not consis-
tent with the voluntary nature of the program. In the absence of a clear
consensus by the Board, we will return to this issue at a later time.

Directors encouraged staff to continue research on develop-
mental and stability issues, to better underpin policy advice in the fi-
nancial sector. Directors saw great potential value in regional financial
exercises for regions with substantial cross-border links. They agreed
that countries can gain from deepening such linkages while addressing
related vulnerabilities, since enhanced trading of financial products can
help overcome structural weaknesses and shallow financial systems.

Directors noted that further proposals may arise from the
upcoming reviews of the program by the Independent Evalua-
tion Office (IEO) and the Bank’s Operations Evaluation Depart-
ment (OED). These studies, together with the Fund’s own strategic
review, will provide an opportunity to make a more in-depth and
critical assessment of the progress so far and the program’s over-
all effectiveness. In this context, Directors agreed that the next re-
view of the FSAP should take place in three years,! to allow for the
implementation of recommendations from those reviews, and the
upcoming Board review of the standards and codes initiative.

The Acting Chairs Summing Up—
Integrating Stability Assessments Under the
Financial Sector Assessment Program into
Article IV Surveillance
Executive Board Meeting 10/92, September 21, 2010

Executive Directors welcomed the opportunity to discuss
the proposal to make stability assessments under the Financial

I Ed. Note: Pursuant to Decision No. 13814-(06/98), November 15, 2006, future
reviews will be conducted on an “as needed” basis. The expectation going forward
is that “as needed” would generally mean a lag of at least five years between any
such reviews.
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Sector Assessment Program (FSAP) a regular and mandatory part
of Article IV surveillance for members with systemically impor-
tant financial sectors. Most Directors saw this as an important step
toward strengthening the Fund’s financial sector surveillance, con-
sistent with the Fund’s existing bilateral surveillance mandate, and
as a key component of the overall strategy to modernize the Fund’s
surveillance mandate and modalities. At the same time, Directors
called for further steps to integrate financial sector issues more fully
into bilateral surveillance for all members. Some Directors stressed
the need for a broader discussion of the Fund’s mandate for sur-
veillance, in particular in the financial stability area, at an early
opportunity.

Directors agreed that the proposed scope of mandatory fi-
nancial stability assessments, modeled on the current FSAP stabil-
ity modules, covers the macro-relevant financial sector issues that
are critical for the Fund’s surveillance. They underscored that as-
sessments of compliance with financial sector standards and codes
would continue to be made available to members on a voluntary
basis, as at present.

Directors recognized that regular financial stability assess-
ments hold the promise of enhancing the effectiveness of Fund sur-
veillance and its coverage of financial sector issues. They stressed
that delivering on this promise would require follow-up on the re-
sults of these assessments by Article IV teams. Many Directors con-
sidered that combining financial stability assessment and Article [V
missions and further strengthening the coverage of financial sector
issues in annual consultation missions, based on close interdepart-
mental cooperation, would help in this regard, while also possibly
contributing to ease the burden on country authorities.

Directors endorsed the move toward a more risk-based
approach to financial sector surveillance by focusing mandatory
financial stability assessments on members with systemically im-
portant financial sectors. They took note of the list of members
whose financial sectors the Managing Director had determined to
be systemically important. Most Directors considered that the cri-
teria described in the staff paper are relevant, clear, and transparent
but would need to be periodically reviewed as members’ financial
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sectors and markets evolve and as refinements to the methodology
can be made. A few Directors noted that the methodology would
benefit from including risk and vulnerabilities in addition to size.

Directors noted that a higher frequency of mandatory fi-
nancial stability assessments compared to the current average gap
between FSAP updates of six to seven years is necessary to ensure
effective surveillance of the members with systemically important
financial sectors and closer integration with the Article IV process.
Most Directors agreed that this increase in the frequency of finan-
cial stability assessment should be implemented with flexibility.
They supported or were willing to go along with the Managing Di-
rector’s proposal to set the frequency, at which financial stability
assessments under Article IV will be expected to be conducted, at
no more than five years. Many Directors noted that this would also
be consistent with the commitment made by FSB members, most
of which are on the list of jurisdictions with systemically important
financial sectors. A number of Directors would nevertheless have
preferred a three-year cycle. At the same time, Directors acknowl-
edged that, depending on the circumstances, it may be appropriate
for the Managing Director in some cases to encourage members
with systemically important financial sectors to undergo financial
stability assessments more frequently, in particular within a three-
to-five-year timeframe. Proceeding ahead of the deadline in this
manner would be voluntary for members. Before calling upon a
member to do so, the Managing Director would take into account
(i) the date of the last financial stability assessment or FSAP for
the member, (ii) legislative or other developments in the member
country that may affect the member’s financial sector, and (iii) the
need to ensure an efficient use of staff resources.

Directors noted that making financial stability assessments
under the FSAP mandatory for members with systemically impor-
tant financial sectors should not lead to a diminished availability of
FSAPs for members without systemically important financial sec-
tors. They emphasized that developmental assessments conducted
by the World Bank in developing and emerging market countries
should continue to be provided on a voluntary basis, as at pres-
ent. Given the interlinkages between financial stability and finan-
cial development in these countries, Directors considered these
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developmental assessments to be an important complement to the
Fund’s stability analysis. They encouraged authorities to continue
volunteering for these assessments, and called for continued close
cooperation between the Fund and the Bank in this area.

Directors generally agreed that the mandatory financial sta-
bility assessments in jurisdictions with systemically important fi-
nancial sectors will require appropriate additional resources. They
also noted that this is important to ensure that implementing this
proposal does not come at the expense of conducting FSAPs on a
voluntary basis in the rest of the membership. They emphasized
the need, in particular, to ensure that developing and emerging
market countries would continue to benefit from joint Bank-Fund
assessments.

Directors took note of the preliminary staff estimates of the
proposal’s resource implications and agreed to consider these in
the context of the Fund’s medium-term budget discussion. A few
Directors expressed the expectation that the additional costs be fi-
nanced through a Fund-wide reallocation of resources, including a
review of the workload.

BUFF/10/138,
September 24, 2010

INTEGRATING STABILITY ASSESSMENTS UNDER THE FINANCIAL SECTOR
ASSESSMENT PROGRAM INTO ARTICLE IV SURVEILLANCE

This Decision sets out the scope and modalities of bilateral
surveillance over the financial sector policies of members with sys-
temically important financial sectors in accordance with Article 1V,
Sections 3 (a) and (b) of the Fund’s Articles and the Fund’s Deci-
sion on Bilateral Surveillance over Members’ Policies—2007 De-
cision (Decision No. 13919-(07/51), adopted June 15, 2007 (the
“2007 Surveillance Decision”).

Introduction
1. Article IV, Section 1 of the Fund’s Articles requires each member

to “collaborate with the Fund and other members to assure orderly
exchange arrangements and to promote a stable system of exchange
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rates” (“systemic stability”’). Recognizing the important impact that
a member’s domestic economic and financial policies can have on
systemic stability, Article IV, Sections 1(i) and (ii) establish obliga-
tions for members respecting the conduct of these policies, includ-
ing their financial sector policies.

2. In accordance with the framework set out in Article IV, the 2007
Surveillance Decision provides that systemic stability is most ef-
fectively achieved by each member adopting policies that promote
its own “external stability”—that is, a balance of payments position
that does not, and is not likely to, give rise to disruptive exchange
rate movements. In the conduct of their domestic economic and fi-
nancial policies, members are considered to be promoting external
stability when they are promoting their own domestic stability—
that is, when they comply with the obligations of Article IV, Sec-
tions 1(i) and (ii) of the Fund’s Articles. For this purpose, the 2007
Surveillance Decision requires the Fund’s bilateral surveillance to
assess, in particular, whether a member’s domestic policies are di-
rected towards domestic stability. It provides that “financial sector
policies (both their macroeconomic aspects and macroeconomically
relevant structural aspects)” will always be the subject of the Fund’s
bilateral surveillance with respect to each member.

3. While an examination of members’ financial sector policies is im-
portant in all cases of bilateral surveillance, the Fund decides that,
taking into account the framework described above and the overall
purpose of surveillance, heightened scrutiny should be given in bi-
lateral surveillance to the financial sector policies of those members
whose financial sectors are systemically important, given the risk
that domestic and external instability in such countries will lead
to particularly disruptive exchange rate movements and undermine
systemic stability. As financial stability assessments are a key tool
for assessing members’ financial vulnerabilities and financial sec-
tor policies, it is appropriate that financial stability assessments be
conducted with such members as provided for in this Decision.

4. This Decision does not impose new obligations on members or,
in particular, modify the scope of their obligations under Article IV,
Section 1. The Fund, in its bilateral surveillance, will continue to
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assess whether a member’s domestic economic and financial poli-
cies are directed toward the promotion of domestic stability. Scope
and modalities of financial stability assessments

5. Determination of systemic importance. The Managing Direc-
tor, in consultation with the Executive Board, will identify those
members that have systemically important financial sectors. This
determination will be made in the context of each review that is
conducted under paragraph 10 below, and will be based on an as-
sessment of the size and interconnectedness of members’ financial
sectors as contemplated in paragraphs 23 to 26 in SM/10/235.!

6. Financial stability assessments. Where the financial sector of
a member is determined to be systemically important pursuant to
paragraph 5 of this Decision, the member shall engage in a finan-
cial stability assessment in the context of bilateral surveillance un-
der Article IV of the Fund’s Articles in accordance with the terms
of this Decision. For this purpose, the member shall consult with
the Fund and the authorities of the member shall make themselves
available for discussions with Fund staff of the issues that fall with-
in paragraph 7 of this Decision.

7. Scope of financial stability assessments. The financial stability
assessments undertaken under this Decision will consist of the fol-
lowing elements:

a. An evaluation of the source, probability, and potential impact of
the main risks to macrofinancial stability in the near-term for the
relevant financial sector. Such an evaluation will involve: an analy-
sis of the structure and soundness of the financial system; trends in
both the financial and nonfinancial sectors; risk transmission chan-
nels; and features of the overall policy framework that may attenu-
ate or amplify financial stability risks (such as the exchange rate
regime). Both quantitative analysis (such as balance sheet indica-
tors and stress tests) and qualitative assessments will be used to
evaluate the risks to macrofinancial stability.

I Ed. Note: The texts of paragraphs 23 to 26 of SM/10/235 (8/31/2010) are
reproduced in the attachment below.
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b. An assessment of the authorities’ financial stability policy frame-
work. Such an assessment will involve: an evaluation of the ef-
fectiveness of financial sector supervision; the quality of financial
stability analysis and reports; the role of and coordination between
the various institutions involved in financial stability policy; and
the effectiveness of monetary policy.

c. An assessment of the authorities’ capacity to manage and resolve
a financial crisis should the risks materialize. Such an assessment
will involve an overview of the country’s liquidity management
framework; financial safety nets (such as deposit insurance and
lender-of-last-resort arrangements); crisis preparedness and crisis
resolution frameworks; and the possible spillovers from the finan-
cial sector onto the sovereign balance sheet.

8. Modalities of assessments. The key findings and recommenda-
tions of a financial stability assessment under this Decision will
be summarized in a Financial System Stability Assessment Report
(FSSA) that will normally be discussed by the Executive Board at
the same time as the relevant Article IV consultation report.

9. Frequency. Where the financial sector of a member is determined
to be systemically important pursuant to this Decision, it will be
expected that a financial stability assessment will be conducted and
the FSSA resulting from such an assessment will be discussed by
the Executive Board by no later than the first deadline for comple-
tion of an Article IV consultation with the member that follows the
fifth anniversary of such determination or, in the case of the finan-
cial sector of a territory of a member, the first deadline for comple-
tion of an Article IV consultation discussion with respect to that
territory by the Executive Board that follows the fifth anniversary
of such determination. It is expected that subsequent FSSAs for a
member with a systemically important financial sector will be dis-
cussed by the Executive Board by no later than the first deadline for
completion of an Article IV consultation with that member that fol-
lows the fifth anniversary of the date of completion of the previous
Executive Board discussion of the FSSA respecting that member or,
in the case of the financial sector of a territory of a member, the first
deadline for completion of an Article IV consultation discussion
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with respect to that territory by the Executive Board that follows the
fifth anniversary of the date of completion of the previous Execu-
tive Board discussion of the FSSA respecting the financial sector of
that territory.

Miscellaneous

10. Review. It is expected that the Fund will review this Decision
no later than five years following the date of its adoption and sub-
sequently at intervals of no longer than five years. In particular, as
“systemic importance” is a dynamic concept, the Fund will, in the
context of each such review, examine and revise, as necessary, the
criteria and methodology for determining members with systemi-
cally important financial sectors. Moreover, the Fund may review
this Decision at any time to take into account major advances in the
availability of data and in the development of methodologies for
assessing the systemic importance of financial sectors. (SM/10/235,
Sup. 3, 9/20/10)

Decision No. 14736-(10/92),
September 21, 2010

Attachment!
Paragraphs 23 to 26 in SM/10/235 (8/31/2010)

23. The point of departure for defining systemic importance
for this exercise is the conceptual framework developed by the
IMF, BIS, and FSB.? This framework—originally developed for
evaluating the systemic importance of financial institutions, mar-
kets, and instruments (SIMIs)—approaches systemic importance
from both a domestic and a global point of view. It identifies the
following three key concepts: (i) size, i.e., the volume of financial
services provided by an individual financial institution or market;

' Ed. Note: These paragraphs, which are referred to in paragraph 5 of Decision No.
14736-(10/92), are included for the reader’s convenience.

2 IMF/BIS/FSB, (2009), Guidance to Assess the Systemic Importance of Financial
Institutions, Markets and Instruments: Initial Considerations.
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(i1) interconnectedness, i.e., the extent of linkages with other finan-
cial institutions or markets; and (iii) substitutability, i.e., the extent
to which other institutions or markets can provide the same services
in the event of the failure of part of the system.

24. Systemic importance of a financial sector is defined below
with the focus on its size and interconnectedness. The volume of
financial services provided by a financial sector is the main com-
ponent of systemic importance. Size is measured across several di-
mensions, to capture the importance of a particular financial sector
in the specific jurisdiction (expressed in terms of the jurisdiction’s
output) and in the global financial system (expressed in absolute
terms and scaled by the jurisdiction’s GDP relative to world GDP).
Cross-border interconnectedness is an important complementary
measure: it captures the systemic risk that can arise through direct
and indirect interlinkages among financial sectors in the global fi-
nancial system, i.e., the risk that individual failure or malfunction
may have severe repercussions on other countries or on systemic
stability. As regards the notion of substitutability, while it is im-
portant at the level of individual institutions and markets, it is not
included in the criteria. As acknowledged in IMF/BIS/FSB (2009),
the concept of substitutability is difficult to measure, because it is
hard to capture the degree of uniqueness of an individual institution
or a specific market in the provision of a financial service. More im-
portantly, substitutability may not be a relevant concept for entire
financial sectors.

25. It is important to bear in mind the limitations of this defini-
tion of systemic importance:

e It is not a proxy for a jurisdiction’s systemic importance writ
large. The analytical approach used in this paper is focused on the
financial sector. It does not purport to measure all aspects of a coun-
try’s relative importance in the world economy, such as the size of
the domestic market, growth potential, trade linkages, etc. As a re-
sult, some large, systemically important economies may be ranked
lower than smaller countries that have relatively big and/or highly
interconnected financial sectors.
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e It does not capture market perceptions. This approach is en-
tirely data based. Market perception of a financial sector’s systemic
importance, though a key component of systemic risk, can be vola-
tile; is influenced by economic and political factors that go beyond
the size and interconnectedness of the particular financial sector;
and is hard to measure objectively. It is therefore not incorporated
into this approach.

e The extent of vulnerabilities is not a factor. The methodology
is focused on systemic importance as measured by size and inter-
connectedness, not vulnerabilities. This is because the benefits of
regular financial stability assessments would be maximized—both
for the individual members and for the global financial system—if
these assessments were focused on the jurisdictions with the most
systemically important financial sectors, not on the most vulnera-
ble. To be sure, members faced with macrofinancial vulnerabilities,
regardless of their size or interconnections, would also benefit from
an in-depth look at their financial sectors and may need additional
Fund support. But there are other instruments, including Article
IV surveillance, voluntary FSAPs, and technical assistance, which
would continue to provide this analysis.

* Like all quantitative analyses, it is limited by the quality of
data. In particular, it may not reflect accurately the importance of
nonbank and unregulated segments of the financial sector, given the
difficulties countries often experience in collecting such data, nor
can it fully take into account differences in the quality of data col-
lection and reporting across countries.

26. The methodology for identifying jurisdictions with systemi-
cally important financial sectors, explained in greater detail in
the accompanying Background Paper, is a three-stage process
that uses available financial data for the entire Fund member-
ship. The need to apply the criteria uniformly across the entire
membership limits the data that can be used. Data for the analysis
are mainly drawn from the BIS, the IMF’s World Economic Outlook,
the IMF’s International Financial Statistics, the IMF’s Coordinated
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Portfolio Investment Survey, and the United Nations Conference
on Trade and Development’s datasets on foreign direct investment.
The sample covers 191 jurisdictions (187 Fund members plus four
territories that are subject to Article IV surveillance) for the year
2008.

* In the first stage, separate ordinal rankings of jurisdictions
are developed for size and interconnectedness.

e The size of a jurisdiction’s financial sector is measured by
the volume of financial services. The size ranking is a median of
four rankings, three of which are measures of the “absolute” size
of the sector (currency and deposits as a proxy for the banking-
system balance sheet; volume on nonbank financial services; and
the jurisdiction’s international investment position, all measured
in U.S. dollars), and the fourth is a measure of the “relative” size
of the financial sector (financial depth, measured as a share to the
jurisdiction’s output). The first three capture the importance of a
jurisdiction’s financial sector in the global financial system and the
fourth measures the relative weight of the financial sector within a
given jurisdiction. At the same time, since distress in an individual
financial sector can propagate to the rest of the world both directly
through financial connections and indirectly through real economy
linkages, these measures of size are weighted by the relative size of
each jurisdiction’s total output to global economic output.

* Interconnectedness is determined on the basis of bank-based
network analysis. The basic idea (see Background Paper) is to
infer from the pattern of cross-border linkages to what extent the
banking sector of a particular jurisdiction is an important center
in the international banking network.! Data availability has limit-
ed the measures of interconnectedness to the banking sector only,
so the network is defined as a set of bilateral claims of different

1 Ed. Note: The following text is footnote 14 in the original text: “14 The network
analysis is based on von Peter (2007), International Banking Centres: A Network
Analysis, BIS Quarterly Review, and Kubelec and Sa (2010), The Geographical
Composition of National External Balance Sheets: 1980—2005, Bank of England
Working Paper No. 384.”
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banking systems on each other. The importance (or “centrality”)
of a banking sector in the network is measured in terms of the
number and structure of claims on other banking sectors.

* In the second stage, the rankings of size and interconnected-
ness are combined into a single weighted composite index of sys-
temic importance. To derive the single index, the relative weights
for size and interconnectedness are set at 0.7 and 0.3, respectively.
As size is a more fundamental measure of systemic importance, it is
given a relatively higher weight in the composite index than inter-
connectedness. As a robustness check, alternative composite rank-
ings are calculated for a range of different weight combinations,
and different ways of combining the indices of size and intercon-
nectedness (using averages instead of medians), and different types
of bilateral financial assets and liabilities (such as equity, debt, and
FDI) are tested.

* In the third stage, cluster analysis is used to identify groups
of jurisdictions with financial sectors that have consistently the
highest degree of systemic importance. The underlying idea is to
“let the data speak for themselves” in identifying groups of financial
sectors whose rankings are relatively stable across different weight
combinations. To capture this idea, the standard deviation of ordi-
nal rankings across different combinations of weights is calculated
for each financial sector as a proxy for the robustness of the rank-
ing. Clusters of jurisdictions are then calculated by iteratively mini-
mizing the within-cluster sum of squared standard deviations from
cluster means over several possible clusters of jurisdictions. The
final list includes the clusters with the jurisdictions that are not just
the highest ranked, but also have the most robust rankings across
different weighting schemes and represent a substantial share of
the global financial system. This methodology eschews as much as
possible a priori judgments on the size and makeup of the list (the
number of jurisdictions to be included is not predetermined, and it
is not possible to “cherry pick” individual jurisdictions), and allows
the data to indicate its final composition.
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The Acting Chair s Summing Up—
Mandatory Financial Stability Assessments Under the
Financial Sector Assessment Program—Update
Executive Board Meeting 13/111, December 6, 2013

Executive Directors welcomed the opportunity to consider
the review of the 2010 Board Decision that made stability assess-
ments under the Financial Sector Assessment Program (FSAP) a
regular and mandatory part of bilateral surveillance under Article
IV for jurisdictions with systemically important financial sectors.
Directors highlighted the success in implementing the 2010 Deci-
sion, with mandatory financial stability assessments already com-
pleted or underway for almost all of the jurisdictions identified
pursuant to the 2010 Decision. They noted that the use of a more
risk-based approach to financial sector surveillance has enabled
the Fund to allocate FSAP resources more effectively and helped
strengthen the integration of FSAPs and Article IV consultations in
these jurisdictions.

Directors agreed that it is necessary to align the legal ba-
sis for mandatory financial stability assessments with the 2012
Integrated Surveillance Decision (ISD). The ISD made Article IV
consultations a vehicle for both bilateral and multilateral surveil-
lance, enabling the Fund, in an Article IV consultation, to exam-
ine spillovers arising from a member’s domestic policies when
these may significantly influence the effective operation of the
international monetary system. Consistent with the approach un-
der the ISD, mandatory financial stability assessments would also
cover spillovers from a member’s financial sector policies when
those policies undermine either the member’s own stability or may
significantly influence the effective operation of the international
monetary system, for example by undermining global economic and
financial stability.

Directors endorsed the proposal to modify the methodol-
ogy for determining systemically important financial sectors to in-
corporate lessons from the crisis, in particular the importance of
interconnectedness. They agreed that the systemic importance of a
jurisdiction’s financial sector should be determined not only on the
basis of size and cross-border banking linkages, as was the case
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in the original 2010 methodology, but also take into account other
potential transmission channels for shocks. In this regard, Directors
considered the new methodology to be a substantial improvement,
as it shifts the emphasis to interconnectedness, expands the range
of covered exposures, and brings into consideration complexity and
the potential for price contagion across financial sectors while re-
maining rules-based, data-driven, and transparent. A few Directors,
however, considered the new methodology to be somewhat com-
plex and less transparent than the previous one. Some Directors
were also concerned that it omits certain countries that experienced
banking and financial crisis during the post-2008 period.

Directors took note of the 29 jurisdictions whose financial
sectors have been determined by the Managing Director to be sys-
temically important. Directors considered that the list and the meth-
odology itself would need to be periodically reviewed as members’
financial sectors and markets evolve, and analytical methods and
data sources improve, including for nonbank, central counterparty
clearing houses, hedge funds, and unregulated segments of the fi-
nancial sector. Continued efforts to improve the reporting and qual-
ity of data will be important. Some Directors considered that the
methodology for determining systemic importance should leave
some room for judgment in assessing the potential risk that some
jurisdictions not subject to mandatory FSAPs can pose to the global
financial system, and a few Directors considered that vulnerability
could be captured in the methodology.

Directors noted that the incremental resource impact on the
FSAP program of the increase in the number of jurisdictions with
systemically important financial sectors would be modest and man-
ageable. Most Directors, however, expressed concern that the shift
toward a more risk-based approach to financial sector surveillance
has reduced the availability of voluntary FSAPs in jurisdictions
with non-systemic financial sectors. Directors emphasized the need
to make sufficient resources available to ensure continued delivery
of non-mandatory FSAPs. Various suggestions were made in this
regard, including better prioritization of the workload, reallocation
of resources, or higher budgetary allocation. A few Directors also
suggested promoting self-assessments, backed by quality checks by
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the Fund. Directors looked forward to the budget framework dis-
cussions and the FSAP review in 2014 to further consider these and
other issues.

BUFF/13/115
December 17, 2013

TuaE G-20 MuTtuAaL ASSESSMENT PROCESS AND THE ROLE OF THE FUND

The Executive Board adopts the general framework for the
Fund’s involvement in the G-20 mutual assessment process de-
scribed in SM/09/283 and SM/09/283, Supplement 2. (SM/09/283,
Sup. 2, 12/17/09)

Decision No. 14487-(09/125),
December 16, 2009

The Acting Chair s Summing Up—
Review of the Fund's Involvement in the
G-20 Mutual Assessment Process
Executive Board Meeting 11/56, June 3, 2011

Executive Directors welcomed the review of the Fund’s
role in the G-20 Mutual Assessment Process (MAP) and supported
the continuation of Fund engagement in this work.

Directors observed that the Fund’s involvement in the G-20
MAP has significant synergies with its surveillance, most notably at
the multilateral level. Most Directors noted that the MAP has helped
enhance the traction of Fund advice by opening up new channels of
communication to G-20 policymakers. Directors considered it im-
portant to review the implications of broader G-20/Fund collabora-
tion for the Fund’s surveillance as part of the forthcoming Triennial
Surveillance Review.

Directors agreed that, while the MAP has evolved, the
Fund’s input to the exercise has remained within the framework
set in December 2009. In this context, Directors took note that the
legal nature of the Fund’s involvement as technical assistance had
not changed. However, a number of Directors considered whether,
in substance, such involvement should be treated as surveillance
rather than technical assistance.
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Directors concurred that Board involvement in this work
should be consistent with G-20 ownership of the MAP and preserve
the independent nature of staff analysis and input. They appreciated
timely briefings by staff of their work in this regard, but differed on
the timing and form of Board involvement. While the majority of
the Board supported maintaining the current procedure of holding
informal Board discussions of MAP reports at the time of submis-
sion to the G-20, a number of other Directors suggested advancing
such informal discussion ahead of submission and a number of oth-
ers expressed support for formal Board discussions.

Directors considered resource implications of the Fund’s
involvement in the G-20 MAP. Most Directors noted that any ad-
ditional cost, which has in part been met through reprioritization
and reallocation of existing resources, should be seen in light of the
benefits of this work for the Fund’s membership at large, including
the synergies with the Fund’s surveillance. Some Directors empha-
sized the need for ongoing assessment of the evolving cost.

BUFF/11/84,
June 9, 2011

CONFIDENTIALITY PROTOCOL—PROTECTION OF SENSITIVE INFORMATION IN
THE FINANCIAL SECTOR ASSESSMENT PROGRAM

Purpose

1. The World Bank (the “Bank”) and the International Mon-
etary Fund (the “Fund”)! have agreed to cooperate in the imple-
mentation of a Financial Sector Assessment Program (the “FSAP”),
designed to assist the authorities of members of the Bank and Fund
in determining the condition of their financial sectors, identifying
strengths, vulnerabilities and risks in these sectors, assessing the
observance and implementation of internationally accepted finan-
cial sector standards, and elaborating reforms that would address
vulnerabilities and risks, and position the sectors to contribute more
effectively to financial stability, economic growth and the reduction
of poverty.

I Hereinafter, the World Bank and the Fund are referred to as the “Institutions.”
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2. For the FSAP to be effective, it is critical that financial insti-
tutions and governmental entities feel comfortable sharing relevant
market-sensitive information and documents with the FSAP teams,
which will include staff members of the Bank and Fund as well
as consultants engaged for the FSAP. To encourage the sharing of
such sensitive information and documents, staffs of the Bank and
Fund have prepared this Protocol to describe procedures aimed at
preventing unauthorized access to and disclosure of sensitive infor-
mation obtained through the FSAP. This Protocol is an application
of the existing policies and guidelines of the Institutions concerning
the safeguarding of sensitive information and documents, which are
listed in Appendix I, and does not represent the adoption of new
policies or guidelines.

Classification and handling of sensitive information

3. Three levels of classification will be used for sensitive infor-
mation provided to the Institutions in connection with the FSAP: (a)
STRICTLY CONFIDENTIAL; (b) CONFIDENTIAL; and (c) for
OFFICIAL USE ONLY (NOT for PUBLIC USE).!

STRICTLY CONFIDENTIAL

Information and documents that are deemed to be of a highly
sensitive nature or to be inadequately protected by the CONFIDEN-
TIAL classification shall be classified as STRICTLY CONFIDEN-
TIAL and access to them shall be restricted solely to persons with a
specific need to know. The staffs of the Institutions shall establish a
control and tracking system for documents classified as STRICTLY
CONFIDENTIAL, including the maintenance of control logs. Docu-
ments classified as STRICTLY CONFIDENTIAL shall be (i) marked
with such classification on each page; (ii) kept under lock and key or
given equivalent protection when not in use; and (iii) in the case of
physical documents, transmitted by an inner sealed envelope indicat-
ing the classification marking and an outer envelope indicating no

! General Administration Order 35 in the Fund also provides for a classification
category of SECRET; however, this classification category is currently under
review in the Fund, and it is likely to be abolished in the near future.
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classification, or, in the case of documents in electronic form, transmit-
ted by encrypted or password-secured files.

For purposes of this Protocol, the following individuals are
deemed to have a specific need to know: (i) the FSAP team leader and
deputy leader; (ii) FSAP team members directly involved with the
substance of the sensitive information; (iii) immediate supervisors
of FSAP team members who are staff members of the Institutions,
who need the information to fulfill their management function; and
(iv) the Managing Director of the Fund, the President of the World
Bank Group, or their respective designated representatives; and (v)
other individuals by agreement between the FSAP team leader or
deputy leader and the provider of the sensitive information.

CONFIDENTIAL

Information and Documents that must be restricted to per-
sons with a need to know or a legitimate interest in the informa-
tion, shall be classified as CONFIDENTIAL. A document classified
as CONFIDENTIAL shall be (i) marked with such classification
on the cover and first page; (ii) kept out of view of unauthorized
individuals when not in use; and (iii) transmitted in appropriately
marked envelopes.

For purposes of this Protocol, the following individuals are
deemed to have a need to know or a legitimate interest in informa-
tion and documents classified as CONFIDENTIAL: (i) all FSAP
team members; (ii) immediate supervisors and department heads of
FSAP team members who are staff members of the Institutions; (iii)
the relevant Country Directors and Sector Leaders in the Bank, and
the relevant Area Department Mission Chiefs and MAE Country
Managers in the Fund;! (iv) the Managing Director of the Fund, the
President of the World Bank Group, or their respective designated
representatives; and (v) other individuals by agreement between the
FSAP team leader or deputy leader and the provider of the sensitive
information. Authorization is not required for further distribution

I The term “provider” means an individual or entity that retains the right to restrict
the disclosure of information or documents entrusted by the provider to the staffs
or FSAP consultants of the Institutions.
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on a need-to-know basis, within a specific office of one of the Insti-
tutions, but any such further disclosure must include notice to each
additional recipient that the information is CONFIDENTIAL.

FOR OFFICIAL USE ONLY (NOT for PUBLIC USE)

A document classified as “FOR OFFICIAL USE (NOT for
PUBLIC USE)” shall be marked with such classification on the
cover and first page and no other specific restrictions on the han-
dling or transmission of such documents shall be imposed other
than the general requirement to prevent public access.!

4. In general, the lowest appropriate category of classification
should be used, and will be decided by the FSAP team leader in con-
sultation with the provider of the sensitive information. It is expected
that the majority of sensitive information will be classified as either
NOT for PUBLIC USE or CONFIDENTIAL, and that the STRICTLY
CONFIDENTIAL classification will need to be used only sparingly.

Transmitting and referencing sensitive information

5. Cover letters or transmittal forms shall bear the classification
of the most restricted attached documents. Documents that quote
from, or otherwise contain sensitive information from classified
documents shall be marked with the same security classification
as the original information with the most restricted classification
contained in the records, and shall be treated in the same way as the
original information. E-mail messages that convey sensitive infor-
mation from classified records shall have distribution lists reflect-
ing the restrictions of the relevant classification.

Downgrading of security classifications

6. At the time of classifying as “STRICTLY CONFIDEN-
TIAL” or “CONFIDENTIAL” sensitive information entrusted to
the FSAP team, the recipient will make a good faith effort to reach

I Documents receiving this classification in the Fund are normally made available
to certain international organizations as identified in decisions of the Executive
Board.
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agreement with the provider on specific downgrading instructions,
such as when, in what circumstances or under what conditions it
might receive a lower classification.

Participation of staff in FSAP teams

7. FSAP team leaders shall be responsible for providing each
member of their respective teams a copy of this Protocol and at-
tachments hereto. The policies and guidelines of the Institutions in
Appendix 1 provide for procedures and measures in the event of
breach by their respective staff members of the applicable policies
and guidelines.

Participation of consultants in FSAP teams

8. FSAP team leaders shall, prior to fielding the first FSAP mis-
sion, consult with the relevant authorities of the country concerned
regarding the participation of any consultant, from either the pri-
vate or public sectors, in the FSAP team. In choosing consultants to
be included in such team, FSAP team leaders will take into account
concerns expressed by the relevant authorities about the security of
sensitive information in connection with the participation of any
particular consultant. The same procedure shall apply if a consul-
tant is proposed to be added to the team after the first mission.

9. A consultant that participates in an FSAP team shall execute
a confidentiality letter in the form of Appendix II (which may be
modified from time to time), except when the requisite elements of
such letter have been incorporated in the relevant consulting con-
tracts. Such elements are: (i) acknowledgment of receipt of a copy
of this Protocol and its attachments; (ii) agreement not to disclose or
use to private advantage sensitive information known to the consul-
tant by reason of his participation in the FSAP team; and (iii) agree-
ment that confidentiality obligations undertaken in connection with
the FSAP shall survive the termination of the consultant’s contract,
unless the obligations refer to sensitive information that have been
declassified for public use.

10. In the event of a breach of confidentiality by a consultant in
connection with the FSAP, the Institution with which the consultant
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has a contract will address the matter, in accordance with such Insti-
tution’s rules and procedures. Sharing of sensitive information and
FSAP-related documents between the institutions and with authorities

11. Sensitive information entrusted to the staff and consultants
of either Institution, as well as FSAP-related documents generat-
ed by the staff and consultants of either Institution, will be shared
with identified counterparts in the other institution, subject to the
restrictions on access and procedures described or referred to in
this Protocol. Nothing in this Protocol shall limit the staffs of the
Institutions from sharing sensitive information entrusted to them
through the FSAP with the relevant country authorities that are au-
thorized to receive the information.

Disclosure of Protocol

12. This Protocol and attachments thereto shall not be classi-
fied. Prior to the commencement of the initial FSAP mission, cop-
ies will be provided to the appropriate authorities and will be made
available on request to representatives of financial institutions par-
ticipating or proposing to participate in the FSAP.

APPENDIX I
General Policies and Guidelines

The security procedures set forth in this Protocol have been
prepared particularly for the FSAP in accordance with the follow-
ing policies and guidelines of the Institutions (Attachments I(a) to
I(1)), as amended from time to time, concerning the safeguarding of
confidential information and documents:

(a) Guidelines for Bank-Fund Collaboration in the Finan-
cial Sector (June 1999);

(b) World Bank Principles of Staff Employment,
paragraph 3.1(d);

(c) World Bank Staff Rule 3.01, Section 4.02, Disclosure
and Use of Non-public Information (April 1999);
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(d) World Bank Policy on Disclosure of Information
(March 1994);

(e) World Bank Administrative Manual Statement 10.20,
Security of Records (September 1996);

(f) World Bank Administrative Manual Statement 10.20B,
Confidentiality in Financial Sector Work (January 1998);

(g) International Monetary Fund Staff Regulations N-4,
N-5, N-6, and N-11;

(h) International Monetary Fund Staff Code of Conduct,
Section 20, Use and Disclosure of Information (July 1998);

(1) International Monetary Fund, General Administrative
Order No. 26, Rev. 2 and Supplement 1, Records, September 5,
1990; and,

(j) International Monetary Fund, General Administrative
Order No. 35, Information Security (September 1990).

APPENDIX 11
[Date]

[International Monetary Fund or World Bank Address]
Re: FSAP—Confidentiality Obligations

In connection with my participation as a [World Bank/IMF]
consultant in the Financial Sector Assessment Program for [coun-
try], I hereby confirm that I have received and read copies of the
Protocol on Protection of Sensitive Information in the Financial
Sector Assessment Program and attachments thereto (the “Docu-
ments”). I agree to observe the procedures described in the Docu-
ments and, in particular, not to disclose or use for private advantage
sensitive information known to me by reason of my participation in
the FSAP. I also agree that my confidentiality obligations under the
FSAP shall survive termination of my FSAP assignment, unless the
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obligations refer to sensitive information (as defined in the proto-
col) that have been declassified for public use.

SM/00/54,
March 15, 2000

Observance of Standards and Codes

REPORTS ON OBSERVANCE OF STANDARDS AND CODES

Individual hard copies of Reports on the Observance of
Standards and Codes that are to be published shall no longer be
circulated to Executive Directors!.

Decision No. 12662-(02/6),
January 22, 2002

The Acting Chair s Summing Up—
2011 Review of the Standards and Codes Initiative
Executive Board Meeting 11/24, March 9, 2011

Executive Directors welcomed the timely review of the imple-
mentation of the Standards and Codes Initiative, which draws lessons
from the recent global crisis. They welcomed the international commu-
nity’s renewed emphasis on adherence to international standards, par-
ticularly to promote financial stability. Directors noted the usefulness
of the Initiative in identifying data gaps and weaknesses in institutional
frameworks, setting reform agendas, and enhancing transparency.
They emphasized the importance of prioritizing recommendations in
line with countries’ needs, updating current standards where needed,
and further promoting country ownership of recommendations in Re-
ports on Observance of Standards and Codes (ROSCs).

Directors acknowledged that compliance with agreed stan-
dards represents only one of the building blocks for crisis preven-
tion. The recent crisis has identified gaps in the architecture of
standards and codes. It has also brought to the fore the need to

I'Ed. Note: The IMF Executive Board reviewed the standards and codes initiative
in The Acting Chair'’s Summing Up—The Standards and Codes Initiative—Is It
Effective? And How Can It Be Improved? EBM/05/66, July 25, 2005.
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complement assessments under ROSCs with rigorous follow-up
implementation, strengthened surveillance of financial institutions,
and international cooperation on cross-border issues and crisis reso-
lution. The impact of the crisis on public balance sheets also calls
for renewed attention to fiscal transparency, including a possible
review of fiscal standards and an update of the framework for as-
sessing data quality.

Directors endorsed amendments to the list of key standards.
Specifically, they supported the decision of the Financial Stabil-
ity Board (FSB) to combine the accounting and auditing standards
into one policy area, and to introduce a new policy area on crisis
resolution and deposit insurance. Enhancing coordination between
standard setters and assessors, through a more systematic feedback
mechanism, will ensure that lessons from standard implementation
inform standard revisions.

Given additional demand for assessments of the two new
standards within a limited resource envelope, Directors generally
considered it necessary to prioritize ROSCs across standards. They
supported plans to improve the link between ROSC assessments
and capacity building, and to integrate these assessments more sys-
tematically into area departments’ Regional Strategy Notes. Di-
rectors saw considerable merit in the use of topical trust funds to
finance follow-up technical assistance in high-priority areas, build-
ing on the overall positive experience of the AML/CFT trust fund,
although a few noted some practical difficulties with this approach.
Directors stressed the need to ensure that the focus on systemically
important members does not crowd out low-income and emerging
market countries.

Directors generally supported the broader application of
targeted ROSCs to enhance efficiency and allow for more frequent
updates. Most viewed country self-assessments, with the help of
qualified outside experts, as a cost-effective means of fostering
ownership and building capacity. Directors recognized that such
assessments could not substitute for ROSCs, and that their qual-
ity could vary. They urged that, in assisting country authorities to
conduct self-assessments, staff exercise care so as not to create an
impression that the findings are endorsed by the Fund and the Bank.
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Most Directors agreed with the recommendations to better
integrate ROSC findings into Fund surveillance, including by fol-
lowing up on macro-relevant ROSC recommendations in the con-
text of bilateral surveillance. A number of Directors pointed out
that such a move would be inconsistent with the voluntary nature
of ROSCs, as well as run counter to the ongoing efforts to stream-
line and focus Article IV staff reports. Directors urged continued
efforts at information-sharing and coordination between the Fund
and the Bank. Extending Bank-led ROSCs on accounting, auditing,
and corporate governance to a broader group of advanced countries
could also improve the effectiveness of surveillance.

Directors welcomed steps to improve the public’s access to
ROSCs and efforts to encourage countries to publish ROSCs. They
were generally open to considering a mechanism to facilitate pub-
lic reporting on progress in implementing ROSC recommendations,
based on clear guidelines to ensure credibility. A few cautioned
against creating undue pressures for countries to provide updated
information to markets, which is not a key objective of ROSCs.

Most Directors agreed to maintain the current system on the
use of compliance ratings, in which some ROSCs assign ratings while
others do not, reflecting the tension between public disclosure and a
focus on reform efforts and country ownership. A few were of the view
that greater use of compliance ratings would enhance clarity, transpar-
ency, and comparability of assessments across countries, as well as
provide stronger incentives to push ahead with reforms.

Directors continued to support Fund collaboration with the
FSB, including with respect to its initiatives to encourage greater
compliance by non-cooperative jurisdictions (NCJ) with interna-
tional standards, insofar as the FSB’s initiatives respect the Fund’s
legal framework, the cooperative nature of the Fund’s relationship
with its members, and the voluntary nature of the ROSC exercise.
In particular, they broadly endorsed the proposed principles on the
Fund’s participation in NCJ processes.

Directors agreed that the next review of the Standards and
Codes Initiative should be undertaken in five years, with some flex-
ibility to conduct ad hoc reviews as necessary. They looked forward
to the forthcoming reviews of selected standards under the Initiative.
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BUFF/11/42,
March 15, 2011
Offshore Financial Centers

The Acting Chair's Summing Up—Offshore Financial
Centers—The Assessment Program—A Progress Report and
the Future of the Program
Executive Board Meeting 03/101, November 5, 2003

Executive Directors welcomed the opportunity to review
the offshore financial center (OFC) assessment program in light of
the experience gained since it was initiated in June 2000. They also
discussed the future role of the Fund in OFCs, in the context of the
Fund’s work on financial sectors.

Directors recognized that OFCs could pose risks, associated
with prudential and financial integrity concerns, to the international
financial system. While effective consolidated supervision in the
home country can mitigate prudential risks, there remain weak-
nesses and gaps in supervision. Also, combating money launder-
ing and the financing of terrorism (AML/CFT) requires worldwide
implementation of the relevant international standards.

Directors commended the significant progress made by the
OFC assessment program since it was initiated in 2000, noting that
all major jurisdictions contacted since the start of the program have
now been assessed. They welcomed the improvements made to the
supervisory and regulatory systems of a number of OFCs as a re-
sult of the program. However, Directors noted that supervision and
regulation of the non-banking sector, in particular, needed to be
strengthened in many OFCs.

Directors agreed with the proposed evolution of the OFC
program as outlined in the staff paper. They emphasized that the
Fund’s role should continue to be guided by the Fund’s mandate
and expertise in this area, and that the future program should be
based on the following four broad elements:

* regular monitoring of OFCs’ activities and compliance
with supervisory standards;
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e improved transparency of OFC supervisory systems and
activities;

* technical assistance in collaboration with bilateral and
multilateral donors;

e collaboration with standards-setters and the onshore and
offshore supervisors to strengthen standards and exchanges of
information.

Directors stressed that participation in OFC assessments and moni-
toring should continue to be voluntary.

Directors agreed that the monitoring of OFCs’ activities and
their compliance with supervisory and integrity standards should
become a standard component of the financial sector work of the
Fund. Ongoing monitoring of OFCs would help to ensure that well-
managed jurisdictions maintain good supervisory practices and to
monitor progress in the development of supervisory systems in
other jurisdictions. Nevertheless, Directors considered it important
to maintain an appropriate distribution of resources in monitoring
offshore and onshore centers. Some Directors noted that some on-
shore financial centers potentially pose greater risks to international
financial stability.

Directors agreed that it would be appropriate to continue
periodic monitoring of OFCs’ compliance with relevant interna-
tional regulatory standards. Module 2 assessments every 4-5 years
of supervisory and regulatory systems’ compliance with interna-
tional standards, focusing mainly on those jurisdictions that are not
covered by FSAPs, would generally be appropriate, but the program
should be sufficiently flexible to allow for more frequent targeted
assessments to address areas of immediate concern. Some Directors
felt that the scope of OFC assessments should be consistent with
that of ROSCs and FSAPs. Directors agreed that, for the time be-
ing, the OFC program should remain separate from the FSAP, and
that the next review of the OFC program should reevaluate the need
for a separate program. Some Directors, however, noted that the
objective should be to integrate the program into the Fund’s regular
FSAP/ROSC procedures.
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Directors welcomed the decision by many jurisdictions to
publish their OFC assessment reports, as this has helped to improve
transparency of OFC activities and their supervisory systems and
contributed to promoting market discipline. Directors encouraged
all jurisdictions to publish their reports, noting that this was in
their interest since failure to do so would send an adverse signal
to the market. Directors supported a continued policy of voluntary
publication.

Directors endorsed reclassifying the Module 2 main report
(which would contain a description of the activities of a financial
center and the supervisory system, ROSCs, and prioritized recom-
mendations) as a staff report, and circulating these to the Board.
Board members, as usual, would have the option to request a Board
discussion. Directors were of the view that the detailed assess-
ment reports should remain a confidential document and would not
be circulated to the Board unless the authorities chose to have it
published.

Directors agreed that technical assistance should continue
to be extended to OFCs, focusing on those OFCs that have the re-
sources and commitment to benefit most from technical assistance
or that experience the greatest shortcomings in complying with in-
ternational standards. Directors underlined that all OFCs should
meet minimum international financial regulatory standards. How-
ever, they stressed that the Fund should limit itself to identifying
areas where further guidance from the relevant standards-setters
would be useful—the Fund should not itself set financial supervi-
sory standards. Furthermore, meeting international standards car-
ries significant costs and thus creates particular challenges in small,
low-income jurisdictions. Directors encouraged the staff to explore
with other bilateral and multilateral donors how best to assist these
jurisdictions. However, they reiterated the agreed principle that col-
laboration with other organizations should continue to be based on
their commitment to work within a cooperative framework.

Directors recognized that information sharing arrange-
ments play a key role in effective cross-border supervision. In this
context, they indicated that the Fund should help strengthen infor-
mation sharing mechanisms through increased collaboration with
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standards-setters and supervisors, while noting that institutions
would need to protect the confidentiality of information.

Directors welcomed the staff’s proposal on rebalancing the
use of resources within the existing budget envelope. In particular,
most Directors supported the introduction of offsite monitoring of
OFC activities and risk-focused assessments, which would be less
resource-intensive compared to full assessments.

Directors noted that while the initial Fund OFC program
has helped to improve the information available on OFCs’ supervi-
sory systems, the jurisdictions need to disseminate more informa-
tion themselves. They encouraged jurisdictions to work with the
Fund to develop data on OFCs for general dissemination.

Directors agreed that the staff should continue to provide
periodic updates on the progress with the OFC program, and that
the Board should conduct its next review of the OFC program in
2-3 years.!

The Acting Chair s Summing Up—
Offshore Financial Centers—Report on the Assessment
Program and Proposal for
Integration with the Financial Sector Assessment Program
Executive Board Meeting 08/48, May 30, 2008

Executive Directors welcomed the opportunity to review
the experience with the offshore financial center (OFC) program
and consider the integration of the OFC program into the Financial
Sector Assessment Program (FSAP).

Directors welcomed the progress made in implementing the
four elements of the OFC program agreed in 2003: (i) monitoring of
activities and compliance with international standards; (ii) enhanc-
ing transparency; (iii) technical assistance; and (iv) cooperation
with standard setters and other agencies. They were encouraged
that the reassessments, although based on a small sample and to

I Ed. Note: Pursuant to Decision No. 13814-(06/98), November 15, 2006, future
reviews will be conducted on an “as needed” basis. The expectation going forward
is that “as needed” would generally mean a lag of at least five years between any
such reviews.
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be interpreted with caution, indicated improvements in compliance
with prudential standards, as well as progress on prudential cross-
border cooperation and information exchange. Given the scope for
further improvements, in particular in lower- and middle-income
OFCs, Directors encouraged OFCs to further enhance work in these
areas.

Directors observed that, to varying degrees, some weak-
nesses remain in the regulatory frameworks of OFCs for anti-money
laundering and combating the financing of terrorism (AML/CFT).
Although compliance with the standard is generally comparable
with that of non-OFC jurisdictions, Directors pointed to low com-
pliance in areas that pose risks for both OFCs and the jurisdictions
with which they interact. They encouraged OFCs to take early and
effective actions to address these issues.

Directors welcomed that most OFC jurisdictions had pub-
lished their assessment reports and many had published their de-
tailed assessments, and encouraged all jurisdictions to publish their
reports. Directors also commended the 28 jurisdictions that have
submitted data as part of the Information Framework Initiative, and
encouraged the remaining jurisdictions to submit their data.

Against this background, most Directors supported the inte-
gration of the OFC program with the FSAP, although it was empha-
sized that integration should not result in a less rigorous assessment of
OFCs. Directors noted that integration of the two programs would
permit a more risk-focused approach to assessments, and would
eliminate the need for the Fund to maintain a separate list of OFCs,
which has become increasingly difficult to justify in the face of
financial globalization. Directors saw as a positive aspect of the in-
tegration that a broader range of issues would be covered under the
FSAP compared with OFC assessments, which would strengthen
the Fund’s financial sector surveillance and contribute to a more ef-
fective oversight of the global financial system. Directors noted that
analysis should be tailored to the risk profile of each jurisdiction,
including by focusing on cross-border issues as appropriate.

Directors were of the view that integration would also per-
mit a more effective prioritization and use of resources. In particu-
lar, decisions on which jurisdictions would be assessed would be
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taken based on the same criteria used in the FSAP. Directors gener-
ally concurred to assess the nine or ten OFCs that account for the
overwhelming volume of activity about every 5-7 years, and that
smaller jurisdictions should be assessed less frequently. However,
Directors stressed that the frequency of such FSAP assessments
should be considered in a flexible manner so as to respond to chang-
ing risks and circumstances and taking into account information
collected through continuous monitoring (or the nonprovision of
information).

Directors stressed that the integration of the OFC program
with the FSAP should not lead to a diminished focus by the Fund on
OFCs’ compliance with international standards. The assessments
under the OFC program and the FSAP have led to significant im-
provements in the quality of supervision in OFCs. Directors called
on the staff to work to maintain this momentum, including by work-
ing closely with international bodies, such as the FSF and standard
setters. Directors noted that, in addition to Article IV consultations,
member countries could also be monitored outside the assessment
cycle. Other jurisdictions will continue to be monitored by the staff,
including through the Information Framework Initiative. Directors
encouraged jurisdictions to continue to work with the Fund to im-
prove data collection, compilation, and dissemination.

Directors noted that, as part of the global arrangements for
AML/CFT assessments involving the IMF, World Bank, FATF, and
FATF-Style Regional Bodies, attention will continue to be paid to
money laundering and financing of terrorism vulnerabilities posed
by OFCs. The integration of the programs would not affect the
scope or cycle of AML/CFT assessments or the range of jurisdic-
tions to be assessed, either in the context of an FSAP or on a stand-
alone basis.

Directors noted that, under the integrated program, the pub-
lication policy would continue to be voluntary and would be guided
by the policies determined under the FSAP. They also noted that
participation in the Information Framework Initiative would con-
tribute to transparency.

Directors agreed that all OFC assessments would be un-
dertaken as part of the FSAP starting in FY 2010. Jurisdictions
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scheduled to be assessed under the second phase of the OFC pro-
gram prior to FY 2010 could receive a Module 2 assessment or
FSAP. Directors also agreed that assessments of jurisdictions that
have already been assessed under the OFC program would be treated
as FSAP updates under the FSAP.

Directors agreed that, as the FSAP is currently available
only to members, its coverage would be extended to encompass the
four non-member jurisdictions presently covered by the OFC pro-
gram. They noted that the Board would continue to have the option
to request discussion of non-member assessments and to invite non-
member representatives to attend the Board meeting. Some Directors
suggested that consideration be given to having those non-members
contribute financially to cover the Fund’s administrative expenses in
such exercises. Directors also agreed that technical assistance would
continue to be provided to help strengthen supervision of the finan-
cial sector and address money laundering and financing of terrorism
risks, including in those non-members, while recognizing the need
for prioritization within the context of a tighter resource envelope.

BUFF/08/78,
June 4, 2008!

Anti-Money Laundering and
Combating the Financing of Terrorism

The Acting Chair s Summing Up on
Intensified Fund Involvement in Anti-Money Laundering
and Combating the Financing of Terrorism
Executive Board Meeting 01/116, November 12, 2001

In particular, Directors supported:

* circulating to all Fund members over time in the context of Article
IV consultations a voluntary questionnaire (based on the expanded

I Ed. Note: Pursuant to Decision No. 13814-(06/98), November 15, 2006, future
reviews will be conducted on an “as needed” basis. The expectation going forward
is that “as needed” would generally mean a lag of at least five years between any
such reviews.
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AML methodology). This exercise should be seen as a complement
and not as a substitute to FSAPs and OFC assessments, and should
inform the Article IV discussions and help set priorities for techni-
cal assistance. The results of the exercise could, with the agreement
of the member, be made available to the Board.

Summing Up by the Acting Chair—Anti-Money Laundering
and Combating the Financing of Terrorism—Proposals to
Assess a Global Standard and to Prepare ROSCs
Executive Board Meeting 02/80, July 26, 2002

Executive Directors welcomed the opportunity to discuss
proposals that would significantly advance the Fund’s contribution
to international efforts to combat money laundering and the financ-
ing of terrorism. They noted that the Fund has begun a new chapter
in its work in this area by taking two key steps:

* conditionally adding the Financial Action Task Force (FATF) 40
Recommendations on an effective anti-money laundering frame-
work and the 8 Special Recommendations on Terrorism Financing
(FATF 40+8) to the list of areas and associated standards and codes
useful to the operational work of the Fund; and

* endorsing a 12-month pilot program of AML/CFT assessments
and accompanying Reports on the Observance of Standards and
Codes (ROSCs) that would involve participation of the Fund and
the World Bank, the Financial Action Task Force, and FATF-Style
Regional Bodies (FSRBs).

Directors expect that such assessments and ROSCs will
play an important role in the further development of an effective
global AML/CFT framework.

Directors noted that, in its Communiqué of April 20, 2002,
the International Monetary and Financial Committee (IMFC) stated
that the Fund’s AML/CFT efforts should now be focused on com-
pleting the comprehensive AML/CFT methodology being devel-
oped jointly by Fund/Bank staff and the FATF, based on a global
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standard covering the FATF 40+8 Recommendations; on the de-
velopment of assessment procedures compatible with the uniform,
voluntary, and cooperative nature of the ROSC process; and on en-
hancing the delivery of related technical assistance. Directors had
committed the staff to work collaboratively with the FATF and
other financial sector standard setters to implement these goals.

In moving forward, Directors emphasized that the follow-
ing four key principles should guide the Fund’s role in AML/CFT
assessments and accompanying ROSCs:

* the staff’s involvement in assessing non-prudentially-regulated
financial sector activities should be confined to those that are mac-
roeconomically relevant and pose a significant risk of money laun-
dering/terrorism financing;

* all assessment procedures should be transparent and consistent
with the mandate and core expertise of the different institutions in-
volved, and compatible with the uniform, voluntary, and coopera-
tive nature of the ROSC exercise;

* the assessments should be followed up with appropriate technical
assistance at the request of the countries assessed in order to build
their institutional capacity and develop their financial sectors; and

« the assessments would be conducted in accordance with the com-
prehensive and integrated methodology.

Directors considered the staff paper to have set out a prag-
matic and forward-looking framework by which the Fund can begin
to operationalize its intensified work on AML/CFT and cooperation
with relevant international bodies. For this reason, they endorsed
adding AML/CFT to the list of 11 areas where standards and codes
are useful to the operational work of the Fund and for which assess-
ments are undertaken, and to adopt the FATF 40+8 Recommenda-
tions as the associated standard, provided that four conditions are
met:

i. the FATF Secretariat, in consultation with Fund/Bank
staff, satisfactorily completes the draft of the comprehensive and
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integrated assessment methodology by the Annual Meetings for
consideration at the October FATF Plenary;

ii. the FATF endorses in its October Plenary the compre-
hensive and integrated assessment methodology and its use in un-
dertaking FATF/FSRB mutual evaluations and Fund/Bank staff-led
assessments;

iii. the FATF agrees in its October Plenary to undertake its
mutual evaluations consistent with the ROSC process as elaborated
in Section II of SM/02/227; and

iv. the FATF does not undertake a further round of the non-
cooperative countries and territories (NCCT) initiative, at least dur-
ing the period of the 12-month pilot project.

Directors endorsed the proposal to use two approaches to
conduct the assessments:

e FATF and FSRBs-led assessments and associated ROSCs, which
would be undertaken in the context of FATF/FSRB mutual evalua-
tions and would not include Fund/Bank staff; and

¢ Fund/Bank staff-led assessments and associated ROSCs, which
would be undertaken by both Fund/Bank staff (including experts
under staff supervision), who would assess and take responsibility
for part of each assessment and associated ROSC, and other experts
not affiliated with Fund/Bank staff who would assess and take re-
sponsibility for the rest of the assessment and associated ROSC.

In the case of Fund/Bank-led assessments, a number of
Directors would have preferred a more unified approach under which
the Fund/Bank would have responsibility for the whole process.

Most Directors, in order to enhance cooperation further
with the FATF, agreed that reports on observance associated with
FATF-led assessments would be considered ROSCs provided that
there is compliance with the conditions outlined above. However,
several Directors expressed concern that condition 4 did not go far
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enough. They preferred that the FATF also state that it did not ex-
pect to undertake a further round of the NCCT process after the end
of the 12-month pilot program. These Directors also preferred that
reports on observance associated with FATF-led assessments not
be designated ROSCs unless the FATF undertook a blanket com-
mitment not to undertake any further country assessments without
the consent of the country, and acknowledge that it would accept
the results of any Fund/Bank-led assessments. Directors hoped that
the Fund/Bank’s cooperative relationship with the FATF on AML/
CFT assessments based on the ROSC principles would continue
even after the 12-month pilot program had expired. It was gener-
ally agreed that duplication of assessments should be avoided, to
the extent possible. However, some Directors felt that instances of
duplication could allow comparison of the two methods and be a
source of useful information on the assessment procedure. It was
also noted that these assessments are meant to be an ongoing pro-
cess, and it is possible that over a period of time countries may
undergo assessment under both approaches. At the same time, a
few Directors also considered it important to avoid creating the im-
pression that the two approaches implied that there are two tiers of
membership: those countries eligible for FATF/FSRB-led assess-
ments and others eligible for Fund/Bank-led assessments.

Directors agreed that, while both approaches would en-
compass a comprehensive treatment of AML/CFT covering all
FATF 40+8 Recommendations, Fund staff (and experts under
staff supervision) would not be involved in assessing implementation of
criminal laws and the activities of those parts of the non-prudentially-
regulated financial sector that are not macro-relevant and do not
pose a significant risk of money laundering or financing of terror-
ism. Although it would not be responsible for assessing these areas,
several Directors underscored that the Fund would need to select
the outside experts who would be assessing them in a manner that
ensures the independence of the assessors and the confidentiality of
information.

Directors supported the proposed process for reviewing the
assessments and associated ROSCs, while emphasizing the need to
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ensure that they conform with the principle of uniformity. Some
Directors, however, advocated a higher level of substantive review
of assessments and associated ROSCs prepared by the FATF and
FSRBs so as to ensure uniformity with those prepared by the Fund
and the Bank. They saw the 12-month pilot program as a sensible
and practical vehicle to learn lessons about the assessment method-
ology, the two assessment approaches, and coordination. A compre-
hensive review at the end of the pilot study was expected, focusing,
inter alia, on the various lessons learned, and the consistency and
quality of assessments.

Directors emphasized the importance of the delivery of
technical assistance to help countries address gaps in the AML/CFT
frameworks that are identified in assessments, and the associated
allocation of additional resources to this effort. However, it was
stressed that this should not come at the expense of more traditional
core technical assistance.

Given the high priority that the international community has
attached to the Fund’s AML/CFT efforts, Directors supported the
assignment of additional resources to AML/CFT work as outlined
in the supplementary paper, noting that resource costs will need to
be further refined in light of experience with the 12-month pilot
program as part of the FY 2003-2004 budget preparation process.

Directors noted that a timetable for completion of the draft
comprehensive and integrated assessment methodology for circula-
tion to the Board by the time of the Annual Meetings and endorse-
ment at the FATF October Plenary was agreed to by the staff and
representatives from the FATF, other financial standard setters, and
the Egmont Group at a meeting held in Basel on July 23, 2002. The
comprehensive and integrated assessment methodology would be
presented to the Fund’s Executive Board for its endorsement fol-
lowing endorsement at the FATF Plenary.

Directors looked forward to a report from the staff on the
completion of the four conditions prior to the commencement of the
12-month pilot program.
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REePorT ON OUTCOME OF FATF PLENARY MEETING AND ENDORSEMENT
OF METHODOLOGY FOR ASSESSING COMPLIANCE WITH ANTI-MONEY
LAUNDERING AND COMBATING FINANCING OF TERRORISM STANDARD

Executive Directors take note that the conditions set forth
in BUFF/02/122! are met and add the FATF 40+8 Recommenda-
tions to the list of areas and associated standards and codes useful
to the operational work of the Fund for which assessments will be
undertaken and reports on the Observance of Standards and Codes
(ROSCs) will be prepared.

Executive Directors endorse the comprehensive and inte-
grated methodology that was endorsed at the FATF October 2002
Plenary. (SM/02/349, 11/8/02)

Decision No. 12884-(02/114),
November 15, 2002

The Acting Chair's Summing Up—Twelve-Month Pilot
Program of Anti-Money Laundering and
Combating the Financing of Terrorism (AML/CFT)
Assessments—Joint Report on the Review of the Pilot Program
Executive Board Meeting 04/29, March 24, 2004

Executive Directors welcomed the opportunity to review
the experience of the joint Fund/Bank program for assessments
and technical assistance for Anti-Money Laundering and Combat-
ing the Financing of Terrorism (AML/CFT). They commended the
Fund/Bank staffs on the overall success of the pilot program, not-
ing that AML/CFT assessments and technical assistance have now
become an important component of the Fund and the Bank’s work
to strengthen the integrity of financial systems and deter financial
abuse.

Directors welcomed the participation by the Financial Ac-
tion Task Force (FATF) and FATF-style regional bodies (FSRBs)
in the pilot program. Although a full review of the quality and con-
sistency of their reports will take place at a later date, Directors

I Ed. Note: See Summing Up by the Acting Chair—Anti-Money Laundering and
Combating the Financing of Terrorism (AML/CFT)—Proposals to Assess a Global
Standard and to Prepare ROSCs, EBM/02/80, July 26, 2002, at p. 167.
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were encouraged by the initial finding that the FATF/FSRBs’ as-
sessments were prepared in accordance with the principles of the
Reports on the Observance of Standards and Codes (ROSCs) and
were linked to the Financial Sector Assessment Program (FSAP),
and that the reports received to date were generally of good quality.
They underlined the importance of coordinating the Fund/Bank’s
work with that of the FATF and the FSRBs to avoid duplication of
assessments. Directors looked forward to receiving the full review
of the quality of the FATF/FSRBs’ assessments and their consis-
tency with the ROSC principles, as well as the effectiveness of co-
ordination efforts, in about 18 months’ time.

Directors noted that the pilot program had achieved the ini-
tial objectives agreed to by the Executive Board and, in particular,
that it had led to a considerable deepening of international attention
to AML/CFT issues and to the provision of substantial technical as-
sistance in this area. They were encouraged that most jurisdictions
have responded positively to assessments. Directors commended
the generally high level of compliance with the FATF recommen-
dations in higher- and middle-income countries, while noting that
many lower-income countries face a challenge in implementing the
FATF standard owing in part to shortages of resources to devote
to this purpose. While observing that there are more general weak-
nesses regarding compliance with the eight special recommenda-
tions on terrorist financing, Directors welcomed the increased
awareness among jurisdictions of the need for strong legislative and
institutional frameworks in this area.

Directors emphasized that a key element of raising global
compliance with the FATF standard is the delivery of technical as-
sistance. In this regard, they welcomed the significant and increased
contribution by the Fund in the delivery of technical assistance on
AML/CFT in legislative drafting, support to supervisory bodies, es-
tablishment of financial intelligence units, and training. At the same
time, Directors recognized that the Fund is only one of many tech-
nical assistance providers, and emphasized the Fund’s need to work
closely with bilateral and other multilateral donors, while respect-
ing their different mandates and expertise. They agreed that the de-
livery of technical assistance to strengthen the capacity of FSRBs to
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conduct assessments was a cost-effective way of strengthening the
global efforts on AML/CFT.

Directors noted that the Fund/Bank had conducted the great
majority of assessments during the pilot program, reflecting the late
start of the FATF/FSRBs in conducting assessments during the pilot
program. Further, they observed that the Fund had conducted a greater
share of the assessments, in part reflecting the intensified work on Off-
shore Financial Centers (OFCs), in which the Bank is not involved.
Looking ahead, Directors welcomed the commitment by the FATF
President to ensure that the FATF takes on a more equitable sharing
of the burden. They noted that the FATF and the FSRBs combined are
expected to conduct assessments of 15 to 20 countries per year. They
requested the staff to ensure close collaboration and coordination with
the FATF/FSRBs on assessment schedules. Directors also welcomed
the commitment by the Bank to share the assessment burden equally
with the Fund during the transition period and later.

In view of the success of the pilot program and the impor-
tance attached to AML/CFT work, Directors agreed that it should
be a regular part of the Fund’s work, and that AML/CFT assess-
ments, whether prepared by the Fund/Bank or the FATF/FSRBs,
should continue to be included in all FSAP and OFC assessments.
Going forward, the Executive Board endorsed the revised FATF
standard that expands the scope of activities, and the revised assess-
ment methodology for the Fund’s operational work, in view of the
international acceptance that the revised FATF 40+8 is the relevant
standard for the preparation of the AML/CFT ROSCs. Directors,
moreover, agreed on the importance of continuing collaboration
with the FATF in light of its indication that it has no plans at pres-
ent to conduct a further round of the Non-Cooperative Countries
and Territories (NCCT) exercise. In addition, in this regard, some
Directors expressed concern that the FATF had left open the pos-
sibility of further rounds of the NCCT exercise, and noted that if the
FATF were to resume the NCCT exercise, the Fund would need to
reconsider collaboration with the FATF, as the exercise is at odds
with the uniform, voluntary, and cooperative nature of the ROSC
exercise. They indicated that the suspension of the exercise should
continue to be a condition for the Fund’s joint work.
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Directors acknowledged that some areas of the assessment
process could be improved, particularly with regard to the integra-
tion of the work now carried out by the independent AML/CFT ex-
perts (IAEs) into the overall assessment process. They stressed that
the need to ensure effective integration and quality control of the
IAEs’ work would become more pressing with the adoption of the
new FATF recommendations, and therefore supported the adoption
of measures to strengthen the contribution of IAEs in Fund assess-
ments, within resource constraints.

In considering the options for advancing the Fund’s work on
AML/CFT, many Directors expressed a preference for continuing
the status quo, as outlined under Option 1 in the staff paper, which
they thought is working well and limits the staff’s involvement in
the assessments to those areas that they felt were within the core
mandate and expertise of the Fund. They considered that extend-
ing the Fund’s involvement to law enforcement issues would risk
jeopardizing the cooperative nature of the Fund’s relations with its
members and the support of the membership for AML/CFT. These
Directors also felt that the identified need to improve the work of
the independent AML/CFT experts (IAEs) could be accommodated
without expanding the areas of involvement of the Fund and the
Bank in AML/CFT. However, the majority of the Executive Board
agreed to support the Fund becoming fully accountable, together
with the Bank, for AML/CFT assessments and for providing techni-
cal assistance, including in the sectors covered by IAEs, as outlined
under Option 3 in the staff paper. These Directors agreed that as-
sessing whether countries have the capacity to implement AML/
CFT laws effectively is part of the core mandate of the Fund and
does not contravene the prohibition of the Fund to exercise law
enforcement powers. They supported a more comprehensive and
integrated approach to conducting AML/CFT assessments in order
to enhance the efficiency and quality of the process.

In considering Option 3, which calls for the costs of assess-
ments to be borne by the Fund/Bank, Directors noted that there is
uncertainty about the eventual cost of taking on the additional as-
sessment and technical assistance work. In particular, they noted
that developing more precise cost estimates for assessments will
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require practical experience with implementation of the new stan-
dard in the transition period in fiscal year 2005. Directors also noted
that actual experience will help refine estimates of the resource
costs. Some Directors indicated that without better estimates of the
costs, it was difficult for them to assess fully the merits of the dif-
ferent options, and thought it appropriate to introduce a cap in the
fiscal year 2005 budget for the assessments. Directors emphasized,
however, that the extension of this work should not crowd out other
essential activities, including ongoing technical assistance. They
noted that specific redeployment and allocation of the additional
resources and staff positions to undertake the expanded assessment
and technical assistance work in the next year will be taken up as
part of the fiscal year 2005 budget discussion. In this regard, Di-
rectors urged bilateral and multilateral donors of financing and of
expert resources to support this initiative generously.

Directors indicated their interest in receiving reports on
(1) the review of the quality and consistency of the FATF/FSRBs’
assessments and coordination in about 18 months’ time; and (ii)
a comprehensive review of the overall effectiveness of the Fund/
Bank program in about three years’ time.!

The Acting Chair s Summing Up—

Anti-Money Laundering and Combating the
Financing of Terrorism (AML/CFT)—Report on the Review of
the Effectiveness of the Program
Executive Board Meeting 11/55, June 1, 2011

Executive Directors welcomed the opportunity to discuss
the effectiveness of the AML/CFT program. They noted that the
Fund’s work has significantly contributed to the international
community’s response to money laundering and the financing of
terrorism.

I Ed. Note: Pursuant to Decision No. 13814-(06/98), November 15, 2006, future
reviews under the above paragraph will be conducted on an “as needed” basis. The
expectation going forward is that “as needed” would generally mean a lag of at
least five years between any such reviews. Decision No. 14235-(09/1), December
31, 2008, provided that a review shall be completed by June 30, 2009.

176



TECHNICAL AND FINANCIAL SERVICES

Directors recognized that AML/CFT assessments are an
important part of the ROSC and FSAP programs and rely on close
cooperation and coordination with other key players, notably the
Financial Action Task Force (FATF) and the World Bank. Directors
noted that, although useful, the comprehensiveness of the FATF
standards sets a high benchmark. Compliance remains low, assess-
ments are resource intensive, and country specific issues may not
receive full attention. In this context, a few Directors called for fur-
ther evidence of the effectiveness of AML/CFT assessments.

Against this background, Directors saw merit in exploring
ways to strengthen AML/CFT assessments, including the possibil-
ity of conducting targeted, risk-based assessments. While Directors
acknowledged the potential benefits of a risk-based approach, many
Directors preferred to keep options open pending FATF discussions
of these issues next year.

Directors agreed that, under a framework for risk-based as-
sessments, the first AML/CFT assessment for a member would be
comprehensive while subsequent assessments would focus on those
areas that present the greatest risk of money laundering and/or ter-
rorist financing taking place without being detected or sanctioned.
This approach would produce better targeted and more focused
assessments.

Directors agreed that a shift to targeted and risk based AML/
CFT ROSCs would need to be agreed with the standard setter and
other stakeholders. In particular, the methodology for conducting
such assessments and criteria for the selection of issues to be as-
sessed with respect to specific countries need to be developed in co-
operation with the FATF and the FATF-style regional bodies along
with other stakeholders. Directors agreed that staff, in continued
close cooperation with the World Bank, should raise these issues
with FATF and report to the Board within two years. To the extent
that there is a sufficient consensus within the international commu-
nity to move to a risk-based approach, Fund staff should also make
a specific proposal on how to move forward, including an analysis
of the associated resource implications.
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Directors recognized that the FSAP framework has provided
an effective mechanism for addressing AML/CFT issues on a con-
sistent basis. Most Directors agreed to maintain the mandatory link
of AML/CFT assessments with every FSAP, although a number of
Directors expressed the view that, going forward, the incorporation
of AML/CFT into an FSAP should be determined on a case-by-case
basis, as is the case for other standards and codes and if justified by
the level of money laundering and terrorist financing risks.

Directors continued to support Fund collaboration with
the FATF, including its International Cooperation Review Group
(ICRG) process towards non-cooperative jurisdictions (NClJs).
Consistent with guidance provided in the recent Board review of the
Standards and Codes Initiative, Directors agreed that staff should
continue to participate in the ICRG, play a “good offices” role, and
provide relevant information on member countries under review
with the consent of the relevant members, while refraining from
participating in those aspects of the process that are coercive in na-
ture. Directors noted that staff participation in such cases should not
be seen as an endorsement of possible public statements on NClJs.

The majority of the Board endorsed the approach and con-
siderations outlined in the paper for the coverage of AML/CFT is-
sues and their related predicate crimes in the context of modular
financial stability assessments under the FSAP and bilateral surveil-
lance. However, a number of other Directors expressed the view that
the framework proposed by staff, although useful, required further
elaboration before it could be applied for the purposes of financial
stability assessments and bilateral surveillance under Article 1V.
In addition, Directors broadly supported the continued inclusion of
AML/CFT issues in Article IV discussions on a voluntary basis,
while a number of Directors favored a more consistent treatment
across members of these issues in bilateral surveillance.

Directors welcomed the strategic delivery of the Fund’s
AML/CFT technical assistance program, which is now almost ex-
clusively funded by external resources.

Directors noted that the next review of the AML/CFT pro-
gram would be expected to be completed within the next five years.
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BUFF/11/77,

June 6, 2011
Framework Administered Account

TECHNICAL ASSISTANCE—ESTABLISHMENT OF FRAMEWORK ADMINISTERED
ACCOUNT

1. Pursuant to Article V, Section 2(b), the Fund adopts the In-
strument to establish an account for the administration by the Fund
of resources to be contributed by: (i) governments or other official
agencies of countries and (ii) intergovernmental organizations, in
accordance with the terms and conditions of the Instrument set forth
in the Annex to EBS/01/202.

2. The provisions of the Instrument may only be amended by a
decision of the Fund and with the concurrence of the contributors
that are financing activities through the account at the time of such
decision.

Decision No. 10942-(95/33), April 3, 1995,

as amended by Decision Nos. 11162-(95/121), December 19, 1995,
and 12641-(01/126),

December 6, 2001

ANNEX TO EBS/01/202

Instrument for a Framework Administered Account for
Technical Assistance Activities

To help fulfill its purposes, the International Monetary Fund
(the “Fund”) has adopted this Instrument to establish an account in
accordance with Article V, Section 2(b) which shall be governed
by, and administered in accordance with, the provisions of this
Instrument.

1. The Fund hereby establishes an account (the “Framework
Account”) for the purpose of the administration of resources to be
contributed by: (i) governments or other official agencies of coun-
tries and (ii) intergovernmental organizations (individually referred
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to as a “Contributor,” collectively referred to as “Contributors™), in
order to finance technical assistance activities of the Fund.

2. The resources provided by Contributors to the Framework
Account shall be: (i) grants, or (ii) proceeds of grants or loans that
have been received by the Contributor from entities other than the
Fund for the purpose of financing technical assistance to the Con-
tributor. The resources may be used by the Fund only for techni-
cal assistance activities consistent with its purposes, in accordance
with the procedures specified in paragraph 3 of this Instrument.

3. (a) The financing of technical assistance activities shall be
implemented through the establishment and operation of subac-
counts within the Framework Account. A subaccount may be es-
tablished with resources from one or more Contributors; with the
agreement of the Managing Director and after consultation with the
Contributors of such a subaccount, a Contributor may be added to
the subaccount following the subaccount’s establishment.

(b) The establishment of a subaccount shall be subject to
prior approval by the Fund, upon the recommendation of the Man-
aging Director. When recommending approval of the establishment
of a subaccount, the Managing Director shall specify the essential
terms of the understandings that have been reached between the
Contributor(s) and the Managing Director regarding (i) the na-
ture, design and implementation of the technical assistance activ-
ities to be financed from the subaccount in question and (ii) the
method by which the costs of the technical assistance activities will
be financed from resources contributed to the subaccount by the
Contributor(s). Further understandings between the Managing Di-
rector and the Contributor(s) shall determine the conditions govern-
ing and methods used for the disposition of any net contributions
for purposes of paragraph 13. Following the establishment of a sub-
account, the Fund shall be authorized to use the resources in the
subaccount in accordance with the understandings reached between
the Contributor(s) and the Managing Director.

4. Costs charged to a subaccount of the Framework Account
as a result of costs incurred by the Fund in the performance of
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technical assistance activities shall be based on standard costs
as determined by the Fund, unless otherwise agreed between the
Fund and the Contributor(s). A subaccount shall also be charged an
amount equivalent to a percentage of such costs so as to help cover
the expenses incurred by the Fund in the administration of the tech-
nical assistance activities financed from the subaccount in question.

5. Resources in a subaccount may be used to make disburse-
ments to the Fund’s General Resources Account as required to re-
imburse the Fund for expenditures incurred by the Fund on account
of any technical assistance activity financed by resources from such
subaccount.

6. All transactions and operations of the Framework Account
shall be denominated in U.S. dollars.

7. Resource held in a subaccount of the Framework Account
pending disbursement shall be invested at the discretion of the
Managing Director. Earnings net of any costs associated with such
investments shall accrue to the subaccount and shall be available
for the purposes of the subaccount.

8. Subject to the requirement of Fund approval specified in
paragraph 3, the Managing Director is authorized (i) to make all
arrangements, including establishment of accounts in the name of
the Fund, as he deems necessary to carry out the operations of the
Framework Account; and (ii) to take all other measures he deems
necessary to implement the provisions of this Instrument.

9. Assets held in the Framework Account shall be accounted for
separately from the assets and property of other accounts of, or ad-
ministered by, the Fund. The assets and property held in such other
accounts shall not be used to discharge or meet any liabilities, obli-
gations, or losses of the Fund incurred in the administration of the
Framework Account nor shall the assets of the Framework Account
be used to discharge or meet any liabilities, obligations, or losses
incurred by the Fund in the administration of such other accounts.
The assets and property held in each subaccount of the Frame-
work Account shall not be used to discharge or meet any liabilities,
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obligations, or losses of the Fund incurred in the administration of
any other subaccount of the Framework Account.

10. (a) The Fund shall maintain separate financial records and
prepare separate financial statements for the Framework Account.
Such records and statements, which shall include a breakdown with
respect to each subaccount, will be maintained in accordance with
generally accepted accounting principles. The financial statements
for the Framework Account shall be expressed in U.S. dollars. For
each subaccount, a report on the subaccount’s expenditures and
a review of the activities financed by it shall be prepared by the
Fund and furnished to the subaccount’s Contributor(s) annually, or
more often if agreed between the Contributor(s) and the Managing
Director.

(b) The External Audit Firm selected under Section 20 of
the Fund’s By-Laws shall audit the operations and transactions con-
ducted through the Framework Account. The audit shall relate to
the financial year of the Fund.

(c) The Fund shall report on the position of the Framework
Account, including a breakdown with respect to each subaccount,
in the Annual Report of the Executive Board to the Board of Gov-
ernors and shall include in that Annual Report the report of the Ex-
ternal Audit Firm on the Framework Account.

11. Subject to the provisions of this Instrument, the Fund, in
administering the Framework Account, shall apply, mutatis mutan-
dis, the same rules and procedures as apply to the operation of the
General Resources Account of the Fund.

12. The Framework Account or any subaccount thereof may be
terminated by the Fund at any time; the termination of the Frame-
work Account shall terminate each subaccount thereof. A subac-
count may also be terminated by the Contributor of the resources to
the subaccount or, in the case of a subaccount comprising resources
from more than one Contributor, by all the Contributors participat-
ing in the subaccount at the time of termination, provided that a
Contributor to such a subaccount may cease its own participation
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in the subaccount at any time without termination of the subac-
count. Termination shall be effective on the date that the Fund or
the Contributor(s), as the case may be, receives notice of termina-
tion, or such later date, if any, as may be specified in the notice of
termination.

13. The Managing Director and the Contributor(s) shall reach
understandings under paragraph 3(b) of this Instrument on the dis-
position upon termination of the subaccount of any balances, net of
the amounts of continuing liabilities and commitments under the
activities ‘financed, that may remain in the subaccount with respect
to the Contributor or, in the case of a subaccount comprising re-
sources from more than one Contributor, the Contributors partici-
pating in the subaccount at the time of termination. The Managing
Director and the Contributor(s) may also reach understandings with
respect to retransfer to the Contributor of its contribution, net of
the amounts of continuing liabilities and commitments under the
activities financed, prior to termination of the subaccount; absent
such understandings, any net contribution shall be retransferred to
the Contributor only upon termination of the subaccount.

ESTABLISHMENT OF A NEW FRAMEWORK ADMINISTERED ACCOUNT FOR
SELECTED FUND ACTIVITIES

1. Pursuant to Article V, Section 2(b), the Fund adopts the Instru-
ment to establish an account for the administration by the Fund
of resources to be contributed by donors, in accordance with the
terms and conditions of the Instrument set forth in the Annex to
EBS/09/27.

2. The provisions of the Instrument may only be amended by a de-
cision of the Fund, and with the concurrence of the contributors
that are financing activities through the account at the time of such
decision. Such concurrence may be presumed if contributors do not
object within thirty days after the issuance of the proposed amend-
ment to contributors. (EBS/09/27, 3/6/09)

Decision No. 14294-(09/31),
March 27, 2009
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ANNEX

Instrument for a Framework Administered Account for
Selected Fund Activities

To help fulfill its purposes, the International Monetary Fund (the
“Fund”) has adopted this Instrument to establish a framework ad-
ministered account for Selected Fund Activities, which shall be
governed by, and administered in accordance with, the provisions
of this Instrument.

1. The Fund hereby establishes an account, the “Framework Admin-
istered Account for Selected Fund Activities” (the “SFA Framework
Account”), for the purpose of the administration of resources to be
contributed by (i) donors and (ii) recipients of technical services
in relation to the application of the Fund’s policies on charging for
technical assistance (individually referred to as a “Contributor,”
collectively referred to as “Contributors™), in order to finance Se-
lected Fund Activities.

2. For purposes of the SFA Framework Account, “Selected Fund
Activities” include:

(a) technical and financial services provided by the Fund con-
sistent with Article V, Section 2(b) of the Fund’s Articles, including:

(i) the provision of technical services in the form of techni-
cal assistance and training of officials, and

(i1) activities in support of the provision of technical ser-
vices including, but not limited to research, high-level conferences
and international standard setting initiatives, secondments, assign-
ments, and staff exchanges; and

(b) such other activities or services for which the Fund may

accept external financing under its policies, consistent with the pur-
poses of the Fund.
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3. The resources provided by Contributors to the SFA Framework
Account shall consist of:

(1) grants,

(i1) proceeds of grants or loans that have been received by a
Contributor from entities other than the Fund, or

(iii) amounts paid in connection with the Fund’s policies on
country contributions for technical assistance. The resources may
be used by the Fund only in accordance with the procedures speci-
fied in paragraph 4 of this Instrument.

4. The financing of Selected Fund Activities shall be implemented
through the establishment by the Fund of subaccounts within the
SFA Framework Account.

(a) The establishment of a subaccount shall be subject to prior
approval by the Fund, upon the recommendation of the Managing
Director, with or without a request from a Contributor. When pro-
posing the establishment of a subaccount, the Managing Director
shall specify (i) the essential terms and conditions of the subac-
count with respect to the nature, design and implementation of the
Selected Fund Activities to be financed from the subaccount in
question and (ii) the method by which the costs of the activities will
be financed from resources contributed to the subaccount.

(b) A subaccount may be used to administer resources from one
or more Contributors. The essential terms and conditions of the
subaccount may provide for additional Contributors to be added
to the subaccount following its establishment, with the consent of
the Managing Director and the concurrence of existing Contribu-
tors. Each Contributor to a subaccount shall consent to the essen-
tial terms and conditions of the subaccount before the Managing
Director may accept that the Contributor’s resources flow into the
subaccount.

(c) Following the establishment of a subaccount, the Managing
Director shall be authorized to use the resources in the subaccount
in accordance with essential terms and conditions of the subaccount.
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5. Costs incurred by the Fund in the performance of Selected Fund
Activities and charged to the subaccount shall be based on the pre-
vailing cost system that the Fund employs at the time that rele-
vant activities are financed under the subaccount, unless otherwise
agreed between the Fund and the Contributor(s). Each subaccount
shall also be charged an amount equivalent to a percentage of costs
charged to the subaccount for Selected Fund Activities so as to help
cover the expenses incurred by the Fund in the administration of the
subaccount in question.

6. Resources held in a subaccount may be used to make disburse-
ments to the Fund’s General Resources Account as required to re-
imburse the Fund for expenditures incurred by the Fund on account
of any Selected Fund Activity financed by resources from such
subaccount.

7. All transactions and operations of the SFA Framework Account
shall be denominated in U.S. dollars.

8. Resources held in a subaccount pending disbursement shall be
invested at the discretion of the Managing Director. Earnings net of
any costs associated with such investments shall accrue to the sub-
account and shall be available for the purposes of the subaccount.

9. Subject to the requirement of Fund approval specified in para-
graph 4, the Managing Director is authorized (i) to make all ar-
rangements, including establishment of accounts in the name of the
Fund, as he deems necessary to carry out the operations of the SFA
Framework Account; and (ii) to take all other measures he deems
necessary to implement the provisions of this Instrument.

10. Assets held in the SFA Framework Account shall be accounted
for separately from the assets and property of other accounts of,
or administered by, the Fund. The assets and property held in such
other accounts shall not be used to discharge or meet any liabilities,
obligations, or losses of the Fund incurred in the administration of
the SFA Framework Account nor shall the assets of the SFA Frame-
work Account be used to discharge or meet any liabilities, obliga-
tions, or losses incurred by the Fund in the administration of such
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other accounts. Unless otherwise specified in the essential terms
and conditions of the subaccount, the assets and property held in
each subaccount of the SFA Framework Account shall not be used to
discharge or meet any liabilities, obligations, or losses of the Fund
incurred in the administration of any other subaccount of the SFA
Framework Account. The essential terms and conditions of the sub-
account may authorize the Fund to transfer amounts directly to and
from the subaccount to other subaccounts under the SFA Frame-
work Account.

11. (a) The Fund shall maintain separate financial records and pre-
pare separate financial statements for the SFA Framework Account.
Such records and statements, which shall include a breakdown with
respect to each subaccount, will be maintained in accordance with
International Financial Reporting Standards. The financial state-
ments for the SFA Framework Account shall be expressed in U.S.
dollars. For each subaccount, a report on the subaccount’s expen-
ditures and a review of the activities financed by it shall be pre-
pared by the Fund and furnished to the subaccount’s Contributor(s)
annually, or more often if agreed between the Contributor(s) and
the Managing Director. The essential terms and conditions of the
subaccount may provide for direct reporting on subaccount expen-
ditures by the Fund to specified third parties.

(b) The External Audit Firm selected under Section 20 of the
Fund’s By-Laws shall audit the operations and transactions con-
ducted through the SFA Framework Account. The audit shall relate
to the financial year of the Fund.

(c) The Fund shall report on the position of the SFA Framework
Account, including a breakdown with respect to each subaccount,
in the Annual Report of the Executive Board to the Board of Gov-
ernors and shall include in that Annual Report the report of the Ex-
ternal Audit Firm on the SFA Framework Account.

12. Subject to the provisions of this Instrument, the Fund, in admin-
istering the SFA Framework Account, shall apply, mutatis mutan-
dis, the same rules and procedures as apply to the operation of the
General Resources Account of the Fund.
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13. A Contributor may cease its participation in the subaccount or
withdraw from the subaccount at any time without causing the termi-
nation of the subaccount. A Contributor’s withdrawal shall become
effective on the date that the Fund receives notice of withdrawal, or
such later date, if any, as may be specified in the notice of withdrawal.

14. The SFA Framework Account may be terminated by the Fund at
any time, upon request of the Managing Director; the termination of
the SFA Framework Account shall terminate each subaccount there-
of. A subaccount may be terminated by the Fund upon the request of
the Managing Director with the concurrence of all Contributors par-
ticipating in the subaccount at the time of termination. A subaccount
may be terminated by the Fund upon the request of a Contributor
with the concurrence of the Managing Director and all other Con-
tributors participating in the subaccount at the time of termination.

15. The essential terms and conditions of each subaccount shall
specify terms for the disposition upon termination of the subac-
count of any balances, net of the amounts of continuing liabilities
and commitments under the activities financed, that may remain in
the subaccount at the time of termination. The essential terms and
conditions of a subaccount shall also specify the terms of distribu-
tion of a contribution of a Contributor, net of the amounts of con-
tinuing liabilities and commitments under the activities financed,
upon the withdrawal by the Contributor from the subaccount. Un-
less otherwise provided in the essential terms and conditions of a
subaccount, any net contribution held in that subaccount shall be re-
transferred to a Contributor only upon the Contributor’s withdrawal
from the subaccount or upon termination of the subaccount.

Policy Support Instrument
PoLicy SUPPORT INSTRUMENT—FRAMEWORK
General

1. Upon request, the Fund will be prepared to provide the tech-
nical services described in this Decision to members that are eli-
gible for assistance under the Poverty Reduction and Growth Trust
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(PRGT), i.e., included in the list of members annexed to Decision
No. 8240-(85/56), as amended, and that: (a) have a policy frame-
work focused on consolidating macroeconomic stability and debt
sustainability, while deepening structural reforms in key areas in
which growth and poverty reduction are constrained; and (b) seek to
maintain a close policy dialogue with the Fund, through the Fund’s
endorsement and assessment of their economic and financial poli-
cies under a Policy Support Instrument (PSI).

2. A PSI is a decision of the Executive Board setting forth a
framework for the Fund’s assessment and endorsement of a mem-
ber’s economic and financial policies. A PSI may be approved for a
duration of one to four years, and may be extended up to an overall
maximum period of five years.

3. Members with overdue financial obligations to either the
Fund’s General Resources Account (GRA) or to the PRGF Trust are
not eligible for a PSI.

The Member s Documents

4. Program Documents. The member’s program of economic
and financial policies for the period of a PSI will be described in
a letter and/or memorandum that may be accompanied by a tech-
nical memorandum (“Program Documents”). The initial Program
Documents will include: (a) a macroeconomic policy framework,
including a quantified framework for at least the first 12 months
under the PSI, with quantitative targets set at regular intervals, and
proposed assessment criteria for the first twelve months, and (b)
key structural measures that are needed to meet the objectives of
the program. The Program Documents will be updated from time to
time, as appropriate, in the context of reviews under the PSI.

5. Poverty Reduction Strategy (PRS) Documents. The mem-
ber’s program will be based on the member’s poverty reduction
strategy, which will be set forth in a Poverty Reduction Strategy
Paper (“PRSP”), PRSP Preparation Status Report, Interim PRSP
(“I-PRSP”), or Annual Progress Report (“APR”).
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Approval

6. A member’s request for a PSI may be approved only if the
Fund is satisfied that: (a) the policies set forth in the member’s Pro-
gram Documents meet the standards of upper credit tranche condi-
tionality; and (b) the member’s program will be carried out, and in
particular, that the member is sufficiently committed to implement
the program.

7. A member may be expected to adopt measures prior to the
Executive Board’s approval of a PSI when it is critical for the suc-
cessful implementation of the program that such actions be taken.

Program Reviews

8. The implementation of the member’s program under a PSI
will be assessed through program reviews, scheduled normally at
regular intervals no more than six months apart. A review can be
completed only if the Executive Board is satisfied that the mem-
ber’s program is on track and that the conditions for the approval
of a PSI, noted in paragraph 6, above, continue to be met. Having
conducted, but not completed, a scheduled review, the Executive
Board may subsequently return to that review, unless the previous
scheduled review was not completed. Documentation supporting a
return to the uncompleted review must be issued to the Executive
Board prior to the earliest test date of the periodic quantitative as-
sessment criteria linked to the next scheduled review, except for the
staff report which may be issued up to one month after the earliest
test date of the periodic quantitative assessment criteria linked to
the next scheduled review. In addition, the second and subsequent
reviews under a PSI can be completed only if the Executive Board
is satisfied that the member concerned (i) has a poverty reduction
strategy evidenced by a PRS Document that has been issued to the
Executive Board normally within the previous 18 months and the
PRS Document has been the subject of a staff analysis, including
in the staff report on a request for a PSI or a review under a PSI or
(i1) has a poverty reduction strategy set out in a PRSP that has been
issued to the Executive Board and which covers a period of twelve
months from the date of the completion of the relevant review and
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the member’s program documents describe how the current fiscal
budget, the upcoming fiscal budget when available, and planned
structural reforms advance PRS implementation.

9. Implementation of the program will be monitored, in par-
ticular, on the basis of assessment criteria, indicative targets, struc-
tural benchmarks and prior actions:

(a) Assessment criteria.

(i) For the purposes of each review, the Fund shall estab-
lish assessment criteria, which may include: (a) assessment criteria
linked to that review; and (b) assessment criteria that will apply on a
continuous basis. Assessment criteria will apply to clearly-specified
quantitative variables or structural measures that can be objectively
monitored and are critical for the achievement of program goals or
for monitoring implementation and whose nonobservance would nor-
mally signify that the program is off-track. Documentation with re-
spect to the conduct of a scheduled review would normally be issued
to the Executive Board within 4 months of the earliest test date for
the periodic quantitative assessment criteria linked to that review and
shall in any event be issued before the earliest test date of the periodic
quantitative assessment criteria linked to the next scheduled review.

(i1) A review will not be completed unless each assessment
criterion related to that review is observed or a waiver for the non-
observance is granted. A review will not be completed where the
member does not provide information necessary for the Fund to
conclude that: (a) an assessment criterion related to that review is
observed, or (b) a waiver of nonobservance is warranted. The Fund
will grant a waiver for the nonobservance of an assessment criterion
only if it is satisfied that, notwithstanding the nonobservance, the
program will be successfully implemented, either because of the
minor or temporary nature of the nonobservance or because of cor-
rective actions taken by the authorities.

(iii) In order to complete a review, assessment criteria must
be established for the shorter of: (a) the next two scheduled re-
views, or (b) the remaining period of the PSI.
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(b) Indicative targets and structural benchmarks. Variables and
measures may also be established as quantitative indicative targets
or structural benchmarks that will be examined in a review’s assess-
ment of program performance.

(c) Prior actions. A member may be expected to adopt measures
prior to the Executive Board’s completion of a review.

10. Notwithstanding paragraphs 8 and 9, and subject to para-
graph 20, following the approval of an arrangement under the
Exogenous Shocks Facility (“ESF arrangement”) or the Standby
Credit Facility (“SCF arrangement”) for a member implementing
a program under a PSI, and for as long as the ESF arrangement or
SCF arrangement remains in effect:

(a) reviews of the implementation of the member’s program un-
der the PSI may be scheduled at such time as reviews of the member’s
ESF-supported program or SCF-supported program are scheduled;

(b) assessment criteria under the PSI shall normally be estab-
lished for the same test dates and shall apply to the same variables
and measures as performance criteria under the ESF arrangement or
SCF arrangement;

(c) documentation with respect to the conduct of a scheduled
review under the PSI shall normally be issued to the Board at such
time as documentation for a review under the ESF-supported pro-
gram or SCF-supported program is issued;

(d) in order to complete a review under the PSI, assessment
criteria would be required to be established only for the next sched-
uled PSI review; and

(e) no reviews under the PSI could be conducted but not
completed.

Misreporting

11. Any decision approving a PSI or completing a review will
be made conditional upon the accuracy of information provided by
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the member regarding implementation of prior actions or perfor-
mance under related assessment criteria.

12. Whenever evidence comes to the attention of the staff
indicating that the member’s reporting of information noted in
paragraph 11 above was inaccurate, the Managing Director shall
promptly inform the member concerned.

13. If after consultation with the member, the Managing Direc-
tor finds that, in fact, the member had reported such inaccurate in-
formation to the Fund, the Managing Director shall promptly notify
the member of this finding.

14. In any case where a PSI was approved, or a review was
completed, no more than three years prior to the date on which the
Managing Director informs the member, as provided for in para-
graph 12 above, the Executive Board shall decide whether misre-
porting has occurred and shall reassess program performance in the
light of that determination.

15. The Fund shall proceed to make relevant information public
in every case following an Executive Board decision under para-
graph 14 above that misreporting has occurred, with prior Execu-
tive Board review of the text for publication.

16. For the purposes of this decision:

(a) whenever the Managing Director considers there is evidence
that the member’s reporting of information noted in paragraph 11
above was inaccurate, but the nonobservance of the relevant as-
sessment criterion or other specified condition was de minimis in
nature, as defined in paragraph 1 of Decision No. 13849, the com-
munication referred to in paragraph 12 may be made by a represen-
tative of the relevant Area Department;

(b) if the Managing Director determines that, in fact, a mem-
ber has reported such inaccurate information to the Fund, but the
nonobservance was de minimis in nature, as defined in paragraph 1
of Decision No. 13849, the notification referred to in paragraph 13
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may be made by a representative of the relevant Area Department,
and the Executive Board shall be informed of the misreporting in a
staff report on a review under the relevant PSI or, if no such review
is provided for, a staff report which deals with issues other than
the misreporting, and shall include a recommendation that the Ex-
ecutive Board find that the misreporting was de minimis in nature
and had no effect on program performance under the PSI. In those
rare cases in which no review is provided for, and no other such
staff report on the member is to be issued to the Board promptly
after the Managing Director concludes that misreporting has taken
place, the Managing Director shall consult Executive Directors and,
if deemed appropriate by the Managing Director, a stand-alone re-
port on the misreporting will be prepared for consideration by the
Executive Board normally on a lapse-of-time basis; and

(c) whenever the Executive Board finds that a member has mis-
reported information referred to in paragraph 11, but that the non-
observance of the relevant assessment criterion or other specified
condition was de minimis in nature as defined in paragraph 1 of
Decision No. 13849: (i) the Executive Board shall also find that the
misreporting had no effect on program performance; and (ii) the
fact of misreporting shall not be published by the Fund.

Applicability of Certain UFR Policies

17. The Guidelines on Conditionality (Decision No. 12864-
(02/102), September 25, 2002) shall apply where relevant and
except where this Decision sets forth different or more specific
provisions.

18. In addition, the Fund’s policies on the following subjects
shall apply by analogy to PSIs: (a) requirement of full program
financing; (b) arrears to official sector and external private creditors;
and (c) use of side letters.

Termination of a PSI

19. A member may cancel a PSI at any time by notifying the
Fund of such cancellation.

194



TECHNICAL AND FINANCIAL SERVICES

20 A PSI for a member will terminate upon: (a) the relevant
member incurring overdue financial obligations to the GRA or
PRGT; or (b) noncompletion of two consecutive PSI scheduled re-
views; provided that, in lieu of the circumstance specified in clause
(b), the PSI for a member whose program reviews are scheduled at
the same time as reviews of the member’s ESF-supported program or
SCF-supported program are scheduled will terminate if no scheduled
review is completed within twelve months of the completion of the
last scheduled review; or (¢) the approval for the relevant member of
an arrangement under the Extended Credit Facility of the PRGT.

Miscellaneous

21. For purposes of this decision, the terms PRSP, PRSP Prepa-
ration Status Report, I-PRSP, and APR shall have the meaning giv-
en to each of them in Section I, Paragraph 1 of the PRGF-HIPC
Trust Instrument (Annex to Decision No. 11436-(97/10), adopted
February 4, 1997, as amended).

Periodic Review

22. The Fund will review application of this Decision at inter-
vals of five years.!

Decision No. 13561-(05/85),

October 5, 2005, as amended by Decision Nos. 13814-(06/98),
November 15, 2006, 13849-(06/108), December 20, 2006,
14153-(08/82), September 19, 2008, effective November 24, 2008,
14253-(09/8), January 27, 2009,

14354-(09/79), July 23, 2009, effective January 7, 2010, and
15354-(13/32),

April 8, 2013

I Ed. Note: Pursuant to Decision No. 13814-(06/98), the frequency interval
of reviews is extended from three years to five years after 2008. Decision No.
14235-(09/1), December 31, 2008, provided that a review of the Policy Support
Instrument shall be completed by March 31, 2009.

195



SELECTED DECISIONS AND SELECTED DOCUMENTS

MODIFICATIONS OF THE FUND’S CONDITIONALITY FRAMEWORK—
APPLICATION TO THE PoLIcY SUPPORT INSTRUMENT

The Fund decides that, effective May 1, 2009, it shall no lon-
ger establish structural assessment criteria as a modality for moni-
toring performance under a Policy Support Instrument. (SM/09/91,
4/14/09) (SM/09/91, 04/14/09)

Decision No. 14317-(09/41),
April 21, 2009

Financial Services
Poverty Reduction and Growth Trust

A NEW ARCHITECTURE OF FACILITIES FOR Low-INCOME COUNTRIES AND
REFOrRM OF THE FUND’S CONCESSIONAL FINANCING FRAMEWORK

A. Transformation of the PRGF-ESF Trust

1. The name of the Trust established pursuant to Decision No. 8759-
(87/176) ESAF, adopted December 18, 1987, shall be changed to
the “Poverty Reduction and Growth Trust” (“PRGT”). Accordingly,
Decision No. 8759-(87/176) ESAF and the title of the Annex to that
Decision shall be amended by replacing “Poverty Reduction and
Growth Facility and Exogenous Shocks Facility Trust” with “Pov-
erty Reduction and Growth Trust.”

2. The Instrument to Establish the PRGT (“PRGT Instrument”) an-
nexed to Decision No. 8759-(87/176) ESAF, along with its Appen-
dices, shall be amended to read as set forth in the Attachment to this
decision.!

3. All arrangements under the Poverty Reduction and Growth Facility
that are in force on the effective date of this decision shall be renamed
arrangements under the Extended Credit Facility (“ECF”) provided
for in the Attachment to this decision, and all PRGF loans outstand-
ing on the effective date of this decision shall be renamed ECF loans.

I'Ed. Note: See the Annex of the following decision for the text of the instrument
of the PRG Trust.
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4. The Fund may continue to approve arrangements under the Ex-
ogenous Shocks Facility (“ESF”) established pursuant to Decision
No. 13590-(05/99) ESF for up to a period of three months after the
effective date of this decision. Such arrangements, along with those
in force on the effective date of this decision, shall generally be sub-
ject to the same modalities as were applicable to ESF arrangements
immediately prior to the effective date of this decision, as set forth
in the PRGT Instrument and Appendix III thereof. All disbursements
outstanding under the ESF, whether made before or after the effective
date of this decision, shall be subject to the terms and conditions set
forth in the PRGT Instrument, including as those may be amended
from time to time while such disbursements remain outstanding.

5. Except as otherwise specifically provided, references in other
Fund decisions, instruments, agreements or documents to the Pov-
erty Reduction and Growth Facility and Exogenous Shocks Facil-
ity Trust, PRGF, PRGF Trust, PRGF/ESF eligibility or PRGF/ESF
Instrument shall be understood to be, respectively, references to the
Poverty Reduction and Growth Trust, ECF, PRGT, PRGT eligibility
and PRGT Instrument.

B. Amendment of the PRGF-HIPC Trust Instrument

6(c) Except as otherwise specifically provided, references in the
PRG-HIPC Trust Instrument to “interim PRGF” shall be understood
to be references to “interim ECF,” and references to “self-sustained
PRGF” shall be understood to be references to “self-sustained ECF.”

C. Amendment of the Policy Support Instrument

D. Amendment of the Administered Account for EPCA/ENDA
Subsidies to PRGT-Eligible Members
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E. Consequential Changes to Other Fund Decisions

12. The Fund as Trustee under the PRGT Instrument decides that
Decisions No. 8845-(88/61) ESAF, and No. 8846-(88/61) ESAF,
both adopted April 20, 1988 are repealed.

F. Transfers of SDA-Derived Resources for Subsidy Purposes

19. For financial years 2010 through 2012, no reimbursement shall
be made to the General Resources Account from the Reserve Ac-
count of the PRGT for the cost of administering the PRGT. The
estimated cost of administering the PRGT shall be transferred after
the end of each such financial year from the PRGT Reserve Ac-
count (through the Special Disbursement Account) to the General
Subsidy Account of the PRGT provided for in the Attachment to
this decision.

G. Effectiveness of Decision

20. This decision shall become effective when all lenders to the
Loan Account of the PRGF-ESF Trust, and all third party con-
tributors of subsidies to the PRGF-ESF Trust, have consented to
the amendments set forth in Section A above. (SM/09/189, Sup. 2,
7/24/09)

Decision No. 14354-(09/79), July 23, 2009,
effective January 7, 2010

PovERTY REDUCTION AND GROWTH TRUST
1. The Fund adopts the Instrument to Establish the Poverty Re-
duction and Growth Trust (PRGT) that is annexed to this decision.

2. The Fund is committed, if it appeared that any delay in pay-
ment by the Trust to lenders would be protracted, to consider fully
and in good faith all such initiatives as might be necessary to assure
full and expeditious payment to lenders.
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Decision No. 8759-(87/176) ESAF, December 18, 1987,

as amended by Decision Nos. 9115-(89/40) ESAF, March 29, 1989,
9488-(90/106) ESAFE, July 2, 1990,

9555-(90/146) ESAF, September 24, 1990,

9585-(90/161) ESAF, November 15, 1990,

10092-(92/94) ESAF, July 23, 1992,

10287-(93/23) ESAF, February 22, 1993,

10515-(93/162) ESAF, November 29, 1993,

10530-(93/170) ESAF, December 15, 1993,

10532-(93/170) ESAF, December 15, 1993,

11114-(95/110) ESAF, November 20, 1995,

11395-(96/110) ESAF, December 9, 1996,

11434-(97/10), February 4, 1997,

11435-(97/10), February 4, 1997,

11533-(97/67) ESAF, July 2, 1997,

11610-(97/113), December 19, 1997,

11832-(98/119) ESAF, November 20, 1998,

12087-(99/118) PRGF, October 21, 1999,

effective November 22, 1999,

12206-(00/55) PRGE, May 31, 2000,

12228-(00/66) PRGE, June 30, 2000,

12252-(00/77) PRGE, July 27, 2000,

12279-(00/86), August 25, 2000,

12326-(00/111) PRGE, November 10, 2000,

12344-(00/117) PRGF, November 28, 2000,

12545-(01/84) PRGF, August 22, 2001,

12560-(01/85) PRGE, August 23, 2001, effective September 19, 2001,
13374-(04/105) PRGE, November 9, 2004,

13588-(05/99) MDRI, November 23, 2005, effective January 5, 2006,
13590-(05/99) ESF, November 23, 2005, effective January 5, 2006,
13689-(06/24) ESE, March 10, 2006,

13774-(06/78), August 30, 2006, effective December 8, 2006,
13849-(06/108), December 20, 2006,

14153-(08/82), September 19, 2008, effective November 24, 2008,
14253-(09/08), January 27, 2009,

14287-(09/29), March 24, 2009, effective April 1, 2009,
14354-(09/79), July 23, 2009, effective January 7, 2010,
14593-(10/41), April 28, 2010, effective June 1, 2010,
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15035-(11/116), December 1, 2011,
15226-(12/83), August 27, 2012,
15303-(13/1), December 21, 2012,
15352-(13/32), April 8, 2013,
15481-(13/103), November 11, 2013, and
15482-(13/103),

November 11, 2013

ANNEX
Instrument to Establish the Poverty Reduction and Growth Trust
Introductory Section

To help fulfill its purposes, the International Monetary Fund (here-
inafter called the “Fund”) has adopted this Instrument establish-
ing the Poverty Reduction and Growth Trust (hereinafter called the
“Trust”), which shall be administered by the Fund as Trustee (here-
inafter called the “Trustee”). The Trust shall be governed by and
administered in accordance with the provisions of this Instrument.

Section 1. General Provisions
Paragraph 1. Purposes

The Trust shall assist in fulfilling the purposes of the Fund by
providing:

(a) loans on concessional terms (hereinafter called “Trust loans™) to
low-income developing members that qualify for assistance under
this Instrument, in order to:

(i) support programs under the Extended Credit Facility (here-
inafter called the “ECF”) that enable members with a protracted
balance of payments problem to make significant progress toward
stable and sustainable macroeconomic positions consistent with
strong and durable poverty reduction and growth;

(i) support programs under the Standby Credit Facility (herein-
after called the “SCF”) that enable members with actual or potential
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short-term balance of payment needs to achieve, maintain or restore
stable and sustainable macroeconomic positions consistent with
strong and durable poverty reduction and growth;

(iii) support policies under the Rapid Credit Facility (hereinaf-
ter called the “RCF”’) of members facing urgent balance of payment
needs so as to enable them to make progress towards achieving or
restoring stable and sustainable macroeconomic positions consis-
tent with strong and durable poverty reduction and growth; and (iv)
for a transitional period, support programs under the Exogenous
Shocks Facility that help members to resolve their balance of pay-
ments difficulties whose primary source is a sudden and exogenous
shock in a manner consistent with strong and durable poverty re-
duction and growth; and

(b) grants, for a transitional period, to subsidize post-conflict and/
or natural disaster emergency assistance purchases under Decision
No. 12341-(00/117) made by low-income developing members
as of January 7, 2010, through transfers to the Post-Conflict and
Natural Disaster Emergency Assistance Subsidy Account for PRGT
Eligible members annexed to Decision No. 12481-(01/45) (“the
ENDA/EPCA Subsidy Account”).

Paragraph 2. Accounts of the Trust

The operations and transactions of the Trust shall be conducted
through a General Loan Account, an ECF Loan Account, a SCF
Loan Account, and a RCF Loan Account (the latter four accounts
collectively referred to herein as the “Loan Accounts”), a Reserve
Account, a General Subsidy Account, an ECF Subsidy Account, a
SCF Subsidy Account, a RCF Subsidy Account and an ESF Subsidy
Account (the latter five accounts collectively referred to herein as
the “Subsidy Accounts™). The resources of the Trust shall be held
separately in these Accounts.

Paragraph 3. Unit of Account

The SDR shall be the unit of account for commitments, loans, and
all other operations and transactions of the Trust, provided that
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commitments of resources to the Subsidy Accounts may be made
in currency.

Paragraph 4. Media of Payment of Contributions and Exchange of
Resources

(a) Resources provided under borrowing agreements or donated to
the Trust shall be received in a freely usable currency, subject to
the provisions of (c¢) below, and provided that resources may be
received by the Subsidy Accounts in other currencies.

(b) Payments by the Trust to creditors or donors shall be made in
U.S. dollars or such other media as may be agreed between the
Trustee and such creditors or donors.

(c) Resources provided under borrowing agreements or donated to
the Trust may also be made available in or exchanged for SDRs in
accordance with such arrangements as may be made by the Trust for
the holding and use of SDRs.

(d) The Trustee may exchange any of the resources of the Trust,
provided that any balance of a currency held in the Trust may be
exchanged only with the consent of the issuers of such currencies.

Section II. Trust Loans
Paragraph 1. Eligibility and Conditions for Assistance

(a) The members on the list annexed to Decision No. 8240-(86/56)
SAF, as amended, shall be eligible for assistance from the Trust.

(b) Assistance under the ECF

(1) Assistance under the ECF shall be committed and made avail-
able to a qualifying member under a single arrangement of no less
than three years and up to four years (hereinafter called an “ECF
arrangement”) in support of a macroeconomic and structural ad-
justment program presented by the member. It would be expected
that ECF arrangements would normally be approved for a period of

202



TECHNICAL AND FINANCIAL SERVICES

three years, although arrangements for up to four years may also be
approved, where appropriate, and if the member so requests. The
member shall also present a detailed statement of the policies and
measures it intends to pursue for the first twelve months of the ar-
rangement, and indicate how the program advances the member’s
poverty reduction and growth objectives, in line with the objectives
and policies of the program. The ECF arrangement will prescribe the
total amount of resources committed to the member, the amount to
be made available during the first year of the arrangement, the phas-
ing of disbursements during that year, and the overall amounts to
be made available during the subsequent years of the arrangement.
Disbursements shall be phased at regular intervals no more than six
months apart (one upon approval and at normally regular intervals
thereafter) with performance criteria applicable specifically to each
disbursement and appropriate monitoring of key financial variables
in the form of quantitative benchmarks and structural benchmarks
for critical structural reforms. Structural benchmarks may be tar-
geted for implementation either by a specific date or by the time
of a specific review under the ECF arrangement. The ECF arrange-
ment shall also provide for reviews by the Trustee of the member’s
program scheduled at intervals that are the same as those applicable
to disbursements to evaluate the macroeconomic and structural re-
form policies of the member and the implementation of its program
and reach new understandings if necessary. The determination of
the phasing of, and the conditions applying to, disbursements after
the first year of the ECF arrangement will be made by the Trustee
in the context of reviews of the program with the member. At each
review, the member will present a detailed statement describing
progress made under the program, the policies it will follow during
the next twelve months or up to the remaining period of the arrange-
ment to further the realization of the objectives of the program,
and how the program advances the country’s poverty reduction and
growth objectives, with such modifications as may be necessary to
assist it to achieve its objectives in changing circumstances.

(2) Before approving an ECF arrangement, the Trustee shall be sat-

isfied that the member has a protracted balance of payments prob-
lem and is making an effort to strengthen substantially and in a
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sustainable manner its balance of payments position under a policy
program that supports significant progress toward a stable and sus-
tainable macroeconomic position consistent with strong and dura-
ble poverty reduction and growth.

(3) The Trustee shall not complete the second or any subsequent
review under an ECF arrangement unless it finds that the member
concerned has (i) a poverty reduction strategy set out in an I-PRSP,
PRSP preparation status report, PRSP, or APR, that has been issued
to the Executive Board normally within the previous 18 months, and
the I-PRSP, PRSP preparation status report, PRSP, or APR has been
the subject of a staff analysis, including in the staff report on a new
ECF arrangement or a review under an ECF arrangement, or (ii) a
poverty reduction strategy set out in a PRSP that has been issued to
the Executive Board and which covers a period of twelve months
from the date of the completion of the relevant review and the mem-
ber’s program documents describe how the current fiscal budget,
the upcoming fiscal budget when available, and planned structural
reforms advance the implementation of the poverty reduction strat-
egy. For purposes of this Instrument, the terms [-PRSP, PRSP prep-
aration status report, PRSP, and APR shall have the meaning given
to each of them in Section I, Paragraph 1 of the PRG-HIPC Trust
Instrument (Annex to Decision No. 11436- (97/10), adopted Febru-
ary 4, 1997).

(4) A member may cancel an ECF arrangement at any time by no-
tifying the Fund of such cancellation. An ECF arrangement for a
member approved after the date of adoption of this decision will
automatically terminate before its term if no program review un-
der the arrangement has been completed over a period of eighteen
months.! The Trustee, at the authorities’ request, may decide to de-
lay the termination of the arrangement by up to three months in
cases where the reaching of understandings between the authorities
and the Trustee on targets and measures to put the ECF-supported
program back on track within the term of the arrangement, appears

I Ed. Note: Decision No. 15481-(13/103), November 11, 2013, amended this
sentence.
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imminent. The ECF arrangement will automatically terminate at the
end of the extended period unless a program review under the ar-
rangement is completed within this period. After the expiration of
an ECF arrangement for a member, the cancellation of the ECF ar-
rangement by the member, or the automatic termination of the ECF
arrangement, the Trustee may approve additional ECF arrange-
ments for an eligible member in accordance with this Instrument.

(c) Assistance under the SCF

(1) Assistance under the SCF shall be committed and made available
to a qualifying member under an arrangement (hereinafter called an
“SCF arrangement”) in support of a macroeconomic and structural
adjustment program presented by the member. The period for an SCF
arrangement shall range from one to two years. The member shall
present a detailed statement of the policies and measures it intends to
pursue during the first year of the arrangement, and how the program
advances the member’s poverty reduction and growth objectives. In
addition, the member will make an explicit statement, where applica-
ble, about its intention to treat the SCF arrangement as precautionary.
The SCF arrangement will prescribe the total amount of resources
committed to the member and the phasing of disbursements during
the period of the arrangement; provided that in cases where the pe-
riod of a SCF arrangement exceeds one year, the arrangement may
prescribe the amount to be made available during the first year of
the arrangement and the phasing of disbursements during that year.
Disbursements shall be phased at regular intervals no more than six
months apart (one upon approval and at approximately regular inter-
vals thereafter) with performance criteria applicable specifically to
each disbursement and appropriate monitoring of key financial vari-
ables in the form of quantitative benchmarks and structural bench-
marks for critical structural reforms. The SCF arrangement shall also
provide for reviews by the Trustee of the member’s program sched-
uled at intervals that are the same as those applicable to disburse-
ments to evaluate the macroeconomic and structural reform policies
of the member and the implementation of its program and reach new
understandings if necessary. In cases where the period of a SCF ar-
rangement exceeds one year, the determination of the phasing of, and
the conditions applying to, disbursements during the period of the
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arrangement following the first year may be made by the Trustee in
the context of reviews of the program with the member. At the time of
each review, the member will present a detailed statement describing
progress made under the program, the policies it will follow during
the next twelve months up to the remaining period of the arrangement
to further the realization of the objectives of the program, and how
the program advances the country’s poverty reduction and growth
objectives, with such modifications as may be necessary to assist it to
achieve its objectives in changing circumstances. The member may
request at any time any previously scheduled and undrawn disburse-
ment under an SCF arrangement, provided that the most recently
scheduled review under the arrangement prior to the request has been
completed. After the expiration of an SCF arrangement for a mem-
ber, or the cancellation of the SCF arrangement by the member, the
Trustee may approve additional SCF arrangements for that member
in accordance with the Instrument provided that, normally, no SCF
arrangement shall be approved that could result in a member having
had SCF arrangements in place for more than two and a half years
out of any five-year period, assessed on a rolling basis. In applying
this limitation, the Trustee shall not include previously approved SCF
arrangements that have expired with no disbursement having taken
place or new SCF arrangements whose approval the member has re-
quested and for which the Trustee, at the time of consideration of the
request, assesses that the member does not have an actual balance of
payments need.

(2) Before approving a SCF arrangement, the Trustee shall be satis-
fied (a) that the member does not have a protracted balance of pay-
ments problem, and has an actual or potential short-term balance
of payment need that is expected (or in the case of a potential bal-
ance of payments need, would be expected) to be resolved within
two years and in any event not later than three years; (b) that the
member’s balance of payments difficulties are not predominantly
caused by a withdrawal of financial support by donors; and (c) that
the member is implementing, or is committed to implement, poli-
cies aimed at resolving the balance of payments difficulties it is
encountering or could encounter, and at achieving, maintaining or
restoring a stable and sustainable macroeconomic position consis-
tent with strong and durable poverty reduction.
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(3) Notwithstanding subparagraph 2 above, no SCF arrangement
shall be approved before January 1, 2010, based solely on the exis-
tence of a potential balance of payments need.

(d) Assistance under the RCF

(1) Assistance under the RCF shall be made available to a qualifying
member through outright loan disbursements. A member requesting
assistance under the RCF shall describe in a letter the general poli-
cies it plans to pursue to address its balance of payment difficulties,
how its policies advance its poverty reduction and growth objec-
tives, and its intention not to introduce measures or policies that
would compound its balance of payments difficulties. The member
shall also commit to undergoing a safeguard assessment, provide
staff with access to its central bank’s most recently completed ex-
ternal audit reports and authorize its external auditors to hold dis-
cussions with staff. The Trustee will approve support under the RCF
only where it is satisfied that the member will cooperate with the
Trustee in an effort to find, where appropriate, solutions for its bal-
ance of payments difficulties. In exceptional cases, the Managing
Director may request that the member implement upfront measures
before recommending that the Trustee approve a disbursement un-
der the RCF.

(2) Before approving a disbursement under the RCF, the Trustee
shall be satisfied (a) that the member is experiencing an urgent bal-
ance of payments need characterized by a financing gap that, if not
addressed, would result in an immediate and severe economic dis-
ruption; (b) that the member’s balance of payments difficulties are
not predominantly caused by a withdrawal of financial support by
donors; and (¢) normally, that the member either (i) has a balance of
payments need that is expected to be resolved within one year with
no major policy adjustments being necessary, or (ii) lacks capac-
ity to implement an upper credit tranche-quality economic program
owing to its limited policy implementation capacity or the urgent
nature of its balance of payments need. If a member has received
a disbursement under the RCF within the preceding three years,
then any additional disbursements under the RCF may be approved
only where the Trustee is satisfied that: (i) the member’s balance of
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payments need was caused primarily by a sudden and exogenous
shock, or (ii) the member has established a track record of adequate
macroeconomic policies for a period of normally about six-months
prior to the request; provided that a member may not in any case
receive more than two disbursements under the RCF during any
12-month period.

(e) General Provisions

(1) A member may not obtain assistance from the Trust under the
ECF, SCF or ESF at the same time. So long as the requirements
under the Instrument for approval of such assistance have been
met, a member may obtain assistance under the RCF when it has an
ECF, ESF, or SCF arrangement in place, if (a) disbursements un-
der the relevant arrangement are delayed due to delays in program
implementation, the nonobservance of conditions attached to such
disbursements or delays in reaching new understandings when nec-
essary, and (b) the member’s balance of payments need giving rise
to the request for assistance under the RCF is caused primarily by
a sudden and exogenous shock.

(2) Commitments under arrangements under this Instrument may be
made for the period through December 31, 2015.

(3) The Managing Director shall not recommend for approval, and
the Trustee shall not approve, a request for a disbursement under the
RCF or an arrangement under this Instrument whenever the mem-
ber has an overdue financial obligation to the Fund in the General
Resources Account, the Special Disbursement Account, or the SDR
Department, or to the Fund as Trustee, or while the member is fail-
ing to meet a repurchase expectation to the Fund pursuant to Deci-
sion No. 7842-(84/165) on the Guidelines on Corrective Action, or
is failing to meet a repayment expectation pursuant to Section II,
paragraph 3(c) or the provisions of Appendix I to this Instrument.

(4) The Trustee shall not complete a review under an arrangement

under this Instrument unless and until all other conditions for the
disbursement of the corresponding loan have been met or waived.
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Paragraph 2. Amount of Assistance

(a) The overall access of each eligible member to the resources of the
Trust under all facilities of the Trust as specified in Section I, Paragraph
1(a) shall be subject to (i) an annual limit of 100 percent of quota; and
(i1) a cumulative limit of 300 percent of quota, net of scheduled repay-
ments.! The Fund may approve access in excess of these limits in cases
where the member is experiencing an exceptionally large balance of
payments need, has a comparatively strong adjustment program and
ability to repay the Fund, does not have sustained past and prospective
access to capital markets, and has income at or below the prevailing
operational cutoff for assistance from the International Development
Association (IDA); provided that access shall in no case exceed (i) a
maximum annual limit of 150 percent of quota, and (ii) a maximum cu-
mulative limit of 450 percent of quota, net of scheduled repayments.?
As a transitional arrangement, until December 31, 2010, the Fund may
also approve access above the limits specified in the first sentence of
this subparagraph (a), up to the limits specified in the second sentence,
in cases where, as of January 7, 2010, (i) the total amount of resources
committed to the member under the PRGF and ESF exceeded 50 per-
cent of quota per year, or (ii) the total amount of credit outstanding
under the PRGF and the ESF exceeded 150 percent of quota.

(b) The access of each eligible member under the RCF shall be subject
to an annual limit of 25 percent of quota and a cumulative limit of 100

I Ed. Note: Decision No. 15353-(13/92), April 8, 2013 provides: “l.a. The
percentages of quota referred to in Section II, paragraph 2(a) with regard to the
annual and cumulative limits of overall access under all facilities shall be changed
from 100 percent to 50 percent and from 300 percent to 150 percent respectively. ... 2.
This decision will become effective when the conditions specified in paragraph 3
of the Board of Governors resolution No.66-2 are met and will apply to assistance
under the PRGT committed after its date of effectiveness.”

2 Ed. Note: Decision No. 15353-(13/92), April 8, 2013 provides: “1.b. The percentages
of quota referred to in Section II, paragraph 2(a) with regard to the maximum annual
and cumulative limits of overall access under all facilities applicable when a member
is experiencing an exceptionally large balance of payments need shall be changed from
150 percent to 75 percent and from 450 percent to 225 percent respectively. ... 2. This
decision will become effective when the conditions specified in paragraph 3 of the
Board of Governors resolution No. 66-2 are met and will apply to assistance under the
PRGT committed after its date of effectiveness.”
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percent of quota, ! net of scheduled repayments; provided that the an-
nual and cumulative access limits under the RCF shall be 50 percent
of quota and 125 percent of quota,? respectively, net of scheduled re-
payments, in cases where (i) the member requests assistance under the
RCF to address an urgent balance of payments need resulting primarily
from a sudden and exogenous shock, and (ii) the member’s existing
and prospective policies are sufficiently strong to address the shock.
Outstanding credit by a member under the rapid-access component of
the ESF or outstanding purchases from the General Resources Account
under emergency post conflict/natural disaster assistance covered by
Decision No. 12341-(00/117), shall count towards the annual and cu-
mulative limits applicable to access under the RCF.

(c) Unless the member has an actual balance of payment need at the
time of approval of the arrangement, the Trustee shall not approve
an SCF arrangement that provides for an average annual access in
excess of 50 percent of quota and provides for annual access in ex-
cess of 75 percent of quota.’

1 Ed. Note: Decision No. 15353-(13/92), April 8, 2013 provides: “l.c. The
percentages of quota referred to in Section II, paragraph 2(b) with regard to the
annual and cumulative limits of access under the RCF shall be changed from 25
percent to 12.5 percent and from 100 percent to 50 percent respectively. ... 2. This
decision will become effective when the conditions specified in paragraph 3 of the
Board of Governors resolution No. 66-2 are met and will apply to assistance under
the PRGT committed after its date of effectiveness.”

2 Ed. Note: Decision No. 15353-(13/92), April 8, 2013 provides: “l.d. The
percentages of quota referred to in Section II, paragraph 2(b) with regard to the
annual and cumulative limits of access under the RCF to address an urgent balance
of payments need resulting primarily from a sudden and exogenous shock shall
be changed from 50 percent to 25 percent and from 125 percent to 62.5 percent
respectively. ... 2. This decision will become effective when the conditions
specified in paragraph 3 of the Board of Governors resolution No. 66-2 are met and
will apply to assistance under the PRGT committed after its date of effectiveness.”

3 Ed. Note: Decision No. 15353-(13/92), April 8, 2013 provides: “1.e. The percentage
of quota referred to in Section II, paragraph 2(c) with regard to the limits of access at
approval of an SCF arrangement that is approved in the absence of an actual balance
of payments need shall be changed with regard to the average annual access from
50 percent to 25 percent and with regard to annual access from 75 percent to 37.5
percent. ... 2. This decision will become effective when the conditions specified in
paragraph 3 of the Board of Governors resolution No. 66-2 are met and will apply to
assistance under the PRGT committed after its date of effectiveness.”
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(d) These access limits shall be subject to review from time to time
by the Trustee.

(e) To the extent that a member has notified the Trustee that it does
not intend to make use of the resources available from the Trust ,
the member shall not be included in the calculations of the access
limits on Trust loans.

(f) The access for each member that qualifies for assistance from
the Trust under the ECF, SCF, RCF or ESF shall be determined on
the basis of an assessment by the Trustee of the actual or potential
balance of payments need of the member, the strength of its adjust-
ment program and capacity to repay the Fund, the amount of the
member’s outstanding use of credit extended by the Fund, and its
record in using Fund credit in the past. The access for each member
that qualifies for assistance under the RCF and ESF shall also take
into account the size and likely persistence of the shock (where ap-
plicable, in the case of the RCF).

(g) The amount of resources committed to a qualifying member un-
der an ECF, SCF or ESF arrangement may be increased at the time
of any review contemplated under the arrangement, to help meet a
larger balance of payments need or in the case of an ECF or SCF ar-
rangement, to support a strengthening of the program. The amount
committed to a member under an ECF arrangement shall not be
reduced because of developments in its balance of payments, unless
such developments are substantially more favorable than envisaged
at the time of approval of the arrangement and the improvement for
the member derives in particular from improvements in the external
environment.

(h) The amount of resources committed to a qualifying member
under an ECF or SCF arrangement may also be increased by the
Trustee in an ad-hoc review between scheduled reviews under the
arrangement to address an increase in the underlying balance of
payments problems of the qualifying member where the problem
is so acute that the augmentation cannot await the next scheduled
review under the arrangement. The Trustee, however, shall not ap-
prove requests for augmentation at an ad hoc review if the scheduled

211



SELECTED DECISIONS AND SELECTED DOCUMENTS

review associated with the most recent availability date preceding
the augmentation request has not been completed. In support of a
request for augmentation between scheduled reviews under an ECF
or SCF arrangement, the member will describe in a letter of in-
tent the nature and size of its balance of payment difficulties, and
any information relevant to program implementation, including
exogenous developments. Before approving such augmentation,
the Trustee shall be satisfied that the program remains on track to
achieve its objectives at the time of the augmentation, based on the
information provided by the member, and, in particular, that the
member is in compliance with any continuous performance criteria
or that a waiver of nonobservance is justified and that all prior ac-
tions have been met. Requests for augmentation of access that do
not exceed 12.5 percent of quota would be considered for approval
on a lapse-of-time basis as provided for in Decision/A/13207 [as
amended]. Following its approval by the Trustee, the augmentation
of access under the arrangement will not exceed the amount imme-
diately needed by the member in light of its balance of payments
difficulties and will become available to the member in a single
disbursement, which the member may request at any time until the
availability date of the next scheduled disbursement under the ECF
or SCF arrangement. A program review following an augmentation
of access under the arrangement between scheduled reviews would
be expected to include a comprehensive review of policies under
the program. In order to allow the Trustee to undertake such a com-
prehensive assessment of the member’s policies, this review may
not be completed on a lapse of time basis.

(i) Any commitment shall be subject to the availability of resources
to the Trust.

Paragraph 3. Disbursements

(a) Any disbursement shall be subject to the availability of the re-
sources to the Trust.

(b) Disbursements under an arrangement under this Instrument must
precede the expiration of the arrangement period. If phased amounts
under an arrangement do not become available as scheduled due to
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delays in program implementation, nonobservance of conditions
attached to such disbursements or delays in reaching new under-
standings when necessary, the Trustee may rephase those amounts
over the remaining period of the arrangement. The Trustee may also
extend the original period of (i) an ECF arrangement to allow for
the disbursement of rephased amounts or to provide additional re-
sources in light of projected developments in the member’s balance
of payments position, subject to appropriate conditions consistent
with the terms of assistance under the ECF, provided that the total
period of the arrangement shall not exceed five years overall, and (ii)
an SCF or ESF arrangement for up to the overall maximum two-year
period referred to in Section II, paragraph 1 (c¢)(1) and Appendix
I1I, respectively, to allow for the disbursement of rephased amounts
or to provide additional resources subject to appropriate conditions
consistent with the terms of assistance under the ESF or SCF.

(c) When requesting a disbursement under the SCF, RCF or ESF,
the member shall represent that it has a need because of its balance
of payments or its reserve position or developments in its reserves.
The Trustee shall not challenge this representation of need prior to
providing the member with the requested disbursement. If, after a
disbursement is made, the Trustee determines that the disbursement
took place in the absence of a need, the Trustee may decide that
the member shall be expected to repay an amount equivalent to the
disbursement, together with any interest accrued thereon, normally
within a period of 30 days from the date of the Executive Board
decision establishing that the member is expected to make an early
repayment. If the member fails to meet a repayment expectation
within the period established by the Trustee, (i) the Managing Di-
rector shall promptly submit a report to the Executive Board togeth-
er with a proposal on how to deal with the matter, and (ii) interest
shall be charged on the amount subject to the repayment expecta-
tion at the rate applicable to overdue amounts under paragraph 4 of
this Section.

(d) Following a member’s qualification for a disbursement, the dis-
bursement shall be made on the soonest value date for which the
necessary notifications and payment instructions can be issued by
the Trustee.
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(e) No disbursement to a member shall be made after the expiration
of the period referred to in Section III, paragraph 3.

(f) In cases of misreporting and noncomplying disbursements of
Trust loans, the provisions of Appendix I, which is incorporated at
the end of this Instrument, shall apply.

(g) Disbursements under an arrangement to a qualifying member
shall be suspended in all the cases specified in Paragraph 1(e)(3) of
this Section.

Paragraph 4. Terms of Loans

(a) Effective January 7, 2010, interest on the outstanding balance of
Trust loans shall be charged at the rate of zero percent per annum
for loans under the ECF and RCF, and at the rate of one quarter of
one percent per annum for loans under the SCF and ESF, subject to
the provisions of Section IV, paragraph 5, and provided that interest
at a rate equal to the rate of interest on the SDR shall be charged on
the amounts of any overdue interest on or overdue repayments of
Trust loans.

(b) The interest rates for the ECF, SCF and RCF as specified under
subparagraph (a) shall be subject to periodic reviews to take account
of developments in world interest rates, with the first such review to
be completed by December 31, 2011, and subsequent reviews every
two years thereafter.! In the context of such reviews, and subject to
the provisions of Section IV, paragraph 5, the interest rate for loans
under the ECF, SCF and RCF shall normally be determined by the
Trustee as follows:

(i) If the SDR interest rate (average rate over the most recent-
ly observed 12-month period) is less than 2 percent, the interest
rate shall be established or maintained, as the case may be, at zero

I Ed. Note: Decision No. 15303-(13/1), December 21, 2012, provides that “the
next review of the interest rates for the ECF, SCF and RCF shall take place by
December 31, 2014, and subsequent reviews shall take place in accordance with
paragraph 4(b) of Section II of the PRGT Instrument.”
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percent per annum for ECF and RCF loans, and at one quarter of
one percent per annum for SCF loans;

(i1) If the SDR interest rate (average rate over the most recently
observed 12-month period) is 2 percent or more, up to 5 percent, the
interest rate shall be established or maintained, as the case may be,
at one quarter of one percent per annum for ECF and RCF loans,
and at one half of one percent per annum for SCF loans; and

(iii) If the SDR interest rate (average rate over the most recently
observed 12-month period) is greater than 5 percent, the interest
rate shall be established or maintained, as the case may be, at one
half of one percent per annum for ECF and RCF loans, and at three
quarters of one percent per annum for SCF loans.

(c) Notwithstanding subparagraph (a) and paragraph 2 of Executive
Board Decision No. 15035-(11-116) and subject to the provisions
of Section IV, paragraph 5 of this Instrument, for the period from
January 7, 2010 through December 31, 2014, no interest shall be
charged on outstanding balances of Trust loans owed by members
on the list annexed to Decision No. 8240-(86/56) SAF, as amended,
provided that interest at a rate equal to the rate of interest on the
SDR shall in all cases be charged on the amounts of any overdue
interest on or overdue repayments of Trust loans.

(d) Trust loans shall be disbursed in a freely usable currency as de-
cided by the Trustee. They shall be repaid, and interest paid, in U.S.
dollars or other freely usable currency as decided by the Trustee.
The Managing Director is authorized to make arrangements under
which, at the request of a member, SDRs may be used for disburse-
ments to the member or for payment of interest or repayments of
loans by the member to the Trust.

(e) The Trustee may not reschedule the repayment of loans from the
Trust.

(f) Trust loans under the ECF, RCF and ESF shall be repaid in ten
equal semi-annual installments beginning not later than five and a
half years from the date of each disbursement and completed at the
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end of the tenth year after that date. Trust loans under the SCF shall
be repaid in nine equal semi-annual installments beginning not later
than four years from the date of each disbursement and completed
at the end of the eighth year after that date.

Paragraph 5. Availability Fee

A charge in the amount of 0.15 percent per annum shall be pay-
able on the full amount of disbursements available during each
six-month period under an SCF arrangement, or any shorter period
that is remaining under an SCF arrangement, to the extent that such
available disbursements were not drawn by the member. The charge
shall be paid to the SCF Subsidy Account five days after the end of
each relevant period. Payment of the availability fee shall normally
be made in SDRs but can also be made in a freely usable currency
as decided by the Trustee. The Managing Director shall make the
necessary arrangements for the use of SDRs for payment of the
availability fee.

Paragraph 6. Modifications

Any modification of these provisions will affect only loans made af-
ter the effective date of the modification, provided that modification
of the interest rate shall apply to interest accruing after the effective
date of the modification.

Section III. Borrowing for the Loan Account
Paragraph 1. Resources

(a) For purposes of this Section III, the term “borrowing agree-
ments” shall comprise loan and note purchase agreements, and the
term “Trust borrowing” shall comprise loans made to the Trust
and notes issued by the Trust, including loans made and notes is-
sued for the purposes set forth in Section 111, paragraph 4(b) of this
Instrument.

(b) The resources held in the General Loan Account shall consist of:
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(i) the proceeds of Trust borrowing for the General Loan
Account; and

(i1) payments of principal and interest on Trust loans funded
with drawings under borrowing agreements to the General Loan
Account, subject to the provisions of Section V, paragraph 3 of this
Instrument.

(c) The resources held in the ECF Loan Account shall consist of:

(i) the proceeds of loans made to the Trust for the Loan Ac-
count of the Trust as of January 7, 2010, unless a lender notifies the
Trustee by January 22, 2010, that it wishes to transfer the proceeds
of its share in the amounts not yet committed under PRGF and ESF
arrangements to another Loan Account.

(i1) the proceeds of Trust borrowing for the ECF Loan Account;
and

(ii1) payments of principal and interest on Trust loans funded with
drawings under borrowing agreements to the ECF Loan Account, sub-
ject to the provisions of Section V, paragraph 3 of this Instrument.

(d) The resources held in the SCF Loan Account shall consist of:

(1) the proceeds of Trust borrowing for the SCF Loan Account;
and

(i1) payments of principal and interest on Trust loans funded
with drawings under borrowing agreements to the SCF Loan Ac-
count, subject to the provisions of Section V, paragraph 3 of this
Instrument.

(e) The resources held in the RCF Loan Account shall consist of:

(i) the proceeds of Trust borrowing for the RCF Loan Account;
and

(i1) payments of principal and interest on Trust loans fund-
ed with drawings under borrowing agreements to the RCF Loan
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Account, subject to the provisions of Section V, paragraph 3 of this
Instrument.

Paragraph 2. Borrowing Authority

The Trustee may borrow resources for the Loan Accounts on such
terms and conditions as may be agreed between the Trustee and the
respective creditors, subject to the provisions of this Instrument.
For this purpose the Managing Director of the Trustee is authorized
to enter into borrowing agreements and agree to their terms and
conditions with creditors to the Loan Accounts of the Trust.

Paragraph 3. Commitments

Commitments for drawings under borrowing agreements to the
Loan Accounts of the Trust that were entered into before November
30, 1993, shall extend through December 31, 1997, and under bor-
rowing agreements that are entered into after November 30, 1993,
shall extend through December 31, 1999. The drawdown period un-
der borrowing agreements to the Loan Accounts of the Trust entered
into or amended after September 19, 2001, shall normally extend
through December 31, 2018. The drawdown period may be extend-
ed by mutual agreement between the Trustee and the creditor. The
Managing Director is authorized to conclude such agreements on
behalf of the Trustee.

Paragraph 4. Drawings under Borrowing Agreements

(a) The Trustee may draw under borrowing agreements to the Gen-
eral Loan Account for purposes of loan disbursements under any of
the facilities of the Trust, provided that it shall draw first (i) under
borrowing agreements to the ECF Loan Account for purposes of
ECF and ESF loan disbursements, (ii) under borrowing agreements
to the SCF Loan Account for purposes of SCF loan disbursements,
and (iii) under borrowing agreements to the RCF Loan Account
for purposes of RCF loan disbursements. Drawings on the com-
mitments of individual creditors over time shall be made so as to
maintain broad proportionality of these drawings relative to com-
mitments to each Loan Account, provided that the Trustee will aim
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to draw fully all borrowing agreements to a Loan Account entered
into prior to August 31, 2001, before calling on borrowing agree-
ments to that Loan Account entered into after that date, and pro-
vided further that drawings under paragraph 4(b) below will not be
taken into account for purposes of the proportionality requirement
set forth in this paragraph 4(a).

(b) Notwithstanding subparagraph (a) above, the Trustee may draw
under one or more borrowing agreements to any Loan Account of
the Trust to fund the early repayment of outstanding Trust borrow-
ing under another borrowing agreement to any Loan Account of the
Trust (“encashment”), where (i) the terms of all such borrowing
agreements permit the Trustee to make drawings to fund such early
repayments, and (ii) the creditor requesting early repayment rep-
resents that its balance of payments and reserve position (the bal-
ance of payments and reserve position of the relevant member if the
creditor is the central bank or other official institution of a member)
justify the early repayment, and the Trustee, having given this rep-
resentation the overwhelming benefit of any doubt, agrees. As from
the effective date of such early repayment, the creditor or creditors
whose borrowing agreements have been drawn to fund the early
repayment shall have the same rights to repayment as the credi-
tor receiving the early repayment had with respect to the encashed
claim, including all rights to payments of principal and interest pur-
suant to paragraph 5 of this Section III. For purposes of Section
IV of this Instrument, drawings under this paragraph 4(b) shall be
considered resources borrowed for the Trust loans for which the
disbursements related to the encashed claims were made. Borrow-
ing agreements allowing for encashment shall provide for the same
effective maturity dates for drawings under this paragraph 4(b) as
apply to encashed claims. Drawings on the commitments of indi-
vidual creditors under this paragraph 4(b) shall be made with the
aim of maintaining broad proportionality of these drawings relative
to the commitments of these creditors.

(c) Calls on commitments under borrowing agreements shall be sus-
pended temporarily if, at any time prior to June 30, 1997, in case
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of a commitment under a borrowing agreement entered into before
November 30, 1993, or prior to June 30, 1999, in case of a com-
mitment under a borrowing agreement entered into after Novem-
ber 30, 1993, or prior to June 30, 2018, in case of a commitment
under a borrowing agreement entered into after August 31, 2001,
the creditor represents to the Trustee that it has a liquidity need
for such suspension and the Trustee, having given this representa-
tion the overwhelming benefit of any doubt, agrees. The suspension
shall not exceed three months, provided that it may be extended for
further periods of three months by agreement between the creditor
and the Trustee. No extension shall be agreed which, in the judg-
ment of the Trustee, would prevent drawing of the full amount of
the commitment.

(d) Following any suspension of calls with respect to the commit-
ment of a creditor, calls will be made on that commitment thereafter
SO as to restore as soon as practicable the proportionality of draw-
ings contemplated pursuant to this paragraph 4.

Paragraph 5. Payments of Principal and Interest

(a) The Trust shall make payments of principal and interest on its
borrowing for the Loan Accounts from the payments into these ac-
counts of principal and interest made by borrowers under Trust
loans. Payments of the authorized subsidy shall be made from the
Subsidy Accounts in accordance with Section IV of this Instrument,
and, as required, payments shall be made from the Reserve Account
in accordance with Section V of this Instrument.

(b) The Trust shall pay interest on outstanding borrowing for Trust
loans promptly after June 30 and December 31 of each year, unless
the particular modalities of a borrowing agreement make it neces-
sary for the Trustee to agree with the creditor on interest payments
at other times; provided however that interest on outstanding draw-
ings under borrowing agreements that provide for disbursements
in SDRs will normally be paid promptly after April 30, July 31,
October 31, and January 31 of each year.
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Section IV. Subsidy Accounts
Paragraph 1. Resources

(a) The resources held in the General Subsidy Account shall consist
of:

(1) the proceeds of donations made to the Trust for the General
Subsidy Account;

(i1) the proceeds of loans made to the Trust for the General Sub-
sidy Account;

(ii1) transfers from the Special Disbursement Account in accor-
dance with Section F of Decision No. 14354-(09/79);

(iv) transfers from the Reserve Account in accordance with Sec-
tion V, Paragraph 5(b)(ii) of this Instrument.

(v) net earnings from investment of resources held in that
Account.

(b) The resources held in the ECF Subsidy Account shall consist of:

(i) the proceeds of donations made to the Trust for the PRGF-
ESF Subsidy Account and the PRGF Subsidy Account as of Janu-
ary 7, 2010, unless a donor notifies the Trustee that it wishes to
transfer the proceeds of its outstanding donation to another Subsidy
Account by January 22, 2010;

(i1) the proceeds of loans made to the Trust for the PRGF-ESF
Subsidy Account and the PRGF Subsidy Account as of January 7,
2010, unless a lender notifies the Trustee that it wishes to transfer
the proceeds of its outstanding loan to another Subsidy Account by

January 22, 2010;

(iii) the proceeds of donations made to the Trust for the ECF
Subsidy Account;
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(iv) the proceeds of loans made to the Trust for the ECF Subsidy
Account;

(v) transfers from the Special Disbursement Account in accor-
dance with Decision No. 10531-(93/170);

(vi) transfers from the Special Disbursement Account in accor-
dance with paragraph 5(c) of Decision No. 13588-(05/99) MDRI;

(vii) transfers from the Trust for Special Poverty Reduction and
Growth Operations for the Heavily Indebted Poor Countries and
Interim ECF Subsidy Operations (PRG-HIPC Trust), in accordance
with Section III bis of the Instrument establishing that Trust; and

(viii) net earnings from investment of resources held in that
Account.

(c) The resources held in the SCF Subsidy Account shall consist of:

(i) the proceeds of donations made to the Trust for the SCF
Subsidy Account;

(i1) the proceeds of loans made to the Trust for the SCF Subsidy
Account;

(iii) proceeds from availability fees in accordance with Section
I, paragraph 5 of this Instrument; and

(iv) net earnings from investment of resources held in that
Account.

(d) The resources held in the RCF Subsidy Account shall consist of:

(i) the proceeds of donations made to the Trust for the RCF
Subsidy Account;

(i1) the proceeds of loans made to the Trust for the RCF Subsidy
Account; and
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(ii1) net earnings from investment of resources held in that
Account.

(e) The resources held in the ESF Subsidy Account shall consist of:

(i) the proceeds of donations made to the Trust for the ESF
Subsidy Account as of January 7, 2010, unless a donor notifies the
Trustee that it wishes to transfer the proceeds of its outstanding do-
nation to another Subsidy Account by January 22, 2010;

(i1) the proceeds of loans made to the Trust for the ESF Subsidy
Account as of January 7, 2010, unless a lender notifies the Trustee
that it wishes to transfer the proceeds of its outstanding loan to an-
other Subsidy Account by January 22, 2010; and

(ii1) net earnings from investment of resources held in that
Account.

Paragraph 2. Donations

The Trustee may accept donations of resources for any of the Sub-
sidy Accounts on such terms and conditions as may be agreed
between the Trustee and the respective donors, subject to the provi-
sions of this Instrument. To the extent possible, annual contribu-
tions should be made before April 30 of each year. For this purpose
the Managing Director of the Trustee is authorized to accept do-
nations of resources and agree to their terms and conditions with
donors to the Subsidy Accounts of the Trust.

Paragraph 3. Borrowing

The Trustee may, in exceptional circumstances, borrow resources
for any of the Subsidy Accounts from official lenders on such terms
and conditions as may be agreed between the Trustee and the lend-
ers, in order:

(a) to prefinance an amount that is firmly committed to be donated to

the Trust for the relevant Subsidy Account; repayment of principal
and any payments of interest on such borrowing shall be contingent
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upon the receipt by the relevant Subsidy Account of the donation
that has been prefinanced; and

(b) that the relevant Subsidy Account may benefit from net invest-
ment earnings on the proceeds of a loan extended at a concessional
interest rate; repayment of principal and any payment of interest
on such borrowing shall be made exclusively from the proceeds
of liquidation of the investment and the earnings thereon. For this
purpose the Managing Director of the Trustee is authorized to enter
into borrowing agreements and agree to their terms and conditions
with lenders to the Subsidy Accounts of the Trust.

Paragraph 4. Authorized Use of Subsidy Accounts

(a) The Trustee shall draw upon the resources available in the Gen-
eral Subsidy Account to pay the difference, with respect to each
interest period, between the interest due by the borrowers and the
interest due on resources borrowed for loans under the facilities
of the Trust specified in Section I, Paragraph 1 of the Instrument,
provided that resources available in the General Subsidy Account
shall be drawn upon for these purposes only if there are no other
resources immediately available in the ECF Subsidy Account, SCF
Subsidy Account, RCF Subsidy Account or ESF Subsidy Account,
as the case may be, for these purposes. For purposes of the preced-
ing sentence, resources in the PRG-HIPC Trust that are transferable
to the ECF Subsidy Account shall not be considered resources im-
mediately available in the ECF Subsidy Account. The Trustee may
also draw upon resources available in the General Subsidy Account
for transfer to the ENDA/EPCA Subsidy Account, if there are no
other resources immediately available in the ENDA/EPCA Subsidy
Account for purposes of the subsidies of post-conflict and/or natural
disaster emergency assistance purchases provided by that Account.
Any such transfers shall be limited to the amounts needed for sub-
sidy payments.

(b) The Trustee shall draw upon the resources available in the ECF
Subsidy Account to pay the difference, with respect to each interest
period, between the interest due by the borrowers and the inter-
est due on resources borrowed for loans under the ECF and ESF,
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provided that resources in the ESF Subsidy Account shall be drawn
first, with respect to the interest on ESF loans, before resources in
the ECF Subsidy Account are drawn to subsidize ESF loans.

(c) The Trustee shall draw upon the resources available in the SCF
Subsidy Account to pay the difference, with respect to each interest
period, between the interest due by the borrowers and the interest
due on resources borrowed for loans under the SCF.

(d) The Trustee shall draw upon the resources available in the RCF
Subsidy Account to pay the difference, with respect to each interest
period, between the interest due by the borrowers and the interest
due on resources borrowed for loans under the RCF.

(e) The Trustee shall draw upon the resources available in the ESF
Subsidy Account to pay the difference, with respect to each interest
period, between the interest due by the borrowers and the interest
due on resources borrowed for loans under the ESF.

Paragraph 5. Calculation of Subsidy

(a) The amount of the subsidy shall be determined by the Trustee
in the light of (i) the objective of ensuring that the facilities of the
Trust are highly concessional facilities and, to the extent possible,
of reducing the rate of interest charged on Trust loans in accordance
with Section I, paragraphs 4(a), (b), and (c), as well as the objec-
tive of subsidizing, as needed, the rate of charge on purchases from
the General Resources Account (“GRA”) in accordance with the
terms of the ENDA/EPCA Subsidy Account; (ii) the rate of interest
on resources available to the Loan Accounts and the rate of charge
on GRA purchases covered by the ENDA/EPCA Subsidy Account;
and (iii) the availability and prospective availability of resources to
the Subsidy Accounts of the Trust and the ENDA/EPCA Subsidy
Account.

(b) The Trustee shall keep the operation of the Subsidy Accounts
under review. If at any time it determines that resources available or
committed are likely to be insufficient to reduce the rate of interest
on Trust loans in accordance with Section II, paragraphs 4(a), (b),

225



SELECTED DECISIONS AND SELECTED DOCUMENTS

and (c) throughout the operation of the Trust, and to fund needed
transfers to the ENDA/EPCA Subsidy Account to subsidize the rate
of charge on GRA purchases in accordance with the terms of that
Account, then the Trustee shall seek such additional resources as
may be necessary to achieve this objective.

(c) Should adequate additional resources not be forthcoming to re-
duce the rate of interest on Trust loans in accordance with Section
II, paragraphs 4(a), (b), and (c), or to fund needed transfers to the
ENDA/EPCA Subsidy Account to subsidize the rate of charge on
GRA purchases in accordance with the terms of that Account, then
the Trustee shall recalculate the subsidy with a view to reducing
those interest rates to the lowest feasible rates and funding those
transfers to the maximum extent that could be applied throughout
the remaining life of the Trust. The rate of interest charged on all
outstanding loans by the Trust under the relevant facility shall be
adjusted accordingly in the succeeding interest periods, and the
level of transfers to the ENDA/EPCA Subsidy Account shall be cal-
culated to achieve the new level of subsidization. Borrowers shall
be notified promptly of such adjustments. Further recalculations
and adjustments shall be made in subsequent interest periods, as
necessary in light of relevant developments, including the rate of
interest on resources available to the Loan Accounts, the rate of
charge on purchases covered by the ENDA/EPCA Subsidy Account
and the availability of resources to the Subsidy Accounts and the
ENDA/EPCA Subsidy Account.

(d) If the interest due to creditors for an interest period has exceed-
ed the interest due by borrowers under the relevant facility, together
with the authorized subsidy under paragraph 4 of this Section for
that period, and payment to creditors of that difference has been
made from the Reserve Account in accordance with Section V, para-
graph 2, then an amount equivalent to that difference shall be added
to the interest due by the relevant borrowers for the succeeding in-
terest period. Payment of that amount shall be made to the Reserve
Account in accordance with Section V, paragraph 3. The additional
interest due shall not be taken into account in the calculation of the
authorized subsidy for that same interest period.
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Paragraph 6. Termination arrangements

(a) The ESF Subsidy Account shall be terminated after its resources
as of January 7, 2010 have been used for subsidy operations in ac-
cordance with paragraphs 4(b) and 4(e) of this Section or trans-
ferred to other Subsidy Account in accordance with paragraph 1(e)
of this Section.

(b) Upon completion of the subsidy operations authorized by
this Instrument, the Fund shall wind up the affairs of the Subsidy
Accounts. The Fund may also wind up the affairs of any Subsi-
dy Account other than the General Subsidy Account prior to the
completion of the overall subsidy operations authorized by this
Instrument, if the Fund deems this to be appropriate. In case of
termination of a Subsidy Account in accordance with this subpara-
graph, the remaining resources shall be used as follows:

(1) Any resources remaining in the General Subsidy Account shall
be used in a manner consistent with paragraph 4(a) of this Section
(i) to reduce to the fullest extent possible the interest rate paid by
borrowers in accordance with Section II, paragraphs 4(a), (b), and
(c) on loans from the PRGT, by means of payments to such borrow-
ers, and (ii) to fund transfers to the ENDA/EPCA Subsidy Account
needed to subsidize the rate of charge on any remaining outstanding
GRA purchases in accordance with the terms of the ENDA/EPCA
Subsidy Account. Any resources remaining after that subsidization
and transfer shall be distributed to the Fund, donors, and creditors
that have contributed to the General Subsidy Account, in proportion
to their contributions, including donors and creditors of resources
transferred from other Subsidy Accounts upon their termination.
The resources representing the Fund’s share in such distribution
shall be transferred to the Special Disbursement Account.

(i1) Any resources remaining in the ECF Subsidy Account shall be
used to reduce to the fullest extent possible the interest rate paid
by borrowers on ECF and ESF loans in accordance with Section II,
paragraphs 4(a), (b), and (c), by means of payments to such bor-
rowers. Any resources remaining after that subsidization shall be
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transferred to the General Subsidy Account, provided that a con-
tributor may request that its share in any remaining resources be
returned to it.

(iii) Any resources remaining in the SCF Subsidy Account shall be
used to reduce to the fullest extent possible the interest rate paid by
borrowers on SCF loans in accordance with Section II, paragraphs
4(a), (b), and (c), by means of payments to such borrowers. Any re-
sources remaining after that subsidization shall be transferred to the
General Subsidy Account, provided that a contributor may request
that its share in any remaining resources be returned to it.

(iv) Any resources remaining in the RCF Subsidy Account shall be
used to reduce to the fullest extent possible the interest rate paid by
borrowers on RCF loans in accordance with Section II, paragraphs
4(a), (b), and (c), by means of payments to such borrowers. Any re-
sources remaining after that subsidization shall be transferred to the
General Subsidy Account, provided that a contributor may request
that its share in any remaining resources be returned to it.

(v) Any resources remaining in the ESF Subsidy Account shall be
used to reduce to the fullest extent possible, in accordance with Sec-
tion II, paragraphs 4(a), (b), and (c), the interest rate paid by bor-
rowers on ESF loans, by means of payments to such borrowers. Any
resources remaining after that subsidization shall be transferred to the
General Subsidy Account, provided that a contributor may request
that its share in any remaining resources be returned to it.

(vi) For the purposes of the distributions provided for in this para-
graph 6, account will be taken of donations, the net earnings from
investment of the proceeds of concessional loans extended to the
Subsidy Accounts under paragraph 3(b) above, and the subsidy ele-
ment of concessional loans extended to the Trust under Section III;
the subsidy element associated with such loans shall be calculated
as the difference, if positive, between the SDR rate of interest and
the interest on such loans, applied to the amount of the loans during
the period they were outstanding.
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Section V. Reserve Account
Paragraph 1. Resources

The resources held in the Reserve Account shall consist of:

(a) transfers by the Fund from the Special Disbursement Account
in accordance with Decision No. 8760-(87/176), adopted December
18, 1987, as amended by Decision No. 10531-(93/170), adopted
December 15, 1993;

(b) net earnings from investment of resources held in the Reserve
Account;

(c) net earnings from investment of any resources held in the Loan
Accounts pending the use of these resources in operations;

(d) payments of overdue principal or interest or interest thereon
under Trust loans, and payments of interest under Trust loans to the
extent that payment has been made to a creditor from the Reserve
Account;

(e) transfers by the Fund from the Special Disbursement Account in
accordance with Decision No. 10286-(93/23) ESAF, adopted Feb-
ruary 22, 1993; and

(f) repayments of the principal under Trust loans, to the extent that
resources in the Reserve Account have been used to make payments
to a creditor due to a difference in timing between scheduled princi-
pal repayments to the creditor and principal repayments under Trust
loans.

Paragraph 2. Use of resources

The resources held in the Reserve Account shall be used by the
Trustee to make payments of principal and interest on its borrowing
for Trust loans, to the extent that the amounts available from re-
ceipts of repayments and interest from borrowers under Trust loans,
together with the authorized subsidy under Section 1V, paragraph 4,
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are insufficient to cover the payments to creditors as they become
due and payable.

Paragraph 3. Payments to the Reserve Account

Any repayment of principal under Trust loans, to the extent that re-
payment to a creditor has been made from the Reserve Account due
to differences in timing between scheduled principal repayments
to the creditor and principal repayments under Trust loans, any
payments of overdue principal or interest or interest thereon under
Trust loans, and any payments of interest under Trust loans to the
extent that payment has been made to a creditor from the Reserve
Account, shall be made to the Reserve Account.

Paragraph 4. Review of resources

If resources in the Reserve Account are, or are determined by the
Trustee likely to become, insufficient to meet the obligations of the
Trust that may be discharged from the Reserve Account as they
become due and payable, the Trustee shall review the situation in a
timely manner.

Paragraph 5. Reduction of resources and liquidation

(a) Whenever the Trustee determines that amounts in the Reserve
Account of the Trust exceed the amount that may be needed to cov-
er the total liabilities of the Trust to creditors that are authorized to
be discharged by the Reserve Account, the Trustee shall retransfer
such excess amount to the Fund’s Special Disbursement Account.

(b) Notwithstanding (a) above, (i) the equivalent of up to SDR 250
million may be transferred from the Reserve Account to the Special
Disbursement Account to be used to provide Trust grants or Trust
loans, as defined in the Instrument to Establish a Trust for Special
PRG Operations for the Heavily Indebted Poor Countries and In-
terim ECF Subsidy Operations; and (ii) the equivalent SDR 620
million (end-2008 NPV terms) may be transferred from the Reserve
Account to the General Subsidy Account to be used in accordance
with Section IV, paragraph 4(a). Transfers under (i) above will be
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made only when and to the extent that the Trustee of the Trust es-
tablished by that Instrument determines that there are no other re-
sources immediately available for this purpose.

(c¢) Upon liquidation of the Trust, all amounts in the Reserve
Account remaining after discharge of liabilities authorized to be
discharged by the Reserve Account shall be transferred to the Spe-
cial Disbursement Account.

Section V1. Transfer of Claims
Paragraph 1. Transfers by creditors

(a) Any creditor shall have the right to transfer at any time all or
part of any claim to any member of the Fund, to the central bank
or other fiscal agency designated by any member for purposes of
Article V, Section 1 (“other fiscal agency”), or to any official entity
that has been prescribed as a holder of SDRs pursuant to Article
XVII, Section 3 of the Fund’s Articles of Agreement.

(b) The transferee shall, as a condition of the transfer, notify the
Trustee prior to the transfer that it accepts all the obligations of the
transferor relating to the transferred claim with respect to renewal
and new drawings, and shall acquire all the rights of the transferor
with respect to repayment of and interest on the transferred claim,
except that any right to encashment pursuant to Section III, para-
graph 4(b) of this Instrument shall be acquired only if the transferee
is a member or the central bank or other fiscal agency of a member
and, at the time of transfer, the balance of payments and reserve
position of the member is considered sufficiently strong in the opin-
ion of the Fund for its currency to be usable in transfers under the
Fund’s Financial Transactions Plan.

Paragraph 2. Transfers among electing creditors
(a) Any creditor to one of the Loan Accounts (“electing creditors”)

may inform the Trustee that it stands ready, upon request by the
Trustee, to purchase claims on the Trust from any other electing
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creditor, provided that the holdings of claims so acquired shall at no
time exceed the amount communicated to the Trustee and subject to
the other provisions of this section. A list of electing creditors and
the amounts communicated by them shall be established separately
by the Trustee. This list may be extended and the amounts therein in-
creased in accordance with communications received subsequently.

(b) An electing creditor shall have the right to transfer temporarily
to other electing creditors part or all of any claim arising from its
loans to the Trust or note purchases under Section I11, if the electing
creditor represents to the Trustee that it has a liquidity need to make
such transfer and the Trustee, having given this representation the
overwhelming benefit of any doubt, agrees.

(c) The Trustee shall allocate each transfer by an electing creditor
under this provision to all other electing creditors in proportion to
the amounts by which the respective maximum holdings listed in
the attachment exceed actual holdings of claims acquired under this
provision; provided, however, that no allocation shall be made to an
electing creditor if it represents to the Trustee that it has a liquid-
ity need for exclusion from an allocation and the Trustee agrees, in
which case allocations to the remaining electing creditors shall be
adjusted accordingly.

(d) The purchaser of any claim transferred under this provision shall
assume, as a condition of the transfer, any obligation of the trans-
feror, relating to the transferred claim, with respect to the renewal
of drawing on Trust borrowing and to new drawings in the event a
renewal, having been requested, is not agreed by the transferor.

(e) Transfers of claims under this provision shall be made in ex-
change for freely usable currency and shall be reversed in the same
media within three months, provided that such transfers may be
renewed, by agreement between the transferor and the Trustee, for
further periods of three months up to a total of one year. Notwith-
standing the above, the transferor shall reverse a transfer under this
provision not later than the date on which the transferred claim is
due to be repaid by the Trust.
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(f) Interest on claims transferred under this Section shall be paid
by the Trust to the transferor in accordance with the provisions of
the transferor’s borrowing agreement with the Trust. The transferor
shall pay interest to the transferee(s) on the amount transferred, so
long as the transfer remains outstanding, at a daily rate equal to that
set out in Rule T-1 of the Fund’s Rules and Regulations; such inter-
est shall be payable three months after the date of a transfer or of its
renewal, or on the date the transfer is reversed, whichever is earlier.

Section VII. Administration of the Trust
Paragraph 1. Trustee

(a) The Trust shall be administered by the Fund as Trustee. Deci-
sions and other actions taken by the Fund as Trustee shall be identi-
fied as taken in that capacity.

(b) Subject to the provisions of this Instrument, the Fund in admin-
istering the Trust shall apply the same rules as apply to the opera-
tion of the General Resources Account of the Fund.

(c) The Trustee, acting through its Managing Director, is authorized:

(i) to make all arrangements, including establishment of ac-
counts in the name of the International Monetary Fund, which shall
be accounts of the Fund as Trustee, with such depositories of the
Fund as the Trustee deems necessary; and

(i1) to take all other administrative measures that the Trustee
deems necessary to implement the provisions of this Instrument.

Paragraph 2. Separation of assets and accounts, audit and reports

(a) The Resources of the Trust shall be kept separate from the prop-
erty and assets of all other accounts of the Fund, including other
administered accounts, and shall be used only for the purposes of
the Trust in accordance with this Instrument.
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(b) The property and assets held in the other accounts of the Fund
shall not be used to discharge liabilities or to meet losses arising out
of the administration of the Trust. The resources of the Trust shall
not be used to discharge liabilities or to meet losses arising out of
the administration of the other accounts of the Fund.

(c) The Fund shall maintain separate financial records and prepare
separate financial statements for the Trust.

(d) The external audit firm selected under Section 20 of the Fund’s
By-Laws shall audit the financial transactions and records of the
Trust. The audit shall relate to the financial year of the Fund.

(e) The Fund shall report on the resources and operations of the
Trust in the Annual Report of the Executive Board to the Board of
Governors and shall include in that Annual Report the report of the
external audit firm on the Trust.

Paragraph 3. Investment of resources

(a) Any balances held by the Trust and not immediately needed in
operations shall be invested.

(b) Investments may be made in any of the following: (i) market-
able obligations issued by an international financial organization
and denominated in SDRs or in the currency of a member of the
Fund; (i1) marketable obligations issued by a member or by a na-
tional official financial institution of a member and denominated in
SDRs or in the currency of that member; and (iii) deposits with a
commercial bank, a national official financial institution of a mem-
ber, or an international financial institution that are denominated in
SDRs or in the currency of a member. Investment which does not
involve an exchange of currency shall be made only after consul-
tation with the member whose currency is to be used, or, when an
exchange of currencies is involved, with the consent of the issuers
of such currencies.
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Section VIII. Period of Operation and Liquidation
Paragraph 1. Period of operation

The Trust established by this Instrument shall remain in effect for
as long as is necessary, in the judgment of the Fund, to conduct and
to wind up the business of the Trust.

Paragraph 2. Liquidation of the Trust

(a) Termination and liquidation of the Subsidy Accounts shall be
made in accordance with the provisions of Section IV, paragraph 6.

(b) All other resources, if any, shall be used to discharge any li-
abilities of the Trust, other than those incurred under Section IV,
and any remainder shall be transferred to the Special Disbursement
Account of the Fund.

Section IX. Amendment of the Instrument

The Fund may amend the provisions of the Instrument, except this
Section and Section I, paragraphs 1 and 2; Section III, paragraphs 4
and 5; Section 1V, paragraphs 4 and 6; Section V; Section VI; Sec-
tion VII, paragraph 2(a) and (b); and Section VIII, paragraph 2(b).

APPENDIX I

Misreporting and Noncomplying Disbursements
Under Poverty Reduction and Growth Facility and Poverty Reduction
and Growth Trust Facilities— Provisions on Corrective Action

a. A noncomplying disbursement occurs when (i) the Trustee makes
a disbursement to a member in accordance with the Instrument on
the basis of a finding by the Trustee or the Managing Director that
all applicable conditions established for that disbursement under
the terms of the decisions on the disbursement have been observed,
and (ii) that finding later proves to be incorrect. For the purposes
of these provisions, a condition established under the terms of a
decision on a disbursement means a condition specified in the ar-
rangement for the relevant disbursement; in a decision approving
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the arrangement or approving an outright disbursement in a deci-
sion approving an augmentation of access under an ECF or SCF
arrangement during an ad-hoc review, or in a decision completing
a scheduled review, or granting a waiver of applicability or for the
nonobservance of a performance criterion under the arrangement.

b. Whenever evidence comes to the attention of the staff of the
Trustee indicating that a member may have received a noncomply-
ing disbursement, the Managing Director shall promptly inform the
member concerned.

c. If, after consultation with the member, the Managing Director de-
termines that the member did receive a noncomplying disbursement,
the Managing Director shall promptly notify the member and sub-
mit a report to the Executive Board together with recommendations.

d. In any case where the noncomplying disbursement was made
no more than four years prior to the date on which the Managing
Director informed the member, as provided for in paragraph (b),
the Executive Board may decide either (i) that the member will be
called upon to make an early repayment, or (ii) that the nonobser-
vance will be waived.

e. If the decision of the Executive Board is to call upon the mem-
ber to make an early repayment as provided for in paragraph
(d)(i), the member will be expected to repay an amount equivalent
to the noncomplying disbursement, together with any interest ac-
crued thereon, normally within a period of 30 days from the date of
the Executive Board decision.

f. A waiver under paragraph (d)(ii) will normally be granted only
if the deviation from the relevant performance criterion or other
condition was minor or temporary, or if, subsequent to the disburse-
ment, the member had adopted additional measures appropriate to
achieve the objectives supported by the relevant decision on the
disbursement.

g. If a member fails to meet a repayment expectation under these
guidelines within the period established by the Executive Board, (i)
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the Managing Director shall promptly submit a report to the Execu-
tive Board together with a proposal on how to deal with the matter,
and (ii) interest shall be charged on the amount subject to the repay-
ment expectation at the rate applicable to overdue amounts under
Section I, Paragraph 4 of the Instrument.

h. For the purposes of this decision:

(i) whenever the Managing Director considers there is evi-
dence indicating that a member may have received a noncomplying
disbursement, but the nonobservance of the relevant performance
criterion or other specified condition was de minimis in nature, as
defined in paragraph 1 of Decision No. 13849, the communication
referred to in paragraph (b) may be made by a representative of the
relevant Area Department;

(i1) if the Managing Director determines that a member has re-
ceived a noncomplying disbursement and considers that the non-
observance of the relevant performance criterion or other specified
condition was de minimis in nature, as defined in paragraph 1 of
Decision No. 13849, the notification referred to in paragraph (c)
may be made by a representative of the relevant Area Department,
and the report of the Managing Director contemplated in paragraph
(c) shall, wherever possible, be included in a staff report on the rel-
evant member that deals with issues other than the noncomplying
disbursement and shall include a recommendation that the related
nonobservance be considered to be de minimis in nature, and that
a waiver for nonobservance be granted. In those rare cases when
such a staff report cannot be issued to the Board promptly after the
Managing Director concludes that a noncomplying disbursement has
been made, the Managing Director shall consult Executive Direc-
tors and, if deemed appropriate by the Managing Director, a stand-
alone report on the noncomplying disbursement will be prepared
for consideration by the Executive Board, normally on a lapse-of-
time basis; and

(iii) whenever the Executive Board finds that a noncomply-
ing disbursement has been made but that the nonobservance of the
relevant performance criterion or other specified condition was de
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minimis in nature as defined in paragraph 1 of Decision No. 13849, a
waiver for nonobservance shall be granted by the Executive Board.

APPENDIX IT

Procedures for Addressing Overdue Financial Obligations
to the Poverty Reduction and Growth Trust

The following procedures aim at preventing the emergence or accu-
mulation of overdue financial obligations to the Poverty Reduction
and Growth Trust (the “Trust”) and at eliminating existing over-
due obligations. These procedures will be implemented whenever a
member has failed to make a repayment of principal or payment of
interest to the Trust (“financial obligation”).

1. Whenever a member fails to settle a financial obligation on
time, the staff will immediately send a cable urging the member to
make the payment promptly; this communication will be followed
up through the office of the Executive Director concerned. At this
stage, the member’s access to the Fund’s resources, including Pov-
erty Reduction and Growth Trust and HIPC resources, will have
been suspended.

2. When a financial obligation has been outstanding for two weeks,
management will send a communication to the Governor for that
member stressing the seriousness of the failure to meet obligations
to the Trust and urging full and prompt settlement.

3. The Managing Director will notify the Executive Board normally
one month after a financial obligation has become overdue, and will
inform the Executive Board of the nature and level of the arrears
and the steps being taken to secure payment.

4. When a member’s longest overdue financial obligation has been
outstanding for six weeks, the Managing Director will inform the
member concerned that, unless all overdue obligations are settled,
a report concerning the arrears to the Trust will be issued to the
Executive Board within two weeks. The Managing Director will
in each case recommend to the Executive Board whether a written
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communication should be sent to a selected set of Fund Governors,
or to all Fund Governors. If it were considered that it should be sent
to a selected set of Fund Governors, an informal meeting of Execu-
tive Directors will be held to consider the thrust of the communica-
tion. Alternatively, if it were considered that the communication
should be sent to all Fund Governors, a formal Board meeting will
be held to consider a draft text and preferred timing.

5. Areport by the Managing Director to the Executive Board will be
issued two months after a financial obligation has become overdue,
and will be given substantive consideration by the Executive Board
one month later. The report will request that the Executive Board
limit the member’s use of Trust resources. A brief factual statement
noting the existence and amount of arrears outstanding for more
than three months will be posted on the member’s country-specific
page on the Fund’s external website. This statement will also in-
dicate that the member’s access to the Fund’s resources, includ-
ing Poverty Reduction and Growth Trust and HIPC resources, has
been and will remain suspended for as long as such arrears remain
outstanding. A press release will be issued following the Executive
Board decision to limit the member’s use of the Trust resources. A
similar press release will be issued following a decision to lift such
limitation. Periods between subsequent reviews of reports on the
member’s arrears by the Executive Board will normally not exceed
six months. The Managing Director may recommend advancing the
Executive Board’s consideration of the reports regarding overdue
obligations. The Managing Director may also recommend postpon-
ing for up to one-year periods the Executive Board’s consideration
of areport regarding a member’s overdue obligations in exceptional
circumstances where the Managing Director judges that there is no
basis for an earlier evaluation of the member’s cooperation with the
Fund.

6. The Annual Report and the financial statements will identify

those members with overdue obligations to the Trust outstanding
for more than six months.
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Removal from the list of PRGT-eligible countries

7. When a member’s longest overdue financial obligation has been
outstanding for six months, the Executive Board will review the situ-
ation of the member and may remove the member from the list of
PRGT eligible countries. Any reinstatement of the member on the list
of PRGT eligible countries will require a new decision of the Execu-
tive Board. The Fund shall issue a press release upon the decision to
remove a member from the list of PRGT eligible countries. A similar
press release shall be issued upon reinstatement of the member on the
list. The information contained in such press releases, where perti-
nent, shall be included in the Annual Report for the year concerned.

Declaration of noncooperation with the Trust

8. A declaration of noncooperation with the Trust may be issued by
the Executive Board whenever a member’s longest overdue finan-
cial obligation has been outstanding for twelve months. The deci-
sion as to whether to issue such a declaration would be based on
an assessment of the member’s performance in the settlement of its
arrears to the Trust and of its efforts, in consultation with the Fund,
to follow appropriate policies for the settlement of its arrears. Three
related tests would be germane to this decision regarding (i) the
member’s performance in meeting its financial obligations to the
Trust, taking account of exogenous factors that may have affected
the member’s performance; (ii) whether the member had made pay-
ments to creditors other than the Fund while continuing to be in ar-
rears to the Trust; and (iii) the preparedness of the member to adopt
comprehensive adjustment policies. The Executive Board may at
any time terminate the declaration of noncooperation in view of
the member’s progress in the implementation of adjustment policies
and its cooperation with the Fund in the discharge of its financial
obligations. Upon a declaration of noncooperation, the Fund could
also decide to suspend the provision of technical assistance. The
Managing Director may also limit technical assistance provided to a
member, if in his judgment that assistance was not contributing ad-
equately to the resolution of the problems associated with overdues
to the Trust. The Fund shall issue a press release upon the declara-
tion of noncooperation and upon the termination of the declaration.
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The information contained in such press releases shall be included
in the Annual Report(s) for the year(s) concerned.

APPENDIX III
Assistance Under the Exogenous Shocks Facility (ESF)

Until April 7, 2010, assistance under the ESF shall be committed and
made available to a qualifying member under an arrangement (here-
inafter called an “ESF arrangement”) in support of a macroeconomic
and structural adjustment program presented by the member. The pe-
riod for an ESF arrangement shall range from one to two years. In
cases where the period of an ESF arrangement exceeds one year, the
member shall present a detailed statement of the policies and mea-
sures it intends to pursue for at least the first twelve months of the
arrangement, in line with the objectives and policies of the overall
program, including a statement on how the program advances the
member’s poverty reduction and growth objectives. The ESF ar-
rangement will prescribe the total amount of resources committed to
the member and the phasing of disbursements during the period of
the arrangement; provided that in cases where the period of an ESF
arrangement exceeds one year, the arrangement may prescribe the
amount to be made available only during the first year of the arrange-
ment and the phasing of disbursements during that year. Disburse-
ments may be phased (i) at semiannual intervals (one upon approval
and at approximately six-monthly intervals thereafter) with semian-
nual performance criteria and with appropriate monitoring of key fi-
nancial variables in the form of quarterly quantitative benchmarks
and structural benchmarks for important structural reforms, or (ii) at
quarterly intervals (one upon approval and at approximately three-
monthly intervals thereafter) with quarterly performance criteria. The
phasing of disbursements in any particular case shall be determined
on the basis of an assessment by the Trustee taking into account fac-
tors such as the duration of the arrangement, the balance of payments
need of the member, the volatility of its economic situation and its
administrative capacity constraints.

The ESF arrangement shall also provide for reviews by the Trust-
ee of the member’s program to evaluate the macroeconomic and
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structural reform policies of the member and the implementation
of its program and reach new understandings if necessary. In cases
where the period of an ESF arrangement exceeds one year, the de-
termination of the phasing of, and the conditions applying to, dis-
bursements during the period of the arrangement following the first
year may be made by the Trustee in the context of a review of the
program with the member, and of a detailed statement presented by
the member describing progress made under the program, and the
policies it will follow during the remaining period of the arrange-
ment to further the realization of the objectives of the program, with
such modifications as may be necessary to assist it to achieve its ob-
jectives in changing circumstances. After the expiration of an ESF
arrangement for an eligible member, or the cancellation of the ESF
arrangement by the member, the Trustee may approve additional
ESF arrangements for that member in accordance with the Instru-
ment, including this Appendix III, provided that a member may not
have more than one ESF arrangement for the same shock.

PARTIAL DISTRIBUTION OF THE GENERAL RESERVE ATTRIBUTED TO
WINDFALL GOLD SALE PROFITS

1. Pursuant to Article V, Section 2(b), the Fund adopts the Instru-
ment to Establish the Interim Administered Account for Windfall
Gold Sales Profits (the “Administered Account”) that is attached to
this decision.

2. In accordance with Article XVII, Section 3, the Fund prescribes
that:

(a) an SDR Department participant or prescribed holder, by
agreement with an SDR Department participant or prescribed hold-
er and at the instruction of the Fund, may transfer SDRs to that
participant or prescribed holder in effecting a transfer to or from
the Administered Account or in effecting a payment due to or by
the Fund in connection with financial operations under the Admin-
istered Account.

(b) Operations pursuant to these prescriptions shall be recorded
in accordance with Rule P-9.

242



TECHNICAL AND FINANCIAL SERVICES

3. Pursuant to Article XII, Section 6(d), an amount equivalent to
SDR 0.7 billion of the general reserve shall be distributed to all
members in proportion to their quotas. The payment of the distribu-
tion shall be made in SDRs or, if the Fund or a member so decides,
in the member’s own currency, provided that payment to a member
with overdue repurchase obligations in the General Resources Ac-
count shall be made in the member’s own currency.

4. In accordance with Article XII, Section 6(f)(vi) and Article XII,
Section 6(f)(ix), the Fund decides to reduce the amount of invest-
ment in the Investment Account by an amount equivalent to SDR
0.7 billion and to transfer the proceeds from this reduction to the
General Resources Account for immediate use in the Fund’s opera-
tions and transactions.

5. Paragraphs 1 through 4 above shall become effective when the
Managing Director has notified the Executive Board that, in her
assessment, satisfactory financing assurances exist regarding the
availability of at least SDR 630 million for new subsidy contribu-
tions to the Poverty Reduction and Growth Trust based upon: (a)
the amount that members have requested in writing be transferred
as subsidy contributions to the PRGT from their share in the partial
distribution of the general reserve provided for in paragraph 3 of
this decision; (b) the amount of other new contributions that mem-
bers have provided as subsidy contributions to the PRGT in light of
this decision; and (c) the amount of other subsidy contributions that
members have given written assurances that they will provide to the
PRGT in light of this decision.

6. Paragraph 1(b) of the decision on Attribution of Reductions in
Fund’s Holdings of Currencies, Decision No. 6831-(81/65), adopt-
ed April 22, 1981 and effective May 1, 1981, as amended, shall be
amended to read as follows: “(b) For a member with overdue repur-
chase obligations, the reduction shall be attributed to any obligation
to repurchase.” (SM/12/23, 02/03/12)

Decision No. 15092-(12/19),
February 24, 2012
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ATTACHMENT

Instrument to Establish the

“Interim Administered Account for
Windfall Gold Sales Profits”

To help fulfill its purposes, the International Monetary Fund (the
“Fund”) has adopted this Instrument to establish the Interim Ad-
ministered Account for Windfall Gold Sales Profits in accordance
with Article V, Section 2(b) (the “Account”), which shall be gov-
erned and administered by the Fund in accordance with the terms
and conditions of this Instrument.

1. The purpose of the Account is to serve as an interim vehicle for
the holding and administration of contributions representing all or a
portion of members’ shares of the partial distribution the general re-
serve provided for in Decision No. 15092, pending instruction from
each such contributing member as to the subsequent disposition of
its share of such resources.

2. The SDR shall be the unit of account. Resources provided to the
Account shall be in SDRs or currencies as paid to the relevant con-
tributing member by the Fund in the context of the distribution of
the general reserve provided for in Decision No. 15092.

3. Upon the instruction of a contributing member, the Fund shall
transfer all or part of the resources in the Account that are attrib-
utable to that member, including the member’s pro rata share of
any investment returns, to one or more of the Subsidy Accounts of
the Poverty Reduction and Growth Trust (PRGT), or as otherwise
specified by the member.

4. The resources held in the Account and not immediately needed
for operations of the Account shall be invested at the discretion of
the Managing Director. Investments pursuant to this paragraph may
be made in any of the following: (i) marketable obligations issued
by international financial organizations and denominated in SDRs or
in the currency of a member of the Fund, (ii) marketable obligations
issued by a member or by a national official financial institution of a
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member and denominated in SDRs or in the currency of that mem-
ber, and (iii) deposits with a commercial bank, a national official
financial institution of a member, or an international financial insti-
tution that are denominated in SDRs or in the currency of a member.

5. The assets held in the Account shall be kept separate from the
assets and property of all other accounts of, or administered by, the
Fund. The assets and property held in such other accounts shall not
be used to discharge or meet any liabilities, obligations or losses
incurred in the administration of the Account; nor shall the assets of
the Account be used to discharge or meet any liabilities, obligations
or losses incurred in connection with any such other accounts of, or
administered by, the Fund.

6. The Fund shall maintain separate financial records and prepare
financial statements for the Account. The financial statements for
the Account shall be expressed in SDRs and prepared in accordance
with International Financial Reporting Standards.

7. The external audit firm selected under Section 20 of the Fund’s
By-Laws shall audit the operations and transactions of the Account.
The audit shall relate to the financial year of the Fund.

8. The Fund shall report on the assets and property and on the op-
erations and transactions of the Account in the Annual Report of
the Executive Board to the Board of Governors and shall include
in that Annual Report the audit report of the external audit firm on
the Account.

9. Subject to the provisions of this Instrument, the Fund, in admin-
istering the Account, shall apply, mutatis mutandis, the same rules
and procedures as apply to operations of the General Resources Ac-
count of the Fund.

10. The Managing Director is authorized (a) to make all arrange-
ments, including the establishment of accounts in the name of the
Fund, with such depositories as she deems necessary to carry out
the operations of the Account, and (b) to take all other measures she
deems necessary to implement the provisions of this Instrument.
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11. No charge shall be levied in respect of the services rendered by
the Fund in the administration, operation, and termination of this
Account. All investment costs, including but not limited to costs
associated with the exchange of currencies, purchase of securities,
and hiring of external asset managers and custodian banks, shall be
borne by, and deducted from, the Account.

12. The Account shall be terminated (a) three years from the effec-
tive date of the decision adopting this Instrument, or (b) as prompt-
ly as practicable following the receipt of instructions from every
contributing member regarding the distribution of its resources in
the Account, whichever is earlier. In the event of termination pursu-
ant to (a) above, each Participant with resources remaining in the
Account at the time of termination shall have paid in full to it the
amount of such resources.

13. The provisions of this Instrument may be amended by a decision
of the Fund and with the concurrence of each contributing mem-
ber with resources remaining in the Account at the time of such
decision.

14. Any questions arising under this Instrument between a contrib-
uting member and the Fund shall be settled by mutual agreement
between the contributing member and the Fund.

INSTRUMENT TO ESTABLISH THE INTERIM ADMINISTERED ACCOUNT FOR
REMAINING WINDFALL GOLD SALES PROFITS

1. Pursuant to Article V, Section 2(b), the Fund adopts the Instru-
ment to Establish the Interim Administered Account for Remaining
Windfall Gold Sales Profits (the “Administered Account™) that is
attached to this decision.

2. In accordance with Article XVII, Section 3, the Fund prescribes
that:

(a) an SDR Department participant or prescribed holder, by
agreement with an SDR Department participant or prescribed hold-
er and at the instruction of the Fund, may transfer SDRs to that

246



TECHNICAL AND FINANCIAL SERVICES

participant or prescribed holder in effecting a transfer to or from
the Administered Account or in effecting a payment due to or by
the Fund in connection with financial operations under the Admin-
istered Account.

(b) Operations pursuant to these prescriptions shall be recorded
in accordance with Rule P-9.

3. Pursuant to Article XII, Section 6(d), an amount equivalent to
SDR 1.75 billion of the general reserve shall be distributed to all
members in proportion to their quotas. The payment of the distribu-
tion shall be made in SDRs or, if the Fund or a member so decides,
in the member’s own currency, provided that payment to a member
with overdue repurchase obligations in the General Resources Ac-
count shall be made in the member’s own currency.

4. In accordance with Article XII, Section 6(f)(vi) and Article XII,
Section 6(f)(ix), the Fund decides to reduce the amount of invest-
ment in the Investment Account by an amount equivalent to SDR
1.75 billion and to transfer the proceeds from this reduction to the
General Resources Account for immediate use in the Fund’s opera-
tions and transactions.

5. Paragraphs 1 through 4 above shall become effective when the
Managing Director has notified the Executive Board that, in her
assessment, satisfactory financing assurances exist regarding the
availability of at least SDR 1.575 billion for new subsidy contribu-
tions to the Poverty Reduction and Growth Trust based upon: (a)
the amount that members have requested in writing be transferred
as subsidy contributions to the PRGT from their share in the partial
distribution of the general reserve provided for in paragraph 3 of
this decision; (b) the amount of other new contributions that mem-
bers have provided as subsidy contributions to the PRGT in light of
this decision; and (c) the amount of other subsidy contributions that
members have given written assurances that they will provide to the
PRGT in light of this decision. (SM/12/244, 09/17/12)

Decision No. 15228-(12/95),
September 28, 2012
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ATTACHMENT

Instrument to Establish the “Interim Administered Account for
Remaining Windfall Gold Sales Profits”

To help fulfill its purposes, the International Monetary Fund (the
“Fund”) has adopted this Instrument to establish the Interim Ad-
ministered Account for Remaining Windfall Gold Sales Profits in
accordance with Article V, Section 2(b) (the “Account”), which
shall be governed and administered by the Fund in accordance with
the terms and conditions of this Instrument.

1. The purpose of the Account is to serve as an interim vehicle for
the holding and administration of contributions representing all or
a portion of members’ shares of the partial distribution the general
reserve provided for in Decision No. 15228-(12/95), pending in-
struction from each such contributing member as to the subsequent
disposition of its share of such resources.

2. The SDR shall be the unit of account. Resources provided to
the Account shall be in SDRs or currencies as paid to the relevant
contributing member by the Fund in the context of the distribution
of the general reserve provided for in Decision No. 15228-(12/95).

3. Upon the instruction of a contributing member, the Fund shall
transfer all or part of the resources in the Account that are attrib-
utable to that member, including the member’s pro rata share of
any investment returns, to one or more of the Subsidy Accounts of
the Poverty Reduction and Growth Trust (PRGT), or as otherwise
specified by the member.

4. The resources held in the Account and not immediately needed
for operations of the Account shall be invested at the discretion of
the Managing Director. Investments pursuant to this paragraph may
be made in any of the following: (i) marketable obligations issued
by international financial organizations and denominated in SDRs
or in the currency of a member of the Fund, (ii) marketable obliga-
tions issued by a member or by a national official financial institu-
tion of a member and denominated in SDRs or in the currency of
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that member, and (iii) deposits with a commercial bank, a national
official financial institution of a member, or an international finan-
cial institution that are denominated in SDRs or in the currency of
a member.

5. The assets held in the Account shall be kept separate from the
assets and property of all other accounts of, or administered by, the
Fund. The assets and property held in such other accounts shall not
be used to discharge or meet any liabilities, obligations or losses
incurred in the administration of the Account; nor shall the assets of
the Account be used to discharge or meet any liabilities, obligations
or losses incurred in connection with any such other accounts of, or
administered by, the Fund.

6. The Fund shall maintain separate financial records and prepare
financial statements for the Account. The financial statements for
the Account shall be expressed in SDRs and prepared in accordance
with International Financial Reporting Standards.

7. The external audit firm selected under Section 20 of the Fund’s
By-Laws shall audit the operations and transactions of the Account.
The audit shall relate to the financial year of the Fund.

8. The Fund shall report on the assets and property and on the op-
erations and transactions of the Account in the Annual Report of
the Executive Board to the Board of Governors and shall include
in that Annual Report the audit report of the external audit firm on
the Account.

9. Subject to the provisions of this Instrument, the Fund, in admin-
istering the Account, shall apply, mutatis mutandis, the same rules
and procedures as apply to operations of the General Resources Ac-
count of the Fund.

10. The Managing Director is authorized (a) to make all arrange-
ments, including the establishment of accounts in the name of the
Fund, with such depositories as she deems necessary to carry out
the operations of the Account, and (b) to take all other measures she
deems necessary to implement the provisions of this Instrument.

249



SELECTED DECISIONS AND SELECTED DOCUMENTS

11. No charge shall be levied in respect of the services rendered by
the Fund in the administration, operation, and termination of this
Account. All investment costs, including but not limited to costs
associated with the exchange of currencies, purchase of securities,
and hiring of external asset managers and custodian banks, shall be
borne by, and deducted from, the Account.

12. The Account shall be terminated (a) three years from the effec-
tive date of the decision adopting this Instrument, or (b) as prompt-
ly as practicable following the receipt of instructions from every
contributing member regarding the distribution of its resources in
the Account, whichever is earlier. In the event of termination pursu-
ant to (a) above, each Participant with resources remaining in the
Account at the time of termination shall have paid in full to it the
amount of such resources.

13. The provisions of this Instrument may be amended by a decision
of the Fund and with the concurrence of each contributing mem-
ber with resources remaining in the Account at the time of such
decision.

14. Any questions arising under this Instrument between a contrib-
uting member and the Fund shall be settled by mutual agreement
between the contributing member and the Fund.

ReviEw oF THE Funp’s INcoME PositioN FOR FY 2013 anp FY 2014—
PRG TruUST REIMBURSEMENT FOR FY 2013

In accordance with paragraph 3 of Decision No. 8760-
(87/176), adopted on December 18, 1987, an amount equivalent
to SDR 52.21 million, representing the cost of administering the
Poverty Reduction and Growth Trust (PRGT) for FY 2013, shall
be transferred from the Reserve Account of the PRGT (through the
Special Disbursement Account) to the General Resources Account.
(EBS/13/38, 04/15/13)

Decision No. 15377-(13/37),
April 26, 2013
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PoveErTY REDUCTION AND GROWTH TRUST—REVIEW OF INTEREST RATE
STRUCTURE

1. In accordance with Section II, paragraph 4(b), of the Instrument
to Establish the Poverty Reduction and Growth Trust (PRGT In-
strument), annexed to Decision No. 8759-(87/176) ESAF, adopted
December 18, 1987, as amended, the Fund, as the Trustee of the
Poverty Reduction and Growth Trust (“Trustee”), has reviewed the
interest rates for loans under the Extended Credit Facility (“ECF”),
Rapid Credit Facility (“RCF”), and the Standby Credit Facility
(“SCF”).

2. The Trustee decides that, in accordance with Section II, Para-
graph 4(b)(i), for the period from January 1, 2012 through Decem-
ber 31, 2013 the interest rate on the outstanding balance of Trust
loans shall be charged at the rate of zero percent per annum for
loans under the ECF and the RCF, and at the rate of one quarter of
one percent per annum for loans under the SCF.

3. ...
4. ...

Decision No. 15035-(11/116),
December 1, 2011

The Chairman’s Summing Up—
Macroeconomic and Operational Challenges in
Countries in Fragile Situations
Executive Board Meeting 11/72, July 7, 2011

Executive Directors welcomed the opportunity to review
the Fund’s engagement with countries in fragile situations. They
recognized that these countries face unique challenges, including
weak institutional capacity, high vulnerability to shocks, and a vol-
atile political environment.

Directors were heartened that, overall, Fund engagement
with countries in fragile situations has focused on the Fund’s ar-
eas of expertise and helped strengthen macroeconomic frameworks,
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build up institutional and human capacity, and secure debt relief.
However, they noted that program implementation has been un-
even, owing in part to overly ambitious program targets in some
cases. Against this background, Directors saw merit in considering
some changes to the modalities of the Fund’s engagement. They
stressed, however, that—to be effective—efforts should remain fo-
cused on the Fund’s core mandate and continue to be closely coor-
dinated with the international community.

Most Directors supported, or were open to considering,
a more flexible use of the Rapid Credit Facility (RCF) for low-
income countries in fragile situations as a stepping stone to upper-
credit-tranche (UCT) arrangements. Where needed, the approach
could allow for a more gradual adjustment during the critical ini-
tial phases of the transition to a less fragile situation. Nevertheless,
given the protracted balance of payments needs typically faced by
countries in fragile situations, UCT arrangements should remain the
main vehicle of Fund engagement. At the same time, some Direc-
tors were unconvinced, and asked for more evidence that the RCF
in its current form is not sufficiently flexible to meet its objectives.
Moreover, these Directors considered that, in cases of extremely
weak governance and absorptive capacity, non-financial engage-
ment by the Fund, such as staff-monitored programs combined with
technical assistance, may be more appropriate.

Many Directors saw merit in the proposal to establish an
RCF-like non-concessional facility that would provide emergency
assistance to middle-income in fragile situations. However, a num-
ber of other Directors remained unconvinced of the need for a new
instrument, and considered that existing emergency facilities pro-
vide adequate venues for assistance to these countries.

Most Directors were open to considering the staff proposal
to increase the cumulative access under the RCF, noting that better
tailoring the pace of reforms to implementation capacity could help
mitigate risks to the Fund. A few Directors suggested that a more
ambitious increase would better meet the needs of members in frag-
ile situations. Some Directors suggested exploring the appropriate-
ness of higher annual access levels in specific cases. A number of
Directors expressed concern, however, that a more protracted use
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of the RCF would expose the Fund to additional risks, and called
for further reflection on how to maintain appropriate safeguards to
the Fund.

Directors generally welcomed the call for greater flexibil-
ity in program design to better reflect the limited implementation
capacity in states in fragile situations. At the same time, they un-
derlined that the conditionality standards applicable to different
financing facilities should be maintained. Directors stressed the
importance of designing programs that both foster macroeconomic
stability and deliver “quick wins” to populations, to spur support
for reforms. They highlighted, however, that such “quick wins” of-
ten lay in areas outside the Fund’s expertise, and close cooperation
with the World Bank and other development partners is particularly
important. More broadly, most Directors underscored the need to
work more closely with donors, especially in the field.

Directors agreed that Fund financing should taper out over
the medium term, and that the long-term financing needs of coun-
tries in fragile situations should largely be met by concessional
donor resources. In this regard, many Directors noted that Fund en-
gagement could catalyze budget support through country-specific
Multi-Donor Trust Funds, and welcomed the proposal to link such
assistance to performance under Fund-supported programs or Fund
monitoring. A number of Directors, however, were unconvinced,
pointing to the operational difficulties of such a proposal and em-
phasized the merits of a case-by-case approach.

Most Directors welcomed the staff’s increased emphasis on
the political and social context in countries in fragile situations,
which could inform the assessment of the risks of Fund engage-
ment. However, a few Directors cautioned that such political and
social issues lay outside the Fund’s expertise.

Directors stressed the importance of technical assistance
(TA) in lifting countries out of fragile situations. In this regard, they
saw the need for grounding Fund TA in realistic and adequately-
supported medium-term plans, including reliance on resident advi-
sors and continued training of country officials. They also took note
of the important role played by regional technical assistance centers
and topical trust funds.
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Directors welcomed the staff proposal to prepare an opera-
tional guidance note for work on countries in fragile situations and
some Directors called for the Fund to provide its own robust defini-
tion of fragile situations. They also looked forward to further dis-
cussions on concrete proposals to enhance Fund engagement with
these countries, including a more flexible RCF and a possible new
RCF-like facility for middle-income countries. A few Directors
considered that the reformed instruments should also be accessible
to states where fragility may emanate from their small size and ex-
treme vulnerability to external shocks. Directors also saw merit in
strengthening human resource policies to increase the attractiveness
of working on countries in fragile situations.

BUFF/11/102,
July 12, 2011

The Acting Chair s Summing Up—
Revisiting the Debt Sustainability Framework for
Low-Income Countries
Executive Board Meeting 12/16, February 15, 2012

Executive Directors welcomed the timely review of the debt
sustainability framework (DSF) for low-income countries (LICs).
They welcomed the use of the framework by country authorities
in their borrowing decisions, and by a growing community of do-
nors and lenders to help inform financing decisions. Directors noted
that experience with the DSF to date suggests that it has performed
relatively well and fulfilled its main objectives. They agreed nev-
ertheless that some modest improvements are necessary in light of
changing circumstances in LICs, to ensure that the framework re-
mains robust and relevant. In doing so, Directors underscored the
importance of maintaining cross-country comparability while also
assessing country-specific circumstances adequately and evenhand-
edly. They also considered the framework as a critical tool for en-
suring that LICs have access to the resources necessary to meet their
development goals while preserving long-term debt sustainability.

Most Directors agreed that the indicative policy-dependent
thresholds used in the framework remain broadly valid. While most
supported lowering thresholds for debt service to revenue, a number
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of Directors cautioned that the more conservative thresholds could
unduly constrain LICs’ borrowing decisions. Many Directors en-
dorsed a downward revision to the current export-based thresholds
for countries with large remittance flows, to adjust for the inclu-
sion of such flows in calculating a country’s repayment capacity.
However, some viewed such a downward revision as representing
an unnecessary tightening of the framework, while some others
were skeptical about including remittances explicitly in the DSF,
pointing to the limited availability and volatility of data. Direc-
tors emphasized the need to exercise judgment when considering
cases where remittances should be included, and when interpreting
breaches of external debt thresholds more broadly. They endorsed
the proposal to maintain all other thresholds at their current values,
and recommended that revisions to the framework be explained to
country authorities and communicated carefully to the public.

Noting the growing role of domestic debt in some LICs,
Directors generally saw scope for strengthening the analysis of total
public debt and fiscal vulnerabilities, including from contingent li-
abilities, along the lines of the recommendations made in the staff
paper on Modernizing the Framework for Fiscal Policy and Pub-
lic Debt Sustainability Analysis. Most Directors supported the pro-
posed benchmarks for total public debt to help determine when to
conduct deeper analysis, including in the discussions with country
authorities, while cautioning that such benchmarks should not be
used mechanically. A few Directors noted that the lack of com-
prehensive and reliable data on domestic debt makes it difficult to
derive benchmarks that could be used across LICs.

Most Directors considered that introducing an additional
risk rating would usefully complement the assessment of external
public debt, in cases where there are significant vulnerabilities re-
lated to domestic public debt or private external debt. The addi-
tional risk rating would inform the macroeconomic and structural
policy dialogue with country authorities, while the assessment of
the risk of external debt distress would continue to inform the fi-
nancing decisions of the International Development Association.
Some other Directors were not convinced of the need for the ad-
ditional risk rating, on grounds of data limitations and the risk of
weakening LICs’ ability to attract foreign capital.
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Directors agreed that country-specific information should
be taken into account more systematically when assessing the risk
of debt distress. They broadly supported more consistent use of
judgment in this regard, although a few saw merit in calibrating
country- specific thresholds. Directors welcomed the plan to de-
velop clearer guidance for staff, and supported analytical work on
alternative approaches to complement the current methodology.

Directors recognized the benefits of public investment for
growth and development, which could extend beyond national
boundaries. They stressed therefore that understanding the link-
ages between debt-financed investment and growth, including the
positive externalities of regional projects, is critical to the quality of
debt sustainability analyses (DSAs). Directors generally welcomed
ongoing efforts by staff to develop models and analytical tools to
strengthen the treatment of investment-growth linkages in DSAs. A
number of Directors urged a cautious approach to this issue, includ-
ing by using conservative assumptions, accounting for all the costs
associated with the investments, and paying due regard to coun-
tries’ absorptive capacity.

Directors saw merit in improving the assessment of dy-
namic linkages among macroeconomic variables. They endorsed
the proposed methodological refinements of stress tests, on an ex-
perimental basis, to enrich the analysis while not having a formal
role in determining the risk rating.

Directors generally welcomed efforts to simplify the DSA
template, which would allow country authorities to produce their
own DSAs more easily, gradually building up their capacity and en-
hancing the policy dialogue on debt issues. They also supported the
proposal to produce full joint DSAs every three years, with lighter
updates in the interim years, while maintaining the flexibility to
prepare full DSAs if warranted by circumstances, including those
prompting a request for use of Fund resources. Directors under-
scored the importance of ensuring that these changes do not under-
mine the quality of DSAs.

BUFF/12/18,
February 17, 2012

256



TECHNICAL AND FINANCIAL SERVICES

FACILITATING MOBILIZATION OF LOAN RESOURCES FOR CONCESSIONAL
LeNDING TO Low-INcOME COUNTRIES

1. In the Instrument to establish the Poverty Reduction and Growth
Trust (PRGT Instrument) that is annexed to Decision No. 8759-
(87/176) PRGT, adopted December 18, 1987, as amended, Section
I, paragraph 4, Section III, Section IV, paragraphs 5(d) and 6(b)(i),
Section V, and Section VI shall be amended to read as set forth in
Attachment I of SM/10/46, Supplement 1 (4/15/10).!

2. The Executive Board notes the form Note Purchase Agreement
(NPA) set forth in Attachment II of this decision, and endorses it
as the basis for NPAs that may be entered into by the Managing
Director pursuant to the authority set forth in Section III, paragraph
2 of the PRGT Instrument following the effectiveness of the amend-
ments set forth in paragraph 1 of this decision. The notes issued
pursuant to such NPAs shall have terms and conditions that are sub-
stantially in the form of those included in the form General Terms
and Conditions for PRGT Notes set forth in Attachment III of this
decision.?

3. The amendments of the PRGT Instrument set forth in paragraph
1 of this decision shall become effective when all current lenders
to the Loan Accounts of the PRGT have consented to these amend-
ments.? (SM/10/46, Sup. 1, 4/15/10)

Decision No. 14593-(10/41),
April 28, 2010

I Ed. Note: The amendments in Attachment I of SM/10/46 referred to in paragraph
1 of this decision have been incorporated into Decision No. 8759-(87/176) PRGT,
as amended.

2 Ed. Note: Attachments II and III referred to in paragraph 2 are not included in
this volume.

3 Ed. Note: The relevant amendments became effective on June 1, 2010.
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PoverTYy REDUCTION AND GROWTH FACILITY TRUST—OTHER PROVISIONS

2. All the provisions applying to assistance under the Poverty
Reduction and Growth Facility Trust Instrument, other than those
amended or deleted pursuant to Part I! of this Decision, shall con-
tinue to apply to assistance committed after November 20, 1998
under such Instrument, including the maturity of loans, which will
continue to be repaid in ten equal semiannual installments begin-
ning not later than five and a half years from the date of each dis-
bursement and completed at the end of the tenth year after that date
with regard to the ECF and the RCF and beginning not later than
four years from the date of each disbursement and completed at the
end of the eight year after that date with regard to the SCF.

3. The Managing Director shall not recommend, and the Fund
shall not approve, a request by a member for the use of the Fund’s
general resources, Special Disbursement Account resources, or re-
sources administered by the Fund as Trustee, whenever the member
is in arrears, or is failing to meet a repayment expectation, to the
Poverty Reduction and Growth Facility Trust.

4. Provision shall be made in Stand-By and Extended Arrange-
ments for the suspension of further purchases whenever a member
fails to meet a repayment obligation to the PRGF Trust or a repayment
expectation to that Trust within the period established by the Executive
Board pursuant to Section II, paragraph 3(c) of the PRGF-ESF Trust
Instrument the provisions of Appendix I to the PRGF Trust Instrument.

Decision No. 11832-(98/119) ESAF,

November 20, 1998,

as amended by Decision. No. 13592-(05/99) ESF,
November 23, 2005,

effective January 5, 2006, and

14354-(09/79), July 23, 2009,

effective January 7, 2010

I Ed. Note: Part I amended Sections II and V of the PRGF Instrument and added
Appendix [.
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TRANSFORMATION OF THE ENHANCED STRUCTURAL ADJUSTMENT FACILITY

1. The name of the Enhanced Structural Adjustment Facility es-
tablished by Decision No. 8757 (87/176) SAF/ESAF, adopted De-
cember 18, 1987, shall be changed to the “Poverty Reduction and
Growth Facility.”

2. The following changes shall be made to the Enhanced Struc-
tural Adjustment Facility Trust established by Decision No. 8759-
(87/176) ESAF, adopted December 18, 1987:

(a) The name of the Trust shall be changed to the “Poverty
Reduction and Growth Facility Trust”; accordingly, Paragraph 1 of
Decision No. 8759 and the Title and Introductory Section of the
ANNEX to that Decision, containing the Trust Instrument, shall be
amended by substituting “Poverty Reduction and Growth Facility
Trust” for “Enhanced Structural Adjustment Facility Trust;”

(b) Section I, Paragraph 1 of the Trust Instrument shall be
amended to read as follows:

The Trust shall assist in fulfilling the purposes of the Fund by
providing loans on concessional terms (hereinafter called “Trust
loans™) to low-income developing members that qualify for as-
sistance under this Instrument, in order to support programs to
strengthen substantially and in a sustainable manner their balance
of payments position and to foster durable growth, leading to
higher living standards and a reduction in poverty.

3. The name of the “Trust for Special ESAF Operations for the
Heavily Indebted Poor Countries and Interim ESAF Subsidy Opera-
tions” shall be changed to the “Trust for Special PRGF Operations
for the Heavily Indebted Poor Countries and Interim PRGF Subsidy
Operations.” Accordingly,

(a) Paragraphs 1 and 2 of Decision No. 11436-(97/10), ad-
opted February 4, 1997, and the title and Introductory Section of
the ANNEX to that Decision containing the Trust Instrument, shall
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be amended by substituting “Trust for Special PRGF Operations for
the Heavily Indebted Poor Countries and Interim PRGF Subsidy
Operations” for “Trust for Special ESAF Operations for the Heavily
Indebted Poor Countries and Interim ESAF Subsidy Operations.”

(b) All references to “ESAF” in Section I, paragraphs 1(viii)
and 1(ix), Section I, paragraph 2(b), Section III, Paragraphs 1(a)
and 1(b), and Section III, Paragraph 2(c) of the Trust Instrument
shall be changed to references to “PRGF.”

4. References in other Fund decisions, instruments, agreements
or documents related to the Enhanced Structural Adjustment Facil-
ity, the Enhanced Structural Adjustment Facility Trust, or any of its
Accounts, the ESAF, the ESAF Trust, the Trust for Special ESAF
Operations for the Heavily Indebted Poor Countries and Interim
ESAF Subsidy Operations, or the ESAF-HIPC Trust shall be under-
stood to be to the Poverty Reduction and Growth Facility, the Pov-
erty Reduction and Growth Facility Trust, or any of its Accounts,
the PRGF, the PRGF Trust, the Trust for Special PRGF Operations
for the Heavily Indebted Poor Countries and Interim PRGF Subsidy
Operations, or the PRGF-HIPC Trust, respectively.

5. This Decision shall become effective when all contributors
to the ESAF Trust have consented to the changes.

Decision No. 12087-(99/118) PRGF,
October 21, 1999,
effective November 22, 1999

ESTABLISHMENT OF GENERAL PoLicy To CONDITION WAIVER DECISIONS
UNDER THE POVERTY REDUCTION AND GROWTH TRUST ON ACCURACY OF
INFORMATION REGARDING PERFORMANCE CRITERIA

Any decision granting a waiver for the nonobservance of
a performance criterion under an arrangement under the a facility
of the Poverty Reduction and Growth Trust will be made condi-
tional upon the accuracy of data or other information provided by
the member to assess observance of the performance criterion in
question.

260



TECHNICAL AND FINANCIAL SERVICES

Any decision waiving the applicability of a performance
criterion under an arrangement under a facility of the Poverty Re-
duction and Growth Trust will be made conditional upon (i) the
accuracy of the member’s representation that the information nec-
essary to assess observance of the relevant performance criterion is
unavailable, and (ii) the accuracy of data provided by the member
to assess observance of the same performance criterion for a pre-
ceding period (if applicable for that period).

Decision No. 12254-(00/77),

July 27, 2000,

as amended by Decision No. 14354-(09/79),
July 23, 2009,

effective January 7, 2010

Access Limits UNDER POVERTY AND GROWTH FACILITY—REVIEW

1. Pursuant to Decision No. 13463-(05/32), adopted April 1,
2005, as amended, the Fund as Trustee of the Poverty Reduction
and Growth Facility and Exogenous Shocks Facility Trust (PRGF-
ESF Trust) has reviewed the maximum limit and the exceptional
maximum limit on access to the PRGF resources of the PRGF-ESF
Trust established by Decision No. 8759-(87/176), adopted 27 De-
cember 18, 1987, as amended, and decides that they remain ap-
propriate in the present circumstances. The Fund shall review these
limits no later than 2/21/2013. (EBS/08/15, 2/1/08)

Decision No. 14065-(08/18),
February 22, 2008

CoNTRIBUTIONS TO PRGF AND PRGF-HIPC TrRUSTS—VALUE DATE FOR
OPERATIONS AND TRANSACTIONS

All operations and transactions under borrowing agree-
ments, administered accounts or in connection with any other
form of contribution to the PRGF Trust and the PRGF-HIPC Trust
shall be changed to a two business day valuation rule. (EBS/03/54,
4/18/03)

Decision No. 13004-(03/39) PRGE,
April 25, 2003
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PoveErTY REDUCTION AND GROWTH FACILITY TRUST—BORROWING FOR
LoaN AccoUNT—CONSULTATION WITH CREDITORS

The Managing Director, after having consulted with all
creditors in accordance with Decision No. 12032-(99/87) PRGF,
adopted August 2, 1999, is authorized to confirm that he does not
intend to propose to the Executive Board borrowing of more than
SDR 16 billion for the Loan Account of the Poverty Reduction and
Growth Facility Trust except after consultation with all creditors
regarding the justification for such additional borrowing and the
adequacy of the Trust’s Reserve in relation thereto. (EBS/01/132,
8/8/01)

Decision No. 12559-(01/85) PRGE, August 23, 2001,
effective September 23, 2001

The Chairman's Summing Up of the Discussion on the
Enhancement of the Structural Adjustment Facility—
Operational Arrangements
Executive Board Meeting 87/171, December 15, 1987

Let me summarize the agreed position on a number of im-
portant points.

1. Establishment of the enhanced adjustment facility and review of
the existing facility

Directors reviewed the existing Structural Adjustment Fa-
cility and agreed that it should continue to operate as in the past.
The existing facility will continue to be available to eligible mem-
bers that already have arrangements under the facility as well as to
those that have not yet requested use of the facility’s resources.

Directors agreed that a new lending facility—the Enhanced
Structural Adjustment Facility—should be established and that it
will operate concurrently with the existing Structural Adjustment
Facility. The Enhanced Facility will be financed from two Fund-
related sources—the Special Disbursement Account and the En-
hanced Structural Adjustment Facility Trust—and will also include
the possibility that other lenders might support enhanced structural
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adjustment arrangements through loans to qualifying members in
association with loans under the enhanced facility. For a mem-
ber qualifying for an arrangement under the enhanced facility, re-
sources will be provided from the Special Disbursement Account
to the extent that the member has not exhausted its potential access
under the existing facility; resources made available in excess of
these amounts will be provided from the Trust and from associated
sources.

Until the cutoff date for commitment of resources, eligi-
ble members that have not yet made use of the resources of the
Structural Adjustment Facility will have the option to request a
full three-year arrangement under either the existing facility or the
enhanced facility. Members currently making use of the resources
of the existing facility may request a new three-year arrangement
under the enhanced facility or continue their current arrangement
to its conclusion. If a member currently using the resources of the
Structural Adjustment Facility chooses to request a new three-year
arrangement under the enhanced facility, that request should nor-
mally be made at the time of expiration of an annual arrangement
under the existing facility. However, earlier replacement of an ex-
isting arrangement by a three-year arrangement under the enhanced
facility could also be permitted in exceptional cases.

2. Terms and conditions of loans under the Enhanced Structural
Adjustment Facility

Commitments of resources under the enhanced facility will
be made upon approval of a three-year arrangement. All commit-
ments and disbursements will be subject to the availability of re-
sources. Commitments may be made at any time until the cutoff
date. Most Directors agreed, taking into account the limited period
of time during which the resources would be made available by
contributors, that the cutoff date should be November 30, 1989.
At the same time, most Directors considered that the final date for
disbursements should not now be extended beyond June 30, 1992,
although it was recognized that maintenance of this date would
imply that there would be little flexibility to accommodate delays
under annual programs in arrangements that were agreed later in
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the commitment period. This matter will be kept under review as
experience is gained with the facility.

Disbursements from the Special Disbursement Account in
conjunction with enhanced structural adjustment arrangements will
be provided under the financial terms applying to loans under the
existing facility, as amended. To the extent possible, the financial
terms applying to loans from the Enhanced Structural Adjustment
Facility Trust will be the same as those under the existing facility.
In particular, it was agreed that the maturities of loans will be five
and a half to ten years. Most Directors also believed that it would be
appropriate to set the initial interest rate charged on loans from the
Trust at 0.5 percent per annum, even if the amount of firmly com-
mitted resources in the Subsidy Account was initially not fully suf-
ficient for this purpose, but additional resources were confidently
expected. These Directors indicated that if it appeared, because of
inadequate contributions or future adverse developments in inter-
est or exchange rates, that resources available or committed to the
Subsidy Account were likely to be insufficient to maintain the rate
of interest at 0.5 percent throughout the period of operation of the
Trust, the Fund should seek the additional resources necessary to
achieve this objective. This issue is to be kept under review, and
the interest rate will be adjusted as necessary at the beginning of
each six-month interest period whenever resources available to the
Subsidy Account are judged insufficient to maintain a rate of 0.5
percent on loans under the enhanced facility.

The intended terms for the Trust’s lending, with which you
have agreed, determine the essential features of the borrowing ar-
rangements that will have to be concluded by the Fund as Trustee
for the Enhanced Structural Adjustment Facility Trust and the lend-
ers to it. These have been set out in a prototype circulated to poten-
tial lenders and annexed to EBS/87/245. While there will need to be
comparability in substance among agreements, there will no doubt
need to be alterations to the form and structure of this prototype to
meet the particular legal and institutional requirements of individ-
ual lenders, and we will be flexible in meeting these requirements.
There was further discussion of the security to be provided to the
claims on the Trust. Directors accepted that the proposals that had
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been put forward to safeguard the resources lent to the Trust were
adequate to provide the necessary assurance to potential creditors.
Although noting the views of some Directors, I have repeated that
the phrase “all such initiatives as might be necessary” had to be
understood to include the possible use of gold.

I should also comment on a few specific financial issues
raised in the papers. First, most Directors did not favor the inclusion
of a provision on rescheduling because, inter alia, it was considered
that this would create undue complications in light of the limited
period for which resources were being committed by contributors
and also because it was felt that such a provision could threaten the
integrity of the Reserve that most contributors find to be an essen-
tial component of the facility. Second, most Directors did not find it
appropriate to provide for temporary encashment of claims through
the use of the Reserve, given the relatively small amounts that will
be available in the early years and the importance of the Reserve
as security for claims. Third, it appeared generally acceptable to
most Directors that the provision for temporary suspension of calls
should apply to all lenders. I should note in this connection that we
appreciate the position of several contributors who are providing
support to the enhanced facility, despite a very difficult balance of
payments situation of their own.

3. Framework for lending under the Enhanced Structural Adjust-
ment Facility

Resources to be made available under the enhanced facility
will be committed upon Board approval of a three-year arrange-
ment and disbursements will be made semiannually in accordance
with the provisions specified in annual arrangements. The prepara-
tion of policy framework papers will be an essential element of
the enhanced facility, and the policy framework process will be
strengthened to reflect the summing up of the June 1987 review of
the structural adjustment facility (EBM/87/93, 6/19/87), as well as
continuing discussions with eligible recipient countries, the World
Bank, and the interested donors.

Directors were in broad agreement that the objectives of
programs under the enhanced facility should be to promote, in a
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balanced manner, both balance of payments viability and growth
through mobilization of domestic and external resources, improve-
ments in resource allocation, and the removal of structural im-
pediments. Such programs should involve a substantial effort to
strengthen the external payments position in a sustainable manner,
and in particular to assure substantial progress during the three-year
program period toward an overall position and structure of the bal-
ance of payments that is consistent with orderly relations with cred-
itors and a reduction in restrictions on trade and payments, while
permitting the timely servicing of obligations to the Fund.

Directors agreed that monitoring of enhanced programs
supported by arrangement under the enhanced facility will be con-
ducted through benchmarks. Most Directors favored the establish-
ment of quarterly quantitative benchmarks for the key financial
variables, and the use of structural benchmarks to monitor imple-
mentation of the most important structural policy measures. Most
Directors supported the establishment of some benchmarks, includ-
ing, where appropriate, some structural benchmarks, as semiannual
performance criteria in all cases. In addition, midyear reviews will
also be required in most cases. I have fully noted the reservations
expressed by a number of Directors regarding the treatment of
benchmarks as performance criteria, and I assure you that perfor-
mance criteria will be limited in number and will generally involve
only a subset of the benchmarks. Similarly, prior actions will be
required sparingly, but when necessary to lay the basis for a long or
difficult adjustment process, and particularly where arrangements
involve a front-loading of disbursements. In the event of a substan-
tial delay in completion of a midyear review or in agreeing on an
annual program, the total amount of resources to be made available
to a member could be reduced or rephased over the remaining pe-
riod of the arrangement.

Most Directors agreed that access to the resources of the
enhanced facility will be differentiated according to the strength
of the member’s adjustment program and its financing need. The
structure of the member’s external debt and its prospective debt ser-
vice burden, along with the expected evolution of other macroeco-
nomic aggregates, will be important elements in this assessment.
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Directors generally agreed that access under three-year enhanced
structural adjustment arrangements will be subject to a maximum
limit of 250 percent of quota. However, Directors stressed again
that the access limits do not constitute entitlements, and they agreed
that access should normally be below the maximum and that the
guidelines should be applied so that the rate of access for all quali-
fying members would average about 150 percent of quota. It was
also indicated that, in highly exceptional circumstances, the maxi-
mum could be exceeded, but it was not envisaged that access would
exceed 350 percent of quota even in these cases. These access lim-
its, along with the operation of both the enhanced facility and the
existing facility, will be subject to review in light of experience and
the utilization of the available resources.

Directors agreed that the amount of resources committed
to an individual qualifying member under a three-year enhanced
structural adjustment arrangement and the amounts for the second-
and third-year arrangements will be reviewed at the time of consid-
eration of each annual program. However, most Directors indicated
that, subject to the availability of resources, the amounts committed
to a member would not normally be reduced because of develop-
ments in its balance of payments. However, in the event that balance
of payments developments were markedly more favorable than en-
visaged at the time of approval of the three-year arrangement, and
particularly because of improvements in the external environment,
it would be suggested that the member reduce voluntarily its use of
enhanced resources, either by requesting lower access at the time
of approval of an annual arrangement or by forgoing in whole or in
part a midyear disbursement.

Directors agreed that disbursements of loans under en-
hanced structural adjustment arrangements will be made semiannu-
ally, upon approval of an annual arrangement, and subsequently, on
the basis of observance of performance criteria and, in most cases,
completion of a midyear review. A range of views was expressed
regarding the possibility of a limited front-loading of disbursements
in some cases. Nonetheless, there seems to be a consensus that,
subject to the availability of resources, the guideline should be that
a uniform distribution of disbursements would be preferable and
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that any front-loading should not result in first-year disbursements
exceeding 40 percent of the total amount to be made available un-
der the three-year enhanced structural adjustment arrangement.
However, I take it that there may be scope for a higher first-year
disbursement in some very exceptional cases. Existing policies re-
garding members with overdue obligations to the Fund will be re-
tained; how best to deal with cases of large and protracted arrears is
a question to which we will return soon, but in a different context.

4. Relationship with other Fund facilities

Directors noted that members qualifying for loans under the
enhanced structural adjustment facility would retain eligibility for
access to the Fund’s general resources. Access to those resources
will have to be examined carefully on a case-by-case basis, taking
into account a range of factors envisaged in the present guidelines,
including past performance and use of Fund resources, terms, the
possible availability of financing from the enhanced facility and
other sources, and the speed and time profile of the anticipated bal-
ance of payments adjustment.

The Chairman's Remarks at the Conclusion of the Discussion
on the Enhancement of the Structural Adjustment Facility—
Legal Documentation
Executive Board Meeting 87/176, December 18, 1987

Two issues of substance raised during this meeting deserve
special mention. First, it was reconfirmed that lending to the ESAF
Trust could be considered as part of a member’s official reserves by
the Fund. Second, it was explained that access to the Fund’s general
resources could be provided for members that had extended loans to
the Trust and that needed liquidity in an amount not exceeding their
claim. Purchases under these circumstances would be allowed if the
member represented that it had a need, because of developments in
its reserves in the sense of Article V, Section 3(b)(ii), and that the
Fund agreed that the purchase was justified taking into account the
amount of the requested purchase and the existence of a claim on
the Trust. If the liquidity problem can be addressed on its own, there
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would be no need for an adjustment program to solve the balance
of payments problem. Moreover, those purchases could be given
certain characteristics by a decision to be taken when required. For
instance, it could be decided, with respect to such purchases, to
provide for special repurchase periods and for their exclusion from
the definition of reserve tranche purchases. Those decisions would
need to be adopted by an 85 percent majority. On the occasion on
which this question was discussed, I heard no objections by an Ex-
ecutive Director to this approach, which had been suggested in the
staff papers that have been discussed by the Board.

Heavily Indebted Poor Countries

ESTABLISHMENT OF A TRUST FOR SPECIAL POVERTY REDUCTION AND
GrowTH OPERATIONS FOR THE HEAVILY INDEBTED POOR COUNTRIES AND
INTERIM ECF Sussipy OperaTIONS (PRG-HIPC TRuUST)

1. The Fund adopts the Instrument to Establish a Trust for Special
Poverty Reduction and Growth Operations for the Heavily Indebted
Poor Countries and Interim ECF Subsidy Operations, which is an-
nexed to this decision.

2. The Fund shall conduct semi-annual reviews of the financing of
the Trust for Special Poverty Reduction and Growth Operations
for the Heavily Indebted Poor Countries and Interim ECF Subsidy
Operations.

Decision No. 11436-(97/10),

February 4, 1997,

as amended by Decision Nos.11492-(97/45), April 24, 1997,
11861-(98/131) ESAF, December 18, 1998,
12087-(99/118) PRGF, October 21, 1999,
effective November 2, 1999,

12132-(00/9) PRGF, January 27, 2000,
12349-(00/118), December 1, 2000,
12561-(01/85) PRGF, August 23, 2001,
effective September 19, 2001,
12680-(02/17) PRGE, February 20, 2002,
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12696-(02/27) PRGF, March 15, 2002,

12777-(02/65), June 20, 2002,

12874-(02/110), October 25, 2002,

13224-(04/33), April 1, 2004,

13367-(04/98) PRGF, October 18, 2004,
13373-(04/105) PRGF, November 9, 2004,
13588-(05/99) MDRI and 13590-(05/99) ESF, November 23, 2005,
effective January 5, 2006,

13775-(06/78), August 30, 2006,

13797-(06/88), October 13, 2006,

13849-(06/108), December 20, 2006,

14039-(08/3), January 14, 2008,

14354-(09/79), July 23, 2009, effective January 7, 2010,
15018-(11/112), November 21, 2011, and
15031-(11/115),

November 30, 2011

ANNEX

Instrument to Establish a Trust for Special Poverty and Growth
Operations for the Heavily Indebted Poor Countries
and Interim ECF Subsidy Operations

Introductory Section

To help fulfill its purposes, and in furtherance of the pur-
poses of the Poverty Reduction and Growth Trust (“PRGT”) as de-
scribed in the Instrument to Establish the Poverty Reduction and
Growth Trust adopted by Decision No. 8759-(87/176) ESAF, De-
cember 18, 1987, as amended (“the PRGT Instrument”), the Inter-
national Monetary Fund (“the Fund”) has adopted this Instrument
to Establish a Trust for Special Poverty Reduction and Growth Op-
erations for the Heavily Indebted Poor Countries and for Interim
ECF Subsidy Operations (“the Trust”), which shall be administered
by the Fund as Trustee (“the Trustee”). The Trust shall be gov-
erned by and administered in accordance with the provisions of this
Instrument.
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Section 1. General Provisions
Paragraph 1. Definitions'

Wherever used in this Instrument, unless the context other-
wise requires:

(1) “Initiative” means the program of action endorsed by the
Fund, the International Bank for Reconstruction and Development
and the International Development Association (hereinafter jointly
referred to as “the Bank™) in September 1996 and the enhancement
of this program agreed in September 1999 for reducing the exter-
nal debt burden of heavily indebted poor countries to a sustainable
level;

(i1) “DSA” means a debt sustainability analysis jointly prepared
by the staffs of the Fund and the Bank and the concerned member
to provide the basis for determining the member’s qualification for
assistance under the Initiative;

(ii1) “decision point” means the time when the Trustee decides
whether a member qualifies for assistance under the Initiative, that
is, normally at the end of the initial three-year performance period
and decides on the amount of assistance to be provided under the
Initiative;

(iv) “completion point” means the time when a decision will be
taken by the Trustee to disburse remaining undisbursed assistance

I'Ed. Note: Section A.5 of Decision No. No. 14354-(09/79), July 23, 2009, effective
January 7, 2010, states: “Except as otherwise specifically provided, references
in other Fund decisions, instruments, agreements or documents to the Poverty
Reduction and Growth Facility and Exogenous Shocks Facility Trust, PRGF,
PRGF Trust, PRGF/ESF eligibility or PRGF/ESF Instrument shall be understood
to be, respectively, references to the Poverty Reduction and Growth Trust, ECF,
PRGT, PRGT eligibility and PRGT Instrument.” Further, section B.6(c) of the same
decision states: “Except as otherwise specifically provided, references in the PRG-
HIPC Trust Instrument to ‘interim PRGF’ shall be understood to be references to
‘interim ECF’, and references to ‘self-sustained PRGF’ shall be understood to be
references to “self-sustained ECF.”
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committed for a qualifying member, excluding any additional
amount committed for a member pursuant to the second sentence of
Section III, paragraph 3(e);

(v) “debt sustainability” means the achievement of a sustain-
able level of external debt which shall be 150 percent for the pres-
ent value of debt-to-exports ratio calculated on the basis of data
available at the decision point. In the special case of a country that
has, at the decision point, (i) an exports-to-GDP ratio of at least
30 percent, and (ii) a fiscal revenues-to-GDP ratio of at least 15
percent, a “debt sustainability” target of below 150 percent for the
present value of debt-to-exports ratio at the decision point may be
set with the specific target determined so as to reduce the present
value of debt-to-revenue ratio to 250 percent at the decision point.
For the purposes of these calculations, amounts that are subject to
an early repurchase or repayment expectation established under the
Misreporting Guidelines shall not constitute external debt.

(vi) “traditional debt relief mechanisms” means the application
of Naples terms by Paris Club creditors, including the assumption
of a stock-of-debt operation, involving a 67 percent present value
reduction of the eligible debt of a member at the decision point, and
at least comparable treatment by other official bilateral and com-
mercial creditors;

(vii) “interim PRGF subsidy operations” means operations to
subsidize the interest rate on interim PRGF financing to be made
following full commitment under PRGF arrangements of resourc-
es available under borrowing agreements for the current phase of
PRGF operations which is expected by about December 31, 2001;
interim PRGF operations are expected to take place during the pe-
riod 2001/02-2014/15;

(viii) “self-sustained PRGF operations” means PRGF-type op-
erations financed on a revolving basis from Special Disbursement
Account (SDA) resources through the retransfer of resources from
the PRGF Trust Reserve Account, when they are no longer needed
to cover the total liabilities of the 1987 PRGF Trust to lenders;
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(ix) “PRSP” means a Poverty Reduction Strategy Paper pre-
pared by the member concerned in a participatory process involv-
ing a broad range of stakeholders and setting out a comprehensive
three-year poverty reduction strategy; and

(x) “I-PRSP” means an Interim Poverty Reduction Strategy Pa-
per prepared by the member concerned setting out a preliminary
reduction strategy as a precursor to a full PRSP; and

(xi) “PRSP preparation status report” means a report prepared
by the member concerning updating the preliminary poverty reduc-
tion strategy set out in an [-PRSP in anticipation of a full PRSP; and

(xii) “APR” means an Annual Progress Report prepared by the
member concerned reporting on the implementation of a PRSP and
updating it as appropriate; and

(xiii) “Joint Staff Advisory Note” means a document prepared
by the staff of the Bank and the Fund containing an analysis of the
strengths and weaknesses of the poverty reduction strategy of the
member concerned and identifying priority action areas for strength-
ening the poverty reduction strategy during implementation; and

(xiv) “Misreporting Guidelines” means the Guidelines on Cor-
rective Action for Misreporting and Noncomplying Purchases in the
General Resources Account (Decision No. 12249-(00/77), adopted
July 27, 2000), and the Provisions on Corrective Action for Mis-
reporting and Noncomplying Disbursements in Arrangements un-
der the Poverty Reduction and Growth Facility and the Exogenous
Shocks Facility (Appendix I of the Instrument to Establish the Pov-
erty Reduction and Growth Facility and Exogenous Shocks Facil-
ity Trust annexed to Decision No. 8759-(87/176) ESAF, adopted
December 18, 1987).

Paragraph 2. Purposes

The Trust shall assist in fulfilling the purposes of the Fund
by providing balance of payments assistance to low-income devel-
oping members by:
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(a) making grants (“Trust grants”) and/or loans (“Trust
loans”) to eligible members that qualify for assistance under the
terms of this Instrument for purposes of the Initiative; and

(b) subsidizing the interest rate on interim PRGF operations
to PRGF-eligible members.

Paragraph 3. Trust Account and resources

The operations and transactions of the Trust shall be con-
ducted through an account (“the Account”). Within the Account,
the Trustee may establish such sub-accounts as it deems necessary
for the administration of the resources in the Account.

The resources held in the Account shall consist of:
(a) grant contributions made to the Trust for the purposes of

paragraph 2;

(b) loans, deposits and other types of investments made by
contributors with the Trust to generate income to be used for the
purposes of paragraph 2;

(c) transfers from the Special Disbursement Account for the
purposes of paragraph 2; and

(d) net earnings from investment of resources held in the
Account.

Paragraph 4. Unit of account

The SDR shall be the unit of account for commitments and
all other operations and transactions of the Trust, provided that
commitments for contributions may also be made in currency.

Paragraph 5. Media of payment of contributions and exchange of
resources

(a) Resources provided to the Trust may be received in any
currency.
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(b) Payments by the Trust shall be made in U.S. dollars or
such other media as may be agreed between the Trustee and the

payee.

(c) Contributions to the Trust may also be made in or ex-
changed for SDRs in accordance with such arrangements as may be
made by the Trust for the holding and use of SDRs.

(d) The Trustee may exchange any of the resources of the
Trust, provided that any balance of a currency held in the Trust may
be exchanged only with the consent of the issuer of such currency.

Section II. Contributions to the Trust

The Trustee may accept contributions of resources for the
Account on such terms and conditions as may be agreed between
the Trustee and the respective contributors, subject to the provi-
sions of this Instrument. For this purpose, the Managing Director
of the Trustee is authorized to accept grants and enter into loan,
deposit or other types of investment agreements with the contribu-
tors to the Trust.

Section IIl. Trust Grants and Loans
Paragraph 1. Eligibility for assistance

In order to be eligible for assistance from the Trust under
Section I, paragraph 2(a) of this Instrument, a member shall meet
the following requirements:

(a) the member is PRGF-ESF eligible, i.e., it is included in
the list of members annexed to Decision No. 8240-(86/56) SAF, as
amended;

(b) the member was pursuing a program of adjustment and
reform by October 1, 1996, or the member shall have adopted such
a program in the period beginning October 1, 1996 and ending De-
cember 31, 20006, that is either (i) supported by the Fund through
ECF, SCF, PRGF, ESF or Extended Arrangements, or, on a case-by-
case basis as determined by the Trustee, a Stand-By Arrangement,
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a decision on rights accumulation, or financial support under the
Fund’s emergency assistance policy in post conflict countries or un-
der the Rapid Credit Facility or under the Rapid Financing Instru-
ment; or (ii) monitored by the staff, in the circumstances specified
in paragraph 2(c) below; and

(c) in support of the member’s adjustment and reform pro-
gram, the member shall have received or is eligible to receive as-
sistance to the full extent available under traditional debt relief
mechanisms.

(d) after the assumed full application of traditional debt re-
lief mechanisms, the member’s external debt situation, based on
both end-2004 and end-2010 data, is unsustainable, as determined
by the debt sustainability thresholds in Section I, Paragraph 1(v) of
this Instrument.

Paragraph 2. Qualification for assistance

The Trustee shall determine whether an eligible member
qualifies for assistance under the Initiative in accordance with the
criteria set out below:

(a) At the decision point, the DSA shall indicate that the
member’s external debt situation, even after the assumed full ap-
plication of traditional debt relief mechanisms, would not be sus-
tainable. Moreover, the member shall have in place a satisfactory
poverty reduction strategy set out in an [-PRSP, PRSP preparation
status report, PRSP, or APR, that has been issued to the Executive
Board normally within the previous 12 months but in any case with-
in the previous 18 months, and has been the subject of an analysis
in a Joint Staff Advisory Note also issued to the Executive Board.

(b) The member has not agreed on an exit operation with
Paris Club creditors on Naples terms after September 1999.

(c) The member has established a track record of strong

policy performance under programs covering macroeconomic poli-
cies and structural and social policy reforms. This requirement shall
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normally be satisfied by an initial three-year performance period
leading up to the decision point, followed by a second performance
period leading up to the completion point, which shall be satisfied
when a member has satisfactorily implemented a set of predefined
key policy reforms, has a stable macroeconomic position, and has
kept on track with its Fund-supported program. In addition, the
member country concerned shall have prepared a PRSP and im-
plemented satisfactorily the strategy therein described for at least
one year by the completion point as evidenced by an APR that has
been issued to the Executive Board normally within the previous
12 months but in any case within the previous 18 months, and has
been the subject of an analysis in a Joint Staff Advisory Note also
issued to the Executive Board. In the case of the first three-year
period, such programs shall be programs supported by ECF, SCF,
PRGF, ESF, or Extended arrangements, or, on a case-by-case basis
as determined by the Trustee, Structural Adjustment Facility (SAF)
arrangements, Stand-By Arrangements, decisions on rights accu-
mulations (RAPs), programs, programs supported by the Fund un-
der the policy on emergency assistance for post-conflict countries,
programs supported by the Fund under the Rapid Credit Facility or
under the Rapid Financing Instrument, or programs monitored by
the staff (SMPs) in cases where the Executive Board agrees with the
staff’s assessment that the macroeconomic and structural policies
under the SMP meet the policy standards associated with programs
supported by arrangements in the upper credit tranches or under
the PRGT. For these purposes, an SMP will qualify as of the time
of the Executive Board determination referenced in the preceding
sentence (including determinations that precede the adoption of this
provision), but will qualify only if (i) the member, if not eligible
for a RAP, remains current with respect to all obligations to the
Fund during the period of the SMP, and (ii) the member, if eligible
for a RAP, remains current at least with respect to new obligations
falling due to the Fund during the period of the SMP, except that a
post-conflict RAP-eligible member that has severely limited pay-
ments capacity may, to the extent its payments capacity requires it,
be allowed to accumulate new arrears to the Fund during the period
of the SMP. In the case of the second performance period, such
programs shall be programs supported by ECF, SCF, PRGF, ESF or
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Extended Arrangements. It is expected that the member shall have a
track record of strong and sustainable policy performance when the
completion point is reached. The required period shall be evaluated
flexibly by the Trustee. Members could receive credit toward the
decision point for programs that were underway prior to the adop-
tion of the Initiative. (EBS/07/152, 12/21/07)

(d) Notwithstanding the provisions of subparagraph (c)
above and paragraph 6 below, for a member that has reached a deci-
sion point or a completion point prior to January 27, 2000, a commit-
ment of assistance under the revised provisions of this instrument,
and delivery of that assistance, may be made by the Trustee on the
basis of assessments by the Trustee regarding satisfactory adjust-
ment and reform efforts and overall progress in poverty reduction
that is broadly acceptable.

(e) All other creditors (holding debt claims above a de mi-
nimis amount) of the member shall have agreed to take action under
the initiative.

Paragraph 3. Amount of assistance

(a) At the decision point, and in consultation with the Bank,
the eligible member and its other creditors, the Trustee shall make a
determination of the amount of resources that could be made avail-
able from the Trust to achieve a reduction in the present value of
debt owed to the Fund by the member. The amount to be committed
shall be confirmed by the Trustee in the context of satisfactory as-
surances regarding the exceptional assistance to be provided under
the initiative by the member’s other creditors.

(b) At the decision point, based on the external debt sustain-
ability targets established for the member, the Trustee shall commit
the amount to be provided from the Trust to a member to permit a
reduction in the present value of debt owed by it to the Fund. The
specific amount of assistance to be committed by the Trustee will be
based on (i) the Fund’s share in the present value of the multilateral
debt of the member at the decision point; and (ii) the assistance to
be provided by multilateral creditors, in terms of a reduction in the
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present value of the debt owed to them by the member sufficient
to achieve the debt sustainability targets, taking into account the
exceptional assistance to be provided by Paris Club creditors and
at least comparable action by other official bilateral and commer-
cial creditors under the Initiative.! The Trustee shall, subject to the
conditions specified below, adjust the amount of assistance com-
mitted to a member under this provision, whether or not disbursed
to the account established under paragraph 5 below, if the Trustee,
on the basis of revised information, recalculates the member’s debt
sustainability position used for the purposes of reaching the deci-
sion point and determines that the recalculated amount of relief to
be provided under the Initiative exceeds or falls short of the amount
originally committed by more than one percentage point of the tar-
geted net present value of debt as defined in section I paragraph 1(v)
above. In such circumstances, the amount of the commitment shall
be increased or reduced as necessary to reach the amount to which
the member, on the basis of such recalculation, would be entitled
under the terms of this Instrument. No such adjustment shall be
made: (i) after the completion point; or (ii) in the case of an excess
of more than one percentage point, if such excess is attributable to
incorrect information on exports, gross domestic product, or fiscal
revenues that was not provided by or at the behest of the member.
If the amount already disbursed by the Trustee to the account estab-
lished under paragraph 5 below for the benefit of the member ex-
ceeds the adjusted amount of assistance, the Trustee shall retransfer
to the Trust any amount remaining in the account equivalent to such
excess.

(c) In case of protracted delays by a member in reaching the
completion point because of problems in policy implementation,
the Trustee may reassess that member’s eligibility and qualification
for assistance, including the amount of assistance committed at the
decision point.

(d) Following commitment of the assistance at the deci-
sion point, the Trustee 12663 advance to the member as interim

I Ed. Note: The remaining text of Paragraph 3(b) was added by Decision No.
12696-(02/27) and will only apply to commitments approved after March 15, 2002.
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assistance a portion of such committed assistance not to exceed
(1) 20 percent of the total assistance committed for each 12-month
period following the decision point, and (ii) a maximum of 60 per-
cent of the total assistance committed prior to the member reaching
the completion point, provided that the amount of such assistance
in any 12-month period does not exceed the amount of debt ser-
vice falling due to the Fund during that period. In exceptional cir-
cumstances, interim assistance could be raised to 25 percent and
75 percent, respectively.! Where the Trustee has made a disburse-
ment of resources under this paragraph to the account established
under paragraph 5 below for the benefit of the member on the un-
derstanding that all performance-related conditions specified for
such disbursement have been met and subsequently determines that
any such condition was not met, the Trustee shall retransfer to the
Trust any amount remaining in such account from such disburse-
ment up to the total amount of such disbursement as well as all net
investment income accrued on the amounts disbursed on the basis
of incorrect information provided, however, that no retransfer shall
be made if (i) the member’s completion point has been reached,
(i) the Trustee decides that such disbursement remains appropri-
ate in view of the member’s record of policy implementation and
its poverty reduction efforts, or (iii) in cases where the Executive
Board finds the nonobservance of the relevant performance-related
condition to be de minimis in nature as defined in paragraph 1 of
Decision No. 13849 (hereinafter “de minimis”). The retransfer of
these amounts will not affect the amount of commitment in NPV
terms to the member as established at the decision point. Where the
Managing Director or the Trustee, as the case may be, believes the
nonobservance of a performance-related condition to be de minimis
in nature, (i) any communications with the member respecting such
nonobservance may be made by a representative of the relevant Area
Department, and (ii) the Executive Board shall be informed of the
misreporting in a staff report which deals with issues other than the

I'Ed. Note: The remaining text of Paragraph 3(d), except for the item (iii) and the
rest of Paragraph 3(d), was added by Decision No. 12696-(02/27) and will apply to
disbursements of interim assistance approved after March 15, 2002, including the
disbursements made under existing commitments. Item (iii) and the rest of Para-
graph 3(d) was added by Decision No. 13849-(06/108).
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misreporting; in those rare cases where such a staff report cannot be
issued to the Executive Board promptly after the Managing Direc-
tor concludes that misreporting has taken place, the Managing Di-
rector shall consult Executive Directors and, if deemed appropriate
by the Managing Director, a stand-alone report on the misreporting
will be prepared for consideration by the Executive Board normally
on a lapse-of-time basis. The Fund shall issue press releases on its
decisions regarding the circumstances of a misreporting and the ap-
plicable remedies. except with respect to instances of misreport-
ing involving the nonobservance of performance-related conditions
which the Fund considers to be de minimis in nature.

(e) At the completion point, the Trustee shall disburse the
amount committed to the member at the decision point, as such
amount may have been subsequently adjusted on the basis of re-
vised information on the member’s debt sustainability position, less
any disbursements made after the decision point. To the extent that
the Trustee, in determining the amount committed to the member
under paragraph 3(b) above, included in the member’s external debt
amounts that, after the decision point, were found to be subject to
an early repurchase or repayment expectation under the Misreport-
ing Guidelines, the Trustee shall recalculate and adjust the amount
of its commitment, excluding from the member’s external debt the
amount that was subject to the repurchase or repayment expecta-
tion. The Trustee retains the right to commit additional assistance at
the completion point, beyond that already committed, but only so as
to bring the ratio of the net present value of debt-to-exports to 150
percent (or debt-to-fiscal revenue to 250 percent), if the deteriora-
tion in the member’s debt sustainability is primarily attributable
to a fundamental change in the member’s economic circumstances
due to exogenous factors. The disbursement of any such additional
assistance shall be approved at the completion point or thereafter,
whenever the assurances specified in subparagraph (f) below with
respect to such assistance have been obtained.

(f) Approval of the disbursements shall be given in the con-

text of satisfactory assurances regarding the exceptional assistance
to be provided under the Initiative by the member’s other creditors.
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Paragraph 4. Terms of assistance

(a) The assistance to be provided by the Trust to a qualify-
ing member shall be either through a Trust grant or a Trust loan,
or both. The choice of a Trust grant, a Trust loan, or a combination
thereof, shall be made by the Trustee on a case-by-case basis, taking
into account the objective of bringing the debt-service-to-exports
ratio (after assistance under the Initiative from the Fund and other
creditors) to the debt sustainability target agreed for the member at
the decision point. The maturity of a Trust loan shall be determined
by the Trustee on a case-by-case basis, subject to paragraph 4(c)
below, taking into account the need to smooth the time profile of
the member’s total external debt service and its debt service to the
Fund (after assistance under the Initiative from the Fund and other
creditors). The schedule for using the proceeds of the Trust grant or
the Trust loan by the member shall be agreed by the Trustee and the
member taking into account the same criteria for deciding among a
Trust grant, a Trust loan, or a combination thereof and the maturity
of such loan.

(b) Trust grants and Trust loans (including any income from
investment of their proceeds) advanced to a member as interim as-
sistance shall be used to meet the member’s debt service payments
on its existing debt to the Fund as they fall due, in accordance with
the schedule for using the proceeds of such grants and loans as de-
termined under the provisions of (a) above. Trust grants and Trust
loans (including any income from investment of their proceeds)
disbursed to a member at the completion point, along with any
amounts previously advanced to the member as interim assistance
that remain unused at the completion point, shall be used to effect
the early repayment of the member’s qualifying debt to the Fund, in
accordance with the schedule for using the proceeds of such grants
and loans as determined under the provisions of (a) above. Notwith-
standing paragraph 6 below, the preceding sentence shall also apply
to Trust grants and Trust loans (including any income from invest-
ment of their proceeds) that, prior to January 5, 2006, had been dis-
bursed to a member at the completion point or had been advanced
to the member as interim assistance and remained unused at the
completion point, once agreement is reached between the Trustee
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and the member on a modified schedule for using the proceeds of
the Trust grant or Trust loan as provided for in (a) above.

(c) Trust loans shall be provided to members interest-free
and shall have a maturity of no less than ten (10) years and up to
twenty (20) years, including a grace period of no less than five-and-
a-half (5') years and up to ten-and-a-half (10'%) years. The Trustee
may not reschedule the repayment of Trust loans.

Paragraph 5. Disbursements

(a) Any disbursement of Trust grants and Trust loans shall
be subject to the availability of resources to the Trust.

(b) The proceeds of a Trust grant or Trust loan (or both)
shall be paid into a separate account for the benefit of the member
and administered by the Trustee. The Trustee shall use these pro-
ceeds (including any income from investments of such proceeds) in
accordance with paragraph 4(b) above. The terms and conditions for
the operation of such account shall be determined by the Trustee.

Paragraph 6. Modifications

Any modification of these provisions will affect only Trust
grants or Trust loans made after the effective date of the modifica-
tion, provided that any modification of the interest rate shall apply
to interest accruing after the effective date of the modification.

Section I bis. Subsidies for Interim PRGF Operations

For purposes of Section I, paragraph 2(b) of this Instru-
ment, and to the extent that resources in the ECF Subsidy Account
and General Subsidy Account of the PRGT are insufficient for in-
terim ECF subsidy operations, the Trustee shall transfer to the ECF
Subsidy Account of the PRGT, as needed, resources in the Trust
Account not earmarked for assistance under Section III of this In-
strument. Any such transfers shall be limited to the amounts needed
for subsidy payments.
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Section IV. Administration of the Trust
Paragraph 1. Trustee

(a) The Trust shall be administered by the Fund as Trustee.
Decisions and other actions taken by the Fund as Trustee shall be
identified as taken in that capacity.

(b) Subject to the provisions of this Instrument, the Fund in
administering the Trust shall apply the same rules as apply to the
operation of the General Resources Account of the Fund.

(c) The Trustee, acting through its Managing Director, is
authorized:

(1) to make all arrangements, including establishment of
accounts in the name of the International Monetary
Fund, which shall be accounts of the Fund as Trust-
ee, with such depositories of the Fund as the Trustee
deems necessary; and

(ii) to take all other administrative measures that the Trust-
ee deems necessary to implement the provisions of this
Instrument.

Paragraph 2. Separation of assets and accounts, audits and reports

(a) The resources of the Trust shall be kept separate from
the property and assets of all other accounts of the Fund, including
other administered accounts, and shall be used only for the purposes
of the Trust in accordance with this Instrument.

(b) The property and assets held in the other accounts of the
Fund shall not be used to discharge liabilities or to meet losses aris-
ing out of the administration of the Trust. The resources of the Trust
shall not be used to discharge liabilities or to meet losses arising out
of the administration of the other accounts of the Fund.

(c) The Fund shall maintain separate financial records and
prepare separate financial statements for the Trust.
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(d) The audit committee selected under Section 20 of the
Fund’s By-Laws shall audit the financial transactions and records
of the Trust. The audit shall relate to the financial year of the Fund.

(e) The Fund shall report on the resources and operations of
the Trust in the Annual Report of the Executive Board to the Board
of Governors and shall include in the Annual Report the report of
the audit committee on the Trust.

Paragraph 3. Investment of resources

(a) Any balance held by the Trust and not immediately
needed in operations shall be invested.

(b) Investments may be made in any of the following: (i)
marketable obligations issued by international financial organiza-
tions and denominated in SDRs or in the currency of a member of
the Fund; (ii) marketable obligations issued by a member or by a
national official financial institution of a member and denominated
in SDRs or in the currency of that member; and (iii) deposits with a
commercial bank, a national official financial institution of a mem-
ber, or an international financial institution that are denominated in
SDRs or in the currency of a member. Investment which does not
involve an exchange of currency shall be made only after consul-
tation with the member whose currency is to be used, or, when an
exchange of currency is involved, with the consent of the issuers of
such currencies.

Section V. Period of Operation and Liquidation
Paragraph 1. Period of operation

The Trust established by this Instrument shall remain in ef-
fect for as long as is necessary, in the judgment of the Fund, to
conduct and to wind up the business of the Trust.

Paragraph 2. Liquidation of the Trust

If the Trustee decides to wind up the operations of the
Trust, the resources in the Account shall be used first to discharge
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all the liabilities of the Trust. Any amount remaining in the Account
after the discharge of all the liabilities of the Trust shall be used
first to reimburse the SDA for transfers made in accordance with
Decision No. 11434-(97/10), adopted February 4, 1997, and any
remaining amount shall then be made available for self-sustained
PRGF operations, except that at the request of the contributor, its
pro rata share in any unused resources contributed to finance the
operations referred to in Section I, Paragraph 2(a) of this Instru-
ment, after the completion of such operations, shall be distributed
to the contributor.

Section V1. Amendment of the Instrument

The Fund may amend the provisions of the Instrument, ex-
cept that any amendment of Section I, paragraph 2, Section 1V, Sec-
tion V and this Section shall require the consent of all contributors
to the Trust.

PRGF-HIPC TruST INSTRUMENT—SUNSET CLAUSE ON ELIGIBILITY

1. The Fund decides not to extend further the sunset clause
on eligibility set forth in Section 111, paragraph I (b) of the In-
strument to Establish a Trust for Special PRGF Operations for the
Heavily Indebted Poor Countries and Interim PRGF Subsidy Op-
erations (“PRGF-HIPC Trust Instrument”), annexed to Decision
No. 11436-(9711 O), adopted February 4, 1997. Accordingly, the
sunset clause on eligibility shall take effect on December 31, 2006,
as scheduled.

2. Notwithstanding paragraph 1 of this decision, the Fund
decides to grandfather members that have been, or in the future are,
included on the list of members assessed by the Executive Board to
have met the end-2004 indebtedness criterion set forth in Section III,
paragraph 1(d) of the PRGF-HIPC Trust Instrument, and who have
not yet met the policy performance criterion set forth in Section III,
paragraph 1 (b) of the PRGF-HIPC Trust Instrument. Accordingly,
such members could become eligible for assistance under the HIPC
Initiative if they adopt, at any time, a program of adjustment and
reform of the kind specified in Section III, paragraph 1 (b) of the
PRGF-HIPC Trust Instrument. (SM/06/288, Sup. 2, 10/5/06)
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Decision No. 13797-(06/88),
October 13, 2006

TrusT FOR SPECIAL ESAF OPERATIONS FOR HEAVILY INDEBTED POoOR
CoUNTRIES AND INTERIM ESAF SuUBSIDY OPERATIONS—TERMS AND
CONDITIONS FOR ADMINISTRATION OF ACCOUNT PROVIDED UNDER
SecTioN 111, PARAGRAPH 5(B) OF TRUST

Pursuant to Section III, Paragraph 5(b) of the Instrument
to Establish a Trust for Special ESAF Operations for the Heav-
ily Indebted Poor Countries and Interim ESAF Subsidy Operations
(ESAF-HIPC Trust), the Fund, as Trustee of the ESAF-HIPC Trust,
establishes the following terms and conditions for the administra-
tion of the Account provided for under that provision:

1. The resources of the Account shall consist of (i) the proceeds
of grants and/or loans paid into the Account for the benefit of a
member by the ESAF-HIPC Trust, and (ii) contributions by other
donors to the reduction of a member’s debt service payments on its
existing debt to the Fund, and (iii) net earnings from the investment
of resources held in the Account.

2. Within the Account, the Trustee shall establish a separate sub-
account for the administration of the resources paid into the Account
for the benefit of each member for which the resources have been paid.
The Trustee shall establish a sub-account within the Account whenever
the Fund as Trustee of the ESAF-HIPC Trust grants final approval of a
Trust grant and/or Trust loan under the ESAF-HIPC Trust.

3. Following the establishment of a sub-account, the Fund, as
Trustee, shall be authorized to use the resources of the sub-account
(including any net income from the investment of such resources) to
repay the member’s existing debt to the Fund, in accordance with the
Schedule for using the proceeds of grants and loans as determined un-
der the provisions of Section III, Paragraphs 4(a) and 4(b) of the In-
strument to Establish the PRGF-HIPC Trust.! The Trustee shall also be

I'Ed. Note: The remaining text of Paragraph 3 was added by Decision No. 12697-
(02/27) ESAF and will apply to disbursements of interim assistance approved after
March 15, 2002, including the disbursements made under existing commitments.
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authorized to retransfer back to the Trust an amount equivalent to (i)
resources disbursed from the Trust into a sub-account in excess of the
amount needed to meet the Fund’s share of debt reduction in accor-
dance with Section I1I, paragraph 3(b) of the Instrument to Establish
the PRGF-HIPC Trust, or (ii) resources disbursed as interim assistance
from the Trust into a sub-account on the incorrect understanding that
all performance-related conditions specified for such disbursement
were met, in accordance with Section III, paragraph 3(d) of the Instru-
ment to Establish the PRGF-HIPC Trust.

4. (a) Resources held in a sub-account of the Account and not
immediately needed for operations shall be invested.

(b) Investments may be made in any of the following:
(1) marketable obligations issued by international financial organi-
zations and denominated in SDRs or in the currency of a member
of the Fund; (ii) marketable obligations issued by a member or by a
national official financial institution of a member and denominated
in SDRs or in the currency of that member; and (iii) deposits with a
commercial bank, a national official financial institution of a mem-
ber, or an international financial institution that are denominated in
SDRs or in the currency of a member. Investment which does not
involve an exchange of currency shall be made only after consul-
tation with the member whose currency is to be used, or, when an
exchange of currency is involved, with the consent of the issuers
of such currencies. Earnings, net of any transactions costs, shall
accrue to the sub-account and shall be available for the purposes of
the sub-account.

(c) The Managing Director of the Trustee is authorized (i) to
make all arrangements, including establishment of accounts in the
name of the Trustee, with such depositories as may be necessary to
carry out the operations of the Account, and (ii) to take all measures
necessary to implement the provisions of this decision.

5. The SDR shall be the unit of account.

6. (a) Resources received into a sub-account may be in U.S.
dollars or such other media as may be determined by the Trustee.
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(b) Resources held in a sub-account may be currencies or
currencies exchanged for SDRs in accordance with such arrange-
ments as may be made by the Trustee for the holding and use of
SDRs.

(c) The Trustee may exchange any of the resources held in
a sub-account provided that any balance of a currency held in the
sub-account may be exchanged only with the consent of the issuer
of such currency.

(d) Payments made from a sub-account shall be made in
U.S. dollars or such other media as may be determined by the
Trustee.

7. Assets held in the Account shall be kept separate from the
assets and property of all other accounts of, or administered by, the
Trustee. The assets of the Account shall not be used to discharge or
meet any liabilities, obligations, or losses incurred by the Trustee in
the administration of such other accounts. The assets and property
held in a sub-account of the Account shall not be used to discharge
or meet any liabilities, obligations, or losses of the Trustee in the
administration of any other sub-account of the Account.

8. Subject to the provisions of this decision, the Trustee, in ad-
ministering the Account, shall apply, mutatis mutandis, the same
rules and procedures as apply to the operations of the General Re-
sources Account of the Fund.

9. No charge shall be levied for the services rendered by the
Trustee in the administration, operation, and termination of the
Account.

10. (a) The Trustee shall maintain separate financial records
and prepare separate financial statements for the Account. Such re-
cords and statements will be maintained in accordance with gener-
ally accepted accounting principles. The financial statements for the
Account shall be expressed in SDRs.
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(b) The External Audit Committee selected under Section
20 of the Trustee’s By-Laws shall audit the operations and transac-
tions conducted through the Account. The audit shall relate to the
financial year of the Trustee.

(c) The Trustee shall report on the resources and operations
of the Account in the Annual Report of the Executive Board to the
Board of Governors and shall include in that Annual Report the
report of the External Audit Committee on the Account.

11. (a) The Account shall remain in effect for as long as is nec-
essary, in the judgment of the Trustee, to conduct and to wind up
the business of the Account. A sub-account for a particular member
would be wound up when the resources of that sub-account have
been exhausted in servicing the member’s obligations to the Fund.

(b) Any balance remaining in a sub-account upon termina-
tion and after the discharge of all obligations of that sub-account
shall be transferred promptly to the member for which the sub-
account had been established.

Decision No. 11698-(98/38) ESAF,

April 1, 1998,

as amended by Decision Nos. 12697-(02/27) ESAF, March 15, 2002
and 13589-(05/99) MDRI, November 23, 2005,

effective January 5, 2006

The Chairman's Summing Up at the Conclusion of the
Discussion on the Modalities for Special ESAF Operations in
the Context of the HIPC Initiative and Other ESAF Issues
Executive Board Meeting 97/10, February 4, 1997

We have now established the structure and modalities for
special ESAF operations under the HIPC Initiative, based on the
agreement reached in the September Board meetings and the en-
dorsement of the Interim and Development Committee meetings.
The decisions to establish the ESAF-HIPC Trust will allow us to
place to that account the resources that have already been accumu-
lating for these purposes. The additional decision to allow an early
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transfer of Reserve Account resources to the Special Disbursement
Account (SDA) for the financing of special ESAF operations—to
the extent that sufficient resources for this purpose are not immedi-
ately available from other sources—responds to the Interim Com-
mittee’s request to proceed quickly with the implementation of the
HIPC Initiative. Together with consents to an early transfer from all
ESAF Trust Loan Account creditors, which will be sought during
the coming weeks, these decisions will permit the Fund to commit
its resources as a participant in the Initiative, as the first countries
reach their decision points and are judged to require assistance un-
der the Initiative.

This exercise has been technically complex and has surfaced
very genuine and legitimate differences of view regarding how best
to provide the assistance needed by our poorest and most heavily
indebted members. All of you want to assure that the resources used
for this purpose produce the best results—and views can differ on
how to accomplish that. [ appreciate the spirit all of you brought to
this and your willingness to compromise.

In agreeing to the authorization for an early transfer of
Reserve Account resources, some Directors stressed the need for
maintaining a maximum effort by all to secure bilateral contribu-
tions and, if necessary, to consider the optimization of the man-
agement of the Fund’s reserves for the financing of interim ESAF
subsidies and special ESAF operations. We will certainly maintain
this effort and the financing of the Trust will be kept under regular
review.

skskoskosk

While some of the operational details will need to be devel-
oped on a case-by-case basis as specific country cases are presented
to the Boards of the Fund and the Bank, a number of issues have
been raised by Directors that will need to be taken into account
when implementing the HIPC Initiative and the Fund’s participa-
tion therein.

First, Directors considered that there should be a presump-
tion that ESAF arrangements with HIPC-eligible countries, and
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especially arrangements during the second stage, would be among
the stronger ESAF arrangements. This is appropriate in light of the
seriousness of the problems confronting these countries, the need to
progress as rapidly as possible with structural reform, and the need
to protect Fund resources. We can thus expect to see more front-
loading of policy reform and forceful action on critical structural
measures in these arrangements.

Second, Directors emphasized that under the agreed frame-
work endorsed by the Interim and Development Committees any
shortening of the second stage would be on an exceptional basis for
countries which have already sustained records of strong perfor-
mance and for which the adjustment and reform effort has become
firmly rooted. This matter would be decided on a case-by-case basis
by the Boards of the Fund and the Bank.

Third, some Directors expressed the view that approval of
more than two three-year ESAF arrangements, including for HIPCs
having reached their completion points, should be on an exceptional
basis. However, most Directors were of the view that the continued
ESAF should in principle be open to all ESAF-eligible members,
given the protracted nature of the problems faced by many of them,
their vulnerability to external shocks, and the risk of a recurrence
of problems even after a sustained period of successful adjustment.
Directors stressed that the continuation of ESAF is intended to
maintain the Fund’s ability to respond to eligible members’ needs
as they arise, and not to provide a source of continuous financing
for individual countries. Directors also agreed that countries hav-
ing benefited from exceptional assistance under the HIPC Initiative
at the completion point would in most cases be expected to have
made major progress toward a viable balance of payments position
or achieved it, although they were likely to remain dependent on
development aid flows. I have also noted the interest expressed by
some Directors in exploring the scope for precautionary ESAF ar-
rangements and we will return to that matter.

Fourth, Directors agreed that any reduction at the comple-
tion point of the assistance committed to a member at the deci-
sion point, would be taken only in concert with all other creditors
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and only where a major windfall transforms the economic circum-
stances of the member concerned and not when the improvement
in its circumstances is the result of more ambitious adjustment and
reform efforts undertaken by the member.

Fifth, Directors discussed the vulnerability factors that
should be taken into account at the decision point in determining
the debt sustainability targets. These might include a range of fac-
tors in addition to those mentioned in the decision, including, as
suggested by some Directors, the present value of external debt-to-
GDP ratio.

Sixth, the reference to extended arrangements as satisfying
the requirement of a track record of strong policy performance in
the case of the second three-year period is intended only to cover
the possibility that interim ESAF operations could take the form of
extended arrangements in the General Resources Account.

Finally, regarding the amounts of Fund assistance under
the HIPC Initiative, Directors reiterated the importance of one of
the guiding principles of the Initiative, i.e., that the assistance pro-
vided by the Fund and other multilateral creditors should preserve
the financial integrity of the institutions and their preferred creditor
status. Directors emphasized that before deciding on commitments
or disbursements, the Fund would need to have satisfactory assur-
ances concerning the actions and decisions to be taken—on their
own responsibilities and in accordance with their own procedures—
by other involved creditors. It would not be productive to try to for-
mulate these considerations in mechanical terms in the abstract, but
we will have them clearly in mind in considering individual cases.

seskoskosk

Several Directors asked for an early report to the Board on
progress on financing the ESAF/HIPC initiatives, including through
bilateral contributions. The staff will discuss this issue in the con-
text of a paper on the use of SCA-2 resources, to be presented to the
Board in the coming weeks.
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The Acting Chair's Summing Up—HIPC Initiative—Status of
Implementation, Background Papers on the Achievement of
Long-Term External Debt Sustainability and External Debt
Management in HIPCs; and Update on Financing of PRGF
and HIPC Operations and Subsidization of Post-Conflict
Emergency Assistance
Executive Board Meeting 02/40, April 9, 2002

1. Directors considered the HIPC Initiative to be an important
part of a comprehensive strategy to eradicate poverty. They there-
fore welcomed the steady progress that has been made to date under
the enhanced HIPC Initiative, especially in bringing new countries
to the decision point. They noted that 26 countries have reached
their decision points, of which 4 countries have reached their com-
pletion points, by end-March 2002. The committed debt relief under
the enhanced HIPC Initiative would lower the outstanding stock
of external debt of these countries by two thirds. This relief would
also lower, on average, debt-service payments during 2001-05,
compared to 1998-99, by about one third relative to exports and by al-
most one half relative to government revenue thus allowing for sig-
nificant increases in social and poverty-related spending. However,
Directors emphasized that HIPC debt relief should not displace
other forms of development aid, either to HIPCs or to non-HIPCs.

2. Directors urged the staff to continue to work with the re-
maining HIPCs, most of which are conflict-affected, to bring them
to decision points as soon as conditions permit. Directors noted that
progress has been slow in bringing countries that have reached their
decision points to the completion point, when the remaining debt
relief could be provided on an irrevocable basis. Directors under-
scored the need for these countries to remain on track with their
economic reform and poverty reduction programs in order to reach
their floating completion points, while acknowledging that this will
require additional effort in the context of the current global eco-
nomic slowdown and the decline in primary commodity prices.

3. Directors regretted that the participation so far in the delivery
of HIPC Initiative assistance by non-Paris Club official and commer-
cial creditors has been poor, and expressed concern about repeated
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attempts by some official bilateral creditors to sell their claims on
HIPCs to the secondary market with attendant risk of litigation. They
stressed that participation by all creditors is necessary for the suc-
cessful implementation of the HIPC Initiative and urged the creditors
that have not yet agreed to participate in the Initiative to do so as soon
as possible. Directors called on the staff to take all possible measures,
within the existing institutional constraints, to help secure a more
effective participation of all creditors. In this regard, most Directors
welcomed the new supplementary measures proposed by the staff.
Some Directors expressed concern about the proposal that non-Paris
Club creditors with Fund-supported programs be allowed to include
the amount of their debt relief to HIPCs in their financing gaps.

4. Directors stressed that a track record of strong policy per-
formance under Fund- and Bank-supported programs is central to
the success of the HIPC Initiative. It was agreed, therefore, that the
Bank and the Fund should retain the requirement of at least one-
year of satisfactory PRSP implementation before the completion
point under the HIPC Initiative (except as provided for in retroac-
tive cases). Many Directors were of the view, however, that some
flexibility in timing could be allowed in cases where there has been
satisfactory progress in implementing the PRSP, the other comple-
tion point triggers have been met, and the financial cost of delaying the
completion point is significant. In such cases, they considered that
countries’ completion point requests could be submitted for Board
consideration without waiting for a full year of PRSP implementa-
tion; this would require an amendment of the HIPC Instrument. In
interpreting the practical modalities of ascertaining the observance
of the standard completion point condition on track record perfor-
mance under a PRGF-supported program, most Directors agreed
that, in the case of extended interruptions of policy performance
(more than six months), a satisfactory track record in the form of
the completion of one review of a PRGF-supported program cover-
ing a period of policy implementation of at least six months would
be required immediately before the completion point. While agree-
ing that a satisfactory macroeconomic performance prior to the
completion point is essential, many Directors felt that some flexibil-
ity should be applied in judging performance to take into account
factors beyond the control of the authorities.
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5. Directors expressed concern that the recent global slowdown,
coupled with a significant decline in primary commodity prices, has
weakened HIPCs’ growth and export performance over the past two
years and led to a deterioration of external debt indicators for many
of them. Continued export volume growth in most HIPCs has mod-
erated the slowdown in real GDP growth, and the overall impact
of recent changes in the international economic environment has
varied considerably across HIPCs. Of the four countries that have
reached their completion points, two seem to be in a good position
to maintain long-term debt sustainability, but the situation of the
other two is more mixed. For the 20 countries that reached their
decision points by end-2001, 8 to 10 are likely to have NPV of
debt-to-exports ratios at the completion point above the 150 percent
threshold; for 6 of these countries, such deviations were anticipated
at the time of their decision points, but to a lesser degree. Directors
recognized that these projections would necessarily be modified in
the light of the actual developments in these countries before their
completion points are attained.

6. Directors recalled that the enhanced HIPC Initiative provided
for the consideration on a case-by-case basis of additional debt re-
lief at the completion point in cases where exceptional exogenous
shocks have caused fundamental changes in a country’s economic
circumstances. They stressed that the potential additional HIPC re-
lief is not meant to compensate for slippages in policy reform and/
or imprudent new external borrowing, nor could it be provided on
an ongoing basis to deal with future economic shocks. In this con-
text, they also noted the need for greater recognition of downside
risks in debt sustainability analyses and in projections for growth
and exports at the decision point. Directors recognized that any ad-
ditional debt relief at the completion point would increase the over-
all costs of the HIPC Initiative. The financing implications of this
would need to be explored in due course.

7. Overall, Directors noted that virtually all HIPCs are heavily
dependent on primary commodities for their export earnings and
government revenue, and, as a result, they would remain vulner-
able to adverse developments in the external environment. Direc-
tors agreed that the objective of the enhanced HIPC Initiative is to
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achieve a lasting exit from unsustainable debt for eligible countries.
But many emphasized that HIPC debt relief was not the only factor
in ensuring debt sustainability. They emphasized that the achieve-
ment of long-term debt sustainability would require, on the one
hand, a combination of continued policy reforms aimed at acceler-
ating growth and diversifying the export base, as well as a strength-
ened external debt management capacity by the HIPCs themselves,
and on the other hand, improved access for their exports to world
markets and external financing on appropriate terms.

8. Directors underscored that given HIPCs’ limited repayment
capacity, almost all new financing should be in the form of highly
concessional loans and grants. Directors encouraged HIPCs to sig-
nificantly strengthen their debt management capacities during the
HIPC process, especially in increasing transparency and account-
ability on new borrowing and on the use of borrowed resources.
Directors stressed the importance for HIPCs, as well as the Fund
and the Bank, to closely monitor HIPC country debt indicators in
order to detect potential debt-servicing problems at an early stage.

9. Directors welcomed the progress made in securing financing
for the interim ECF and the Fund’s participation in the HIPC Initia-
tive. They were pleased to note that new PRGF loan resources of
SDR 4.4 billion had been pledged, of which SDR 4.1 billion are now
available, and that nearly all the pledged bilateral subsidy contri-
butions to the PRGF-HIPC Trust have become effective. Directors
urged that the remaining bilateral contributions to the PRGF-HIPC
Trust be made effective soon to ensure full funding of PRGF-HIPC
operations.

10. Directors welcomed contributions by several countries to
subsidize post-conflict emergency assistance and encouraged fur-
ther pledges by other members to ensure that resources remain suf-
ficient to subsidize charges by the poorest members beyond 2002.

11. Directors were in broad agreement with staff analysis that
available and pledged loan and subsidy resources appeared suffi-
cient to finance PRGF operations and the Fund’s share of HIPC
Initiative assistance. They also agreed that accumulated balances
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in the Reserve Account adequately protected providers of both cur-
rent and new loans to the PRGF Trust. They noted, however, that
consideration might need to be given to mobilizing additional loan
and subsidy resources should the recent high demand for PRGF re-
sources continue. Over the long term, the adequacy of the level
of self-sustained PRGF operations would also need to be assessed.
Directors also noted that any expansion of the list of eligible coun-
tries under the HIPC Initiative, or significant topping up at the com-
pletion points, if warranted, would increase the cost of the Fund’s
HIPC Initiative assistance, necessitating the mobilization of addi-
tional resources. Some Directors also called for a fuller assessment
of the potential costs of topping up going forward. Directors looked
forward to a further discussion later this year of the Fund’s conces-
sional assistance to low-income countries.

Summing Up by the Chairman—Enhanced Initiative for
Heavily Indebted Poor Countries (HIPCs) and Poverty
Reduction Strategy Papers (PRSPs)—Progress Reports and
Review of Implementation
Executive Board Meeting 00/90, September 5, 2000

Executive Directors welcomed the HIPC and PRSP prog-
ress reports and, in particular, the enhanced cooperation between
the Fund and the World Bank, reflected in the draft statement by the
Managing Director and the President of the World Bank to the In-
ternational Monetary and Financial Committee (IMFC) and the De-
velopment Committee (DC). They were pleased to note the progress
made so far in implementing the HIPC Initiative, which—together
with traditional debt relief mechanisms and with further action by
bilateral creditors—is already reducing substantially the debt bur-
den of a good number of poor countries.

Directors favored the measures being taken to accelerate
the implementation of the enhanced HIPC Initiative and to progress
further toward the objective of 20 countries reaching their decision
points in 2000. In this regard, some Directors noted that an updated
country-by-country status would be useful to provide the interna-
tional community with an overview of the main factors that stand
in the way of some countries reaching their decision point before
end-2000.
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Directors agreed that an overall track record of three years
of Bank- and Fund-supported programs prior to the decision point
should in general be maintained, but that this should be interpreted
flexibly on a case-by-case basis. Most Directors also agreed that the
track record requirements immediately preceding a decision point
may need to be applied flexibly, especially for countries that have
experienced significant program interruptions. They emphasized,
however, that countries need to demonstrate strong commitment
to reform programs, particularly in the areas of governance and
accountability, and that the link between debt relief and poverty
reduction should be clearly maintained. In this regard, Directors
stressed the importance of establishing a clear framework for the
tracking of public expenditure on poverty reduction. A few Direc-
tors favored the maintenance of a track record requirement under
Fund-supported programs immediately prior to the decision point,
particularly for the most difficult cases, to ensure a prospect for a
durable resolution of countries’ debt problems.

A number of Directors questioned the extent of floating
completion point structural conditionality. They urged the staff to
continue to focus floating completion point requirements on a key
number of policy actions on poverty reduction, as well as requiring
a stable macroeconomic position, and that the country has kept on
track with its Fund-supported program.

Directors urged potential HIPC countries that have not yet
embarked on IDA- and IMF-supported adjustment programs to do
so expeditiously, and thus to begin to establish their eligibility for
HIPC debt relief. In this context, most Directors favored that the
current end-2000 sunset date for countries to enter into such pro-
grams and be eligible for assistance under the Initiative be extended
by a further two years to end-2002.

Directors underscored the critical importance of pursuing
prudent debt management and of securing adequate concessional
financing for the successful implementation of the HIPC Initiative.
Several Directors emphasized the importance for calculations of
debt relief to take into account the impact of recent adverse terms
of trade developments; it was noted that the existing framework is
flexible in this regard. Directors agreed that debt relief is only one

299



SELECTED DECISIONS AND SELECTED DOCUMENTS

element of a comprehensive strategy to support poverty reduction
in HIPC countries, and noted, in particular, that increased access to
industrial country markets is also critical.

Directors welcomed the efforts of the staff to seek partici-
pation and contributions from all creditors, including non-Paris
Club bilateral creditors. Some Directors noted the financing prob-
lems faced by non-Paris Club creditors, especially those that were
themselves HIPC countries, and called on the international com-
munity for a more innovative and flexible solution for this category
of creditors. They expressed their clear expectation that all donors
will take the necessary steps to fulfill early pledges of contributions
in a timely manner. The issue of Fund financing will be discussed
separately on September 13th, 2000.

On PRSPs, Directors welcomed the progress that has been
achieved to date. They were encouraged by the favorable response
in countries engaged in preparing nationally owned poverty reduc-
tion strategy documents and the extent to which countries have
drawn on their own prior experience. They noted that, in many
cases, the information provided, the degree of participation and the
level of political authority involved in the preparation of interim
PRSPs was much higher than had been envisaged.

At the same time, Directors acknowledged the challenges
facing countries as they move to preparing full PRSPs and attempt
to develop well-specified and prioritized programs from what were,
in some cases, only broad statements of intent in their interim
PRSPs. These challenges include, inter alia, reliance on inadequate
poverty data and limited institutional and analytical capacity on the
part of both governments and civil society, and the need to ensure
that broad-based participation does not undermine the authority of
national parliaments and existing democratic processes. Directors
therefore welcomed the current or planned involvement of multi-
lateral and bilateral development partners in supporting countries’
efforts to upgrade data and to build institutional capacity. They con-
sidered that efforts need to be redoubled to ensure that the views
of the poor are taken into account in developing poverty reduc-
tion strategies. Further analytical work is also needed, particularly
with regard to the link between growth and poverty reduction, and
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Directors noted with approval that the Bank and Fund staff are in-
tensifying their research efforts in this area. They looked forward to
the Board review of this work in the near future.

Directors recognized that there is a tension between, on one
hand, accelerating debt relief and maintaining the pace of IDA and
IMF concessional assistance and, on the other hand, ensuring that
HIPC resources and concessional financing are linked to country-
owned poverty reduction strategies. While the introduction of in-
terim PRSPs and of interim assistance under the HIPC Initiative
has proven to be helpful in this respect, Directors cautioned that
this inherent tension will intensify as countries move to full PRSPs.
Moreover, while the quality of PRSPs will develop and improve
through successive cycles, a wide range should be expected for
the first PRSPs. Directors welcomed the World Bank’s intention to
strengthen the links between PRSPs and IDA assistance through the
use of a Poverty Reduction Support Credit.

Directors also recognized that there is a tension between
country ownership and the requirements on the part of IDA and the
IMF to assess whether the content of individual country strategies
provide an adequate basis for the institutions’ concessional lending.
While concluding that the need to make such judgments is inescap-
able, they supported the approach outlined in the Board paper for
amplifying guidance to staff on the assessment of the core content
of poverty reduction strategies, and the participatory process, not-
ing this guidance would enhance transparency without infringing
on the principle of country ownership. However, they stressed that
such guidance should not be overly prescriptive.

Directors acknowledged that the originally envisaged one-
year interval between discussion of an interim PRSP and comple-
tion of a full PRSP may be too short. They endorsed the staff ‘s
recommendation whereby countries unable to complete a full PRSP
within a year of their initial interim PRSP could provide a progress
report, accompanied by an updated Joint Staff Assessment, as a ba-
sis for obtaining continued access to concessional assistance and,
where applicable, interim debt relief. A few Directors, however,
favored a fuller update of the PRSP document, including progress
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being made with regard to the participatory process and where ap-
propriate the planned use of HIPC debt relief resources.

Directors welcomed the background staff paper on the key
features of PRGF-supported programs (SM/00/193). They endorsed
it as providing useful guidance that will help ensure that macroeco-
nomic policies and other aspects of a country’s poverty reduction
strategy are effectively integrated, and that PRGF-supported pro-
grams are formulated in ways that support increased national own-
ership. They looked forward to the changes described in the paper
becoming increasingly included in new PRGF arrangements. They
also welcomed the intention to make the paper publicly available,
as a way of clarifying expectations and fostering public debate on
the issues.

Summing Up by the Acting Chairman—Initiative for Heavily
Indebted Poor Countries—Proposal for Streamlining
Preliminary Documents
Executive Board Meeting 00/108, November 3, 2000

Directors considered the proposals for streamlining prelimi-
nary HIPC documents in EBS/00/207. They agreed that preliminary
documents should be streamlined as proposed in paragraph 7 of the
paper to focus on a few key issues, notably: eligibility; track record;
summary debt sustainability analysis; timing of possible decision
points; possible triggers for the floating completion point; and likely
assistance under the Initiative. A number of Directors emphasized
that streamlining should not be allowed to compromise the quality
and coverage of the information presented to the Board. Some Di-
rectors considered that reaching a decision point before the end of
the year may be premature for some of the country cases currently
envisaged for consideration within that time frame. Accordingly,
requests were made that the preliminary documents also include
the rationale for the choice of completion point triggers, details on
the debt service profiles before and after HIPC Initiative assistance,
more information on expenditure tracking and monitoring of debt
relief, plans for interim relief, and policies on transparency. Direc-
tors also stressed that adequate information on a country’s perfor-
mance under the PRGF, and the justifications for any shortening of
the required track record—where appropriate—should be included.
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The staff will take these factors into account when preparing these
papers.

Directors also supported the proposal that, for the remainder
of this year, the streamlined preliminary documents be discussed
by the Board on a case-by-case basis, after a review period of five
working days.

Directors generally supported a review of the experience
with these arrangements early in 2001.

The Acting Chair's Summing Up—Heavily Indebted Poor
Countries (HIPC) Initiative—Status of Implementation
Executive Board Meeting 05/78, September 9, 2005

Executive Directors reiterated their strong support for the
Enhanced HIPC Initiative, and welcomed the continued progress
being made under this Initiative in providing debt relief to the
world’s poorest countries. They noted that twenty-eight countries
have reached their decision points and that eighteen of them have
now reached the completion point. HIPC Initiative debt relief com-
mitted to the countries that have reached the decision point, together
with additional debt forgiveness, represents a two-thirds reduc-
tion of their overall debt stock. As a result, debt-service payments
for most HIPCs are expected to decline to less than 10 percent of
exports—below the debt service ratio for non-HIPC low-income
countries—and thus to help HIPCs to increase their poverty-reduc-
ing expenditures substantially. In the twenty-eight countries that
have reached the decision point, such expenditures were almost
four times as great as debt-service payments in 2004. Directors un-
derscored that continued adherence to a strong policy framework
and appropriate debt management remain essential after the com-
pletion point, for ensuring a lasting exit from unsustainable debt
and maximizing the benefits for poverty reduction and attainment
of the Millennium Development Goals.

Notwithstanding these achievements, Directors recognized
that many countries have yet to progress to the completion point.
They noted that, for these countries in the interim period between
the decision and completion points, progress toward reaching the
completion point will depend on satisfactory performance under
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their PRGF arrangements and on the development and implementa-
tion of their poverty reduction strategies. Directors welcomed the
new PRGF arrangements approved in recent months for a number
of countries, and encouraged them to stay on track with their eco-
nomic, social, and structural reform programs in order to reach their
completion points without delay. Directors urged staff to continue
to work with the authorities of the other HIPCs in the interim period
to help them, where possible, build a satisfactory record of perfor-
mance towards their completion points. In this regard, Directors
attached high priority to assisting countries in improving their insti-
tutional capacity and policy processes. In particular, the importance
of improved public expenditure management and adequate tracking
of poverty outlays was emphasized.

Directors acknowledged that the majority of HIPCs’ bilat-
eral creditors have agreed to provide debt relief, but stressed that
ensuring the full participation of non-Paris Club and commercial
creditors remains an important challenge. They reiterated their call
to creditors that have not yet joined the international community to
do so, and to contribute their share toward reducing HIPCs’ debt
to sustainable levels. Directors regretted that a number of non-
Paris Club creditors have withdrawn participation from the Initia-
tive. While welcoming the contribution of IDA’s Debt Reduction
Facility to reduce commercial debt, Directors expressed concern
over the increase in lawsuits initiated by private creditors against
HIPCs. Underscoring the crucial importance of equitable participa-
tion and burden sharing in the HIPC Initiative, they strongly urged
staff to take all possible measures, within the existing institutional
constraints, to help increase creditor participation in the Initiative
and facilitate cooperation between creditors and HIPCs. Directors’
recommendations included actions to enhance the transparency
of creditor participation, more explicit attention to these issues in
Article IV consultations, targeted technical assistance to improve
debt management systems, intensified moral suasion, and creditor
education of the HIPC methodology. Some Directors also suggested
that the staff explore further the legal possibilities of reducing lit-
igation at an international level. Several Directors observed that
some of the HIPCs themselves could do more to promote contacts
with non-Paris Club creditors.
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Directors welcomed the preliminary list provided by staff to
identify countries that could be eligible for HIPC assistance under
the extended sunset clause. They supported the methodological ap-
proach taken by staff in carefully reviewing available data before
reaching firm conclusions on HIPC eligibility. Directors encour-
aged staff to advance this work promptly and looked forward to re-
ceiving the final list of potentially eligible countries early in 2006.
A robust and reliable list was seen as particularly important, given
the eligibility of new HIPC entrants for one hundred percent debt
relief from the IMF, IDA, and AfDF under the G-8 debt cancella-
tion proposal. Some Directors called for caution in publishing the
list of eligible countries, given the implications for credit flows to
these countries and the still preliminary nature of eligibility assess-
ments. At the same time, financing these additional HIPC cases will
also be critical.

Bringing eligible, or potentially eligible, HIPCs to the deci-
sion point will be a challenging goal, as these countries are mostly
conflict-affected, and a number of them have substantial arrears to
official creditors. Directors urged the staff to continue to work with
the authorities in these countries, wherever possible, to develop
strategies to move ahead. They encouraged eligible countries to es-
tablish a track record of policy performance and a satisfactory pov-
erty reduction strategy so that they could qualify and begin receiving
debt relief under the enhanced HIPC Initiative. Potentially eligible
countries that have not had an IMF- or IDA-supported program in
place since the beginning of the Initiative should make every ef-
fort to start one before the expiry of the sunset clause at end-2006
so as to become eligible for debt relief under the enhanced HIPC
Initiative. At the same time, Directors reiterated the importance of
ensuring the high quality of these programs and of preserving the
key principles of the HIPC Initiative.

The Acting Chair s Summing Up—2005 Review of the Poverty
Reduction Strategy Approach—Balancing Accountabilities and
Scaling Up Results—Synthesis
Executive Board Meeting 05/78, September 9, 2005

Executive Directors commended the staff of the Fund and
the Bank for an excellent report that reflects in a comprehensive and
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balanced way the progress made under the poverty reduction strat-
egy (PRS) approach during the past five years, while highlighting
the remaining challenges. In particular, they welcomed the focus
on cross cutting issues supported by wide-ranging case studies and
extensive outreach efforts. Directors encouraged the Fund and Bank
to continue incorporating the views and assessments of different
stakeholders so as to identify best practices and recommendations
that can be of relevance 