
The financial crisis in Asia, which began with
increasing market pressure on the Thai baht in the first
half of 1997, continued to unfold during 1998/99,
with the persistence of market turmoil and the depth
of the recessions in the affected Asian countries
exceeding initial expectations. Political instability, pol-
icy reversals, and related social and economic distur-
bances in Indonesia in May 1998 hindered progress
there. At the same time, the further weakening of the
Japanese economy had a large negative impact on
demand in the region and on international financial
market sentiment.

Although initially centered mainly in Asia, the crisis
took on a more global character in August 1998, when
Russia, faced with mounting market pressures, deval-
ued the ruble and unilaterally restructured its domestic
government debt. Subsequently, most emerging mar-
kets—and notably Brazil—temporarily lost access to
private financing, amid fears of a global credit crunch.

Toward the end of 1998, a measure of calm was
restored to financial markets, owing in part to policy
programs supported by the international financial insti-
tutions. With continued progress on stabilization and
reform in the Asian crisis countries implementing IMF-
supported programs, currencies strengthened signifi-
cantly—particularly in Korea—allowing monetary
policies to be eased. The Russian authorities engaged in
a dialogue with IMF staff following the August 1998
crisis; in late April 1999, they reached a tentative
understanding on an economic program that could
provide a basis for IMF financial support—which was
to be submitted to the IMF’s Executive Board follow-
ing Russia’s implementation of a number of policy
measures. In Brazil, concern began to grow in late
1998 over the strength of political support for the gov-
ernment’s fiscal program, leading to increasing pres-
sures on the real and, in mid-January 1999, to a large
devaluation and the end of the crawling peg exchange
regime. Measures by the government to strengthen the
fiscal program, together with a large increase in interest
rates, helped strengthen confidence both in Brazil and
abroad in the government’s resolve to carry out its pro-

gram. Subsequently, economic and financial conditions
improved significantly.

The IMF’s responses to the Asian crisis, and to
those in Russia and Brazil and other emerging markets,
absorbed a good deal of time in 1998/99. The Board
met frequently to evaluate progress in the Asian coun-
tries undertaking IMF-supported reform measures (see
Box 1), and in December 1998 it discussed a staff
assessment of the IMF’s response to these countries’
crises.5 That assessment is covered below and is fol-
lowed by brief descriptions of developments in Russia
and Brazil during the financial year and the IMF’s
response to them. In addition to Board discussions of
these country situations, Directors also considered
issues surrounding the forestalling and resolution of
financial crises at discussions of the world economic
outlook, international capital markets, and on various
aspects of strengthening the architecture of the interna-
tional financial system (see Chapters 2, 3, and 5).

IMF-Supported Programs in 
Asian Crisis Countries
During the year, the IMF published the first systematic,
albeit preliminary, internal assessment of the policy
response to the Asian financial crisis of 1997–98, focus-
ing on Indonesia, Korea, and Thailand. The Asian
financial crisis, according to the staff’s assessment, dif-
fered from previous financial crises in that it was rooted
primarily in financial system vulnerabilities and other
structural weaknesses in the context of an unprece-
dented move toward financial market globalization.
Conventional fiscal imbalances were relatively small,
and only in Thailand were significant real exchange rate
misalignments evident. Despite differences in specific
aspects of the crisis in Indonesia, Korea, and Thailand,
all three shared weaknesses in financial systems, stem-
ming from weak regulation and supervision and (to
varying degrees) a history of heavy governmental
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involvement in credit allocation, including through
government guarantees; these were reflected in the
misallocation of credit and inflated asset prices.
Another severe common weakness was large,
unhedged, private short-term foreign currency debt in
a setting of limited exchange rate flexibility and a
highly leveraged corporate sector; in Korea and Thai-
land, this debt was mainly intermediated through the
banking system, while in Indonesia, the corporations
had heavier direct exposures to such debt.

The Asian financial crisis plunged the countries
affected into deep recessions. In 1998, real GDP fell by
an estimated 6 percent in Korea, by 8 percent in Thai-
land, and by 15 percent in Indonesia (Table 3). The
slowdown in economic activity was greater than had
been assumed when formulating the programs in 1997,
and accordingly the IMF-supported programs in the
three countries were subsequently revised.

The slump in 1998 largely reflected the massive
withdrawal of foreign capital and flight of domestic
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Box 1
Asian Crisis Countries: Developments and IMF Response Through the End of April 1999

Following is a summary of develop-
ments in the three Asian crisis countries
and the IMF’s response to them during
1998/99.

Indonesia 
Indonesia’s reform program, supported
by an IMF Stand-By Arrangement, fell
off track because of policy reversals,
increasing macroeconomic turmoil,
and financial system collapse in the
context of severe civil unrest, which led
to the resignation of President Suharto
on May 21, 1998. Production,
exports, and domestic supply channels
were disrupted and banking activities
paralyzed. The rupiah hit an all-time
low of Rp 16,745 against the U.S. dol-
lar in mid-June, with a cumulative
depreciation of 85 percent from June
1997. By July 1998, the time of the
Board’s second review of the IMF-sup-
ported program, major dislocations to
economic activity were evident.
Restoration of the distribution system
and strengthening of the social safety
net became immediate priorities. Bank-
restructuring plans were strengthened
to deal with the deteriorating condi-
tions in the financial system, and fur-
ther steps were taken to facilitate
corporate debt restructuring. In view
of the deep-seated nature of Indone-
sia’s structural and balance of payments
problems, the Executive Board on
August 25, 1998, approved the
authorities’ request to cancel the
Stand-By Arrangement and approved
an Extended Fund Facility Arrange-
ment. Subsequently, on March 25,
1999, the Board completed the fourth
review under the EFF and augmented
the program by SDR 714 million
(about $1 billion). As of the end of

April 1999, policy implementation was
generally satisfactory and Indonesia
had met the major macroeconomic tar-
gets under the program for 1998–99,
although progress with financial and
corporate restructuring was less rapid
than had been hoped. Market senti-
ment remained fragile, partly reflecting
continuing structural problems, politi-
cal uncertainties, and civil unrest.

Korea
Korea’s economic reform program,
supported by an IMF Stand-By
Arrangement, remained on track dur-
ing 1998–99, with strengthened
market confidence in the new adminis-
tration’s commitment to reforms. As
market conditions stabilized, the gov-
ernment successfully launched a sover-
eign bond issue, capital began flowing
into the domestic bond and stock mar-
kets and Korea significantly rebuilt its
usable reserves. By July 1998, the won
had appreciated against the U.S. dol-
lar, permitting the authorities to
reduce interest rates to precrisis levels.
Structural reforms emphasized the
rationalization and strengthening of
the banking sector, as well as corporate
restructuring. During the year, Korea
began repaying loans taken at the
onset of the program in December
1997. As of the end of April 1999, the
economy showed signs of emerging
from the severe downturn of 1997–98,
with economic data pointing toward a
modest recovery, the pace of which
was expected to pick up during the
year.

Thailand
The Thai baht, which depreciated sub-
stantially in 1997, began to strengthen

in February 1998. Monetary policy ini-
tially continued to focus on the
exchange rate, with interest rates being
maintained at a high level until evi-
dence of a sustained stabilization
emerged; then, from around mid-
1998, rates were lowered substantially
to precrisis levels or below. Fiscal pol-
icy was also relaxed to support eco-
nomic activity. Additional measures to
strengthen the social safety net were
announced, and the approach to finan-
cial and corporate restructuring was
elaborated and broadened significantly.
In April 1999, the IMF completed a
sixth review by the Stand-By Arrange-
ment; as a result, Thailand could bor-
row an additional $500 million from
bilateral and multilateral sources, with
the IMF contributing SDR 100 mil-
lion (about $135 million). The addi-
tional assistance resulted from
Thailand’s good policy implementation
under the economic program sup-
ported by the Stand-By Arrangement,
which had further consolidated finan-
cial stability. The strengthened
exchange rate remained stable, allow-
ing further declines in interest rates,
and the external position continued to
improve. As a result, inflation had been
kept low and the output decline
arrested. Broad recovery, however, was
delayed owing to continued weakness
in domestic demand and a difficult
external environment. In this context,
the Thai authorities, in March 1999,
unveiled a plan to revive domestic
demand through additional fiscal stim-
ulus measures. These measures,
together with progress in advancing
structural reforms, were expected to
lead to a resumption of growth in the
second half of 1999.



capital; the reversal of capital flows necessitated sizable
current account adjustments brought about in part by
huge currency depreciations, which in turn worsened
the debt profile of corporations. Corresponding to the
economic slump were massive corrections in these
countries’ external current account balances. The cor-
rections were especially large in Korea (with a current
account adjustment of 15 percentage points of GDP)
and Thailand (14 percentage points), but also signifi-
cant in Indonesia (5 percentage points). In all three
countries, the output decline was associated with a col-
lapse in domestic demand, whereas net external
demand expanded.

Monetary policy in the Asian crisis countries sought
to tread a narrow path between preventing a spiral of
depreciation and inflation, on the one hand, and avoid-
ing an excessive liquidity squeeze on the domestic
economy on the other. These countries did not
attempt to pursue fixed targets for the exchange rate,
but only leaned against the substantial depreciation
that occurred. At the very start of the crisis, these coun-
tries’ currencies depreciated sharply (in nominal terms,
U.S. dollar per national currency). In Thailand, after an
initial 24 percent depreciation during July 1997, a
series of smaller (although still substantial) monthly
depreciations followed over a prolonged period; these
culminated in a 26 percent depreciation from the
beginning of December 1997 to mid-January 1998,
when the rate bottomed out. In Korea, substantial
depreciation was avoided until late October 1997, with
the exchange rate then slipping more steeply to its
weakest point, in late December 1997. Indonesia’s
exchange rate, in contrast, depreciated fairly steadily
beginning in July 1997, with the cumulative deprecia-
tion reaching more than 80 percent by late January
1998. A limited recovery in the next several months
was reversed by large further depreciation in May and
June 1998, most of which was recovered by mid-
October.

To contain and reverse excessive currency deprecia-
tion, interest rates were raised sharply, to peaks of some
32 percent and 25 percent in Korea and Thailand,
respectively. Once the currencies began to strengthen,
however, rates were reduced. By the summer of 1998,
interest rates had fallen to slightly below precrisis levels
in Korea and Thailand, and about half of the sharp ini-
tial currency depreciation had been reversed. In
Indonesia, by contrast, monetary developments were
already headed seriously off track in December 1997,
reflecting political turbulence and extreme financial sys-
tem weakness followed by macroeconomic turmoil,
with spiraling inflation reaching over 100 percent in
the early months of 1998, rising risk premiums, contin-
ued capital flight, and a collapse of economic activity.
By the later months of 1998, however, the situation
had improved markedly, with the rupiah recovering

more than half of the depreciation that had occurred at
the peak of the crisis.

The role envisaged for fiscal policy in the Asian crisis
countries shifted with the changing assessment of the
economic situation. The initial IMF-supported pro-
grams in all three countries included some measure of
fiscal adjustment to counter an initial deterioration of
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Table 3
Key Economic Indicators: Indonesia, Korea, and
Thailand, 1990–991

Average 1998
1990–95 1996 1997 Est.

Real GDP (percent change)
Indonesia 8.0 8.0 4.6 –15.3
Korea 7.8 6.8 5.0 –5.8
Thailand 9.0 5.5 –0.4 –8.0

Real total domestic demand 
(percent change)

Indonesia 9.3 8.6 6.8 –20.4
Korea 8.4 7.8 –0.8 –18.7
Thailand 10.1 6.2 –7.6 –21.9

Inflation (CPI) 
(percent change)

Indonesia 8.7 7.9 6.6 61.1
Korea 6.6 4.9 4.4 7.5
Thailand 5.0 5.9 5.6 8.0

Government balance 
(in percent of GDP) 2

Indonesia 0.0 1.2 0.1 . . .
Korea –0.3 0.3 0.3 –3.8
Thailand3 . . . 2.8 –2.7 –5.3

Current account 
(in percent of GDP)

Indonesia –2.5 –3.3 –1.8 3.0
Korea –1.2 –4.7 –1.8 13.3
Thailand –6.6 –7.9 –2.0 11.4

Total external debt 
(in billions of U.S. dollars)

Indonesia 86.7 130.2 137.9 . . .
Korea . . . 164.3 158.1 151.5
Thailand 51.7 90.5 93.4 85.4

Total external debt, short-term 
(in billions of U.S. dollars)

Indonesia 8.1 28.0 . . . . . .
Korea . . . 93.0 63.2 32.5
Thailand 22.9 37.6 34.8 25.0

Reserves (in billions of U.S. 
dollars; end of period)

Indonesia: gross reserves . . . . . . 21.5 23.8
Korea: usable reserves . . . 29.4 9.1 48.5
Thailand: gross reserves . . . 38.7 27.0 29.5

1All data are on a calendar-year basis, except as indicated.
2General government balance including the interest costs of financial

sector restructuring. Cross-country comparisons are not strictly accurate
because of differences in definition.

3Data are on a fiscal-year basis.



fiscal positions—with a view to contributing to current
account adjustment and thus avoiding an excessive
squeeze on the private sector, as well as building room
for noninflationary financing of carrying costs of finan-
cial sector restructuring. But beginning in early 1998,
with gathering signs of the severity of the economic
downturn, fiscal deficits were allowed to expand con-
siderably in all three countries. Fiscal policy expansion
to support economic activity went progressively beyond
the automatic stabilizers and the automatic effects of
exchange rate depreciations.

The Board’s Assessment
The Board discussed the preliminary staff assessment of
IMF-supported programs in the Asian crisis countries
in December 1998. Directors agreed that the crisis fac-
ing the IMF in Indonesia, Korea, and Thailand was
quite different from most instances in which the IMF
provides financial support. The crisis originated mainly
in deep-seated vulnerabilities in the financial and non-
bank corporate sectors. Owing to deficiencies in local
financial markets, domestic interest rates remained well
above international rates, encouraging excessive exter-
nal borrowing. Investors viewed the long-standing
commitments to exchange rate regimes with limited
flexibility—which, in some cases, were maintained even
when no longer supported by fundamentals—as assur-
ances of exchange value, thereby encouraging excessive
foreign exchange exposure. Creditors had also incor-
rectly assumed implicit government guarantees against
default losses on certain types of loans. Owing in part
to inadequate banking regulation and prudential rules,
borrowed funds were inefficiently intermediated, con-
tributing to overinvestment, unsustainable asset prices,
very high exposure to international capital flows, and
serious fragilities in the balance sheets of both financial
institutions and nonbank corporations.

These elements made these countries highly sensi-
tive to shifts in market sentiment. Some Directors also
noted the role of the operations of highly leveraged
institutional investors in aggravating this crisis. Direc-
tors felt that forestalling crises of this sort would
require a more effective monitoring system, better reg-
ulation and supervision of domestic financial institu-
tions, and broader efforts to strengthen the
international financial system and to set appropriate
incentives for pricing risk. More generally, the IMF was
examining a number of these issues in the context of its
ongoing surveillance activities—and the IMF’s surveil-
lance itself was the subject of an ongoing evaluation by
external experts (see Chapter 6).

Comprehensive Approach
Directors agreed that a response to the Asian financial
crisis required a comprehensive approach embracing
macroeconomic and structural policies as well as exter-

nal financing. They stressed that structural reforms
were an essential part of the overall package, particulary
those aimed at addressing financial sector weaknesses
and imbalances in corporate finances, improving gover-
nance, and strengthening and, in some cases, creating
safety nets. Several Directors believed, however, that
there may have been scope for a different pacing and
sequencing of some of the structural reforms beyond
the core financial and corporate sector reforms, or for
limiting their number in the first instance, while rele-
gating some to a subsequent poststabilization phase.

The strategy followed in these programs had empha-
sized restoring confidence through a combination of
broad-based policy measures and external financing.
Convincing policy packages were essential, as the offi-
cial funds available fell far short of the countries’ near-
term exposure to capital outflows. In light of the
potential for short-term capital outflows to continue if
efforts to establish confidence were not immediately
successful, this strategy involved substantial risk. There
was, however, little alternative. Directors cautioned
that neither the IMF nor the official community more
generally could, or should, try to provide a full guaran-
tee of any country’s short-term external liabilities, nor
should they risk any undue substitution of official
resources for private financing. A number of Directors
felt that larger and more front-loaded packages could
have helped restore confidence more quickly and
thereby limit the economic impact of the crisis. Most
Directors, however, emphasized that the scale of offi-
cial financing had been unprecedented and that financ-
ing should neither substitute for, nor delay, the
required policy adjustments.

Central Issues of the Crisis
A central lesson of the Asian financial crisis was the
importance of ongoing efforts to devise appropriate
ways of involving the private sector in preventing and
resolving financial crises (see Chapter 5). Indeed, a few
Directors thought smaller official financing packages
might have acted as a stimulus to greater private sector
involvement. Several Directors thought that earlier
action should have been taken in these country cases to
“bail in” the private sector.

On the issue of capital controls, a few Directors saw
advantages in resorting to them, at least on a temporary
basis, and, as a last resort, in particularly difficult cir-
cumstances. Most Directors, however, believed that
attempts to restrict outflows in the midst of a crisis
would almost certainly have hindered the restoration of
market access for the country concerned and exacer-
bated contagion to other countries. Several Directors
noted that the Asian crisis underscored the need for
appropriate sequencing of the liberalization of capital
movements, and saw the need for further work on the
appropriate regulatory and prudential regimes.
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Directors discussed the factors contributing to the
protracted process of restoring confidence. Political
uncertainties, and in some instances early hesitations on
the part of the authorities in implementing policies in
line with the programs, had undermined confidence by
casting doubt on the authorities’ commitment to, and
ownership of, the programs. In this connection, besides
facilitating earlier diagnosis and corrective measures,
more complete and continuous provision of financial
information would have obviated the need to release
disquieting data in the midst of the crisis.

Program Projections
Directors expressed concern over the severe recessions
in the Asian crisis countries and observed that the
macroeconomic projections on which the initial pro-
grams had been based had greatly underestimated the
actual economic downturns. This reflected, in part, the
fact that the program projections were predicated on
the success of the programs themselves. In the event,
capital outflows had far exceeded expectations, forcing
massive current account adjustment through precipi-
tous depreciations and a sharp decline in domestic
demand. At the same time, given the weakness of
other economies in the region—most important,
Japan—the increase in exports had proved too small to
provide sufficient support for economic activity. In
Indonesia and Thailand, deteriorating terms of trade
had imposed a large and additional negative shock.
Some Directors observed that the underestimation of
the economic downturn had adversely influenced pol-
icy prescriptions, especially with respect to fiscal policy.
To better assess the growth outlook in crisis situations,
more attention had to be paid in the future to the
experience of earlier crisis situations, as well as to
regional interlinkages. To this end, Directors saw as
desirable more emphasis on regional approaches to
surveillance.

Most Directors agreed that in the midst of the crisis,
and in the specific circumstances of these countries, it
had been appropriate to formulate these countries’ pro-
grams on the basis of floating exchange rates. Available
reserves had been inadequate to defend a new exchange
rate peg. Supporting a pegged exchange rate would
have required the full subordination of monetary policy
to the exchange rate, which would likely have required
substantially higher interest rates than those actually
experienced. Moreover, failed attempts to re-peg
exchange rates at new levels under crisis conditions
would have further eroded credibility.

Monetary Policy
The main goal of monetary policy in the Asian crisis
countries had been to avert a depreciation-inflation spi-
ral. In this regard, the programs, after a hesitant start,
had been largely successful. Turbulent market condi-

tions required a flexible approach to monetary policy,
“leaning against the wind” rather than pursuing a fixed
target for the exchange rate. Directors generally
endorsed the tightening of monetary policy recom-
mended in the programs in order to arrest and then
reverse the excessive depreciation of exchange rates that
had occurred. Several Directors pointed out that ini-
tially these efforts had been less than successful—owing
in part to the hesitant and often uneven monetary pol-
icy tightening in the crisis countries—and some Direc-
tors argued that the situation had warranted more
aggressive and rapid tightening. The eventual degree of
monetary restraint was significant but was typical of a
crisis situation in which a country’s risk premium is dri-
ven up by market forces. Most Directors saw the alter-
native of keeping interest rates low and allowing the
currencies to depreciate as riskier, because the likely
result would have been an even worse downward spiral
rather than a temporary depreciation.

Although Directors expressed concern over reports
of a credit crunch in the three Asian crisis countries—
with a few concerned that monetary policies had been
too tight—most believed that some strains on borrow-
ers were unavoidable in a situation of excessively lever-
aged firms and large, unhedged foreign currency
exposures. Most Directors saw the primary problem as
one of distribution of credit in the economy rather
than its aggregate amount, with the main lesson being
the need to move ahead forcefully with structural
reforms in the financial and corporate sectors and to
support viable financial institutions in the midst of a
banking crisis. Directors welcomed the fact that interest
rates in Korea and Thailand had (as of December
1998) moved back to below precrisis levels, and that
market conditions in Indonesia were stabilizing.

Fiscal Policy
Directors viewed fiscal policy as having played a quite
different role in the three IMF-supported programs
from that originally envisaged. Initially, a limited fiscal
adjustment was seen as needed to prevent an excessive
burden of external adjustment from falling on the pri-
vate sector, and to help meet the quasi-fiscal costs of
financial sector restructuring. After taking into account
the unexpected severity of the recessions and the sharp
improvements in current account positions, however,
the programs’ original fiscal targets appeared in hind-
sight to have been tighter than necessary.

Directors welcomed the adaptation of the IMF-sup-
ported programs, particularly the easing of fiscal policy
in response to unfolding circumstances, although some
thought that the easing should have been quicker as
the severity of the economic slowdown became increas-
ingly apparent. It was observed that, in practice, the
countries had found it difficult to use fully the scope
afforded them for more expansionary budgetary poli-
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cies under the revised programs because of the time
needed to develop new social spending programs, as
well as the conflict between rapid shifts in fiscal policy
and careful management of the quality of government
spending.

Structural Reforms
The nature of the crisis and the complementarity of dif-
ferent reforms had necessitated a comprehensive pack-
age of structural measures. These reforms were needed,
and continued to be needed, to address the root causes
of the crisis and lay the groundwork for sustainable
medium-term growth. Many Directors felt that the
package of structural reforms in each Asian crisis coun-
try was essential to restoring confidence on a sustain-
able basis, but they acknowledged the difficulties in
trying to alter market perceptions with policies that
were often politically sensitive and that took time to
implement and take effect. Several Directors expressed
concern that the programs may have been overloaded
with reform measures. In their view, better sequencing
and prioritization would have involved certain reforms
being left to the second stage of the programs. All
Directors, however, stressed the need to address, early
in the programs, the core areas from which the crisis
had arisen—especially the banking and corporate sec-
tors. Given the comprehensiveness of the reforms pur-
sued, success depended critically on cooperation with
other international financial institutions, notably the
World Bank and the Asian Development Bank. Direc-
tors supported ongoing efforts to strengthen such
cooperation. Also, noting the difficulties experienced in
securing political consensus for reforms, especially
when faced with strong vested interests, the Board
emphasized the importance of the IMF’s efforts to
ensure the authorities’ commitment to, and ownership
of, the programs.

Governance and Safety Nets
Reforms in governance, together with the host of issues
touching on the establishment of appropriate incentives
for private market behavior, were also important, as was
the need to ensure that the costs of failure were borne
by private investors. Weaknesses in these areas were the
underlying cause of many of the vulnerabilities that led
to the crisis. Directors thus saw improvements in gov-
ernance as fundamental to fostering reforms in other
areas, including financial and corporate restructuring,
competition policy, trade liberalization, and
privatization.

The establishment and strengthening of social safety
nets to cushion the adverse impact of the crisis on the
poor was also an essential element of the programs, and
Directors welcomed the ongoing improvements in the
targeting of social expenditure and the increased efforts
of the World Bank in this domain.

Although there were signs that market conditions
were stabilizing and indications that the recessions were
bottoming out (as of the December 1998 discussion),
Directors cautioned that risks remained. They empha-
sized that resolute and rapid structural reform was key
to consolidating the progress and laying the foundation
for sustainable growth.

Summing Up
In summing up the main lessons learned from the
experience with IMF-supported programs in Indonesia,
Korea, and Thailand, Executive Directors highlighted
the following points.

Actions to Forestall Crises
• Analyze regularly, in the context of IMF surveil-

lance, the continuing appropriateness of exchange
rate regimes in light of changing fundamentals.

• Provide the market continually with accurate, full,
and clear financial information, on both public and
private sectors, so as to minimize the possibility of
negative surprises.

• Strengthen regulatory and prudential regimes in all
countries.

• Adapt institutions and regulations in creditor coun-
tries so as to better ensure an appropriate pricing of
risk and to inhibit “bandwagon” behavior. 

• Promote actions to reduce the systemic risk associ-
ated with financial market turbulence through,
among other things, strengthening disclosure
requirements for all investors, including highly lever-
aged institutions.

Issues Related to Program Design and Implementation
• Base programs on macroeconomic projections that

take full account of the likely regional spillovers asso-
ciated with a crisis and the effects of a crisis in cur-
tailing countries’ access to private external financing.

• Undertake further analysis of the particular issues
arising in debtor countries from severe banking and
financial sector weaknesses in the context of financial
crises—including bank closures, government blanket
guarantees, moral hazard concerns, and the extent
and form of regulatory forbearance in these
situations.

• Encourage the authorities to take decisive actions at
the outset to demonstrate adequate ownership of,
and public leadership in, the programs.

• Communicate and explain to markets and the gen-
eral public, in the closest possible coordination with
the authorities, the full content of the program,
while avoiding eliciting unrealistic expectations. 

• Exercise flexibility in adapting programs to changing
circumstances.

• Secure early agreement with the authorities and
other international financial institutions on a com-
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prehensive strategy of structural reform, particularly
as regards financial and corporate restructuring, with
due attention to their timeliness and proper
sequencing.

Issues Related to Financing of Programs
• Promote greater involvement of the private sector in

forestalling and resolving financial crises.
• Examine further the issue of the appropriate level of

official financing and enhance the credibility of offi-
cial financing packages, in particular by establishing
clear understandings on the conditions for
disbursement.
A number of the above points, Directors noted,

were being explored further, in particular in the con-
text of discussions of the international financial archi-
tecture and of the IMF’s conditionality guidelines.

Russia and Brazil
In contrast to the success of most other transition
countries in initially escaping serious involvement in
the emerging market turmoil, Russia’s economy fell
into crisis in mid-1998. The crisis led to the authori-
ties’ decision on August 17, 1998, to devalue the ruble
and unilaterally restructure its domestic government
debt. Russia’s economic predicament—worsened by
the emerging market crises and their spillover effects,
especially on oil and other commodity prices—mainly
reflected the serious and persistent shortcomings in its
structural reform and institution-building efforts,
repeated slippages in fiscal adjustment and reform, and
an excessive buildup of short-term government debt,
including to foreign investors.

The Russian authorities succeeded in reducing infla-
tion in the period up to August 1998, owing partly to
the pegging of the ruble to the U.S. dollar and a rela-
tively tight rein on monetary policy in the preceding
two to three years. Inflationary pressures were also sup-
pressed by the accumulation of budgetary arrears, and
domestic (nonbank) and external borrowing to finance
budget deficits. The underlying fiscal and structural
problems were reflected in large-scale capital flight by
domestic residents, even when Russia’s economic per-
formance seemed relatively promising. This meant that
the increase in external debt was not matched by
higher investment and increased export potential.

The government’s incentive to address the underly-
ing problems was further weakened by rapidly falling
costs of borrowing in both the domestic treasury bill
market and international financial market—a reflection
of the strong appetite of foreign investors for Russian
securities given exchange rate and interest rate policies.
By the time that steps to correct the fiscal imbalances
were being implemented in earnest, the reversal in for-
eign investor sentiment following the Asian crisis and a
rapid increase in interest rates had put Russia’s public

debt on a steep growth path. With oil and gas export
revenues down by about 20 percent in the first seven
months of 1998 (compared with the same period in
1997), the external current account balance was also
negatively affected and swung into deficit during this
period.

On July 20, 1998, the Executive Board approved
financial support totaling SDR 8.5 billion ($11.2 bil-
lion) for an anticrisis program, which attempted to
lengthen the maturity structure of government debt
and intensify structural reform. The financing consisted
of an augmentation of Russia’s EFF Arrangement by
SDR 6.3 billion ($8.3 billion)—of which SDR 4.0 bil-
lion was to be made available under the Supplemental
Reserve Facility—to support the government’s eco-
nomic program for 1998, and SDR 2.2 billion under
the CCFF to compensate for the shortfall in export
earnings. The IMF financed the augmentation by bor-
rowing under the General Arrangements to Borrow—
the first time the GAB was used by a non-GAB
participant.

Measures under the program included a debt
exchange (Russian treasury bills swapped for dollar-
denominated eurobonds), major fiscal adjustment,
actions to address the nonpayment problem and pro-
mote private sector development, and a comprehensive
approach to banking sector problems. From the time of
its introduction, the success of the program depended
on whether Russia’s revenue and expenditure measures
received full parliamentary approval and whether inter-
est rates were brought down by a return of investor
confidence. The failure of these conditions to be real-
ized, and the authorities’ course of action in response—
in particular, the unilateral debt restructuring—
aggravated the consequences of the program’s
breakdown.

By mid-August 1998, with investor confidence lost,
international reserves dwindling, and interest rates soar-
ing, the authorities were unable to defend the ruble
exchange rate peg or to refinance maturing public
debt. The consequences of the crisis and of the ensuing
de facto devaluation, payment moratorium on private
sector external obligations, and unilateral restructuring
of the government’s domestic currency debt were
severely negative. Over the last five months of 1998,
consumer prices rose by more than 75 percent, and the
ruble depreciated by about 70 percent against the U.S.
dollar. Reflecting the severe financial pressure during
the run-up to the crisis and the worsening of the over-
all economic situation in the postcrisis period, in 1998
as a whole real GDP fell by about 5 percent, and real
investment declined by close to 10 percent, with for-
eign direct investment down to $2.5 billion from $6.2
billion in 1997. The budgetary outlook also worsened:
revenues raised by the federal government fell to below
10 percent of GDP in 1998, while the federal govern-
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ment deficit amounted to 6 percent of GDP. During
the first quarter of 1999, the Russian authorities had
yet to come to grips with many unresolved issues.
Monetary policy, however, was tightened during Janu-
ary and February 1999 as the central bank did not
extend credit to the government and this contributed
to a stabilization of the exchange rate and a slowdown
in inflation during this period.

For some months, a dialogue continued between
the IMF staff and the Russian authorities—with direct
contacts between the most senior authorities on both
sides—on Russia’s economic problems. As of the end
of the financial year, the economy showed signs of
recovery from the low point in September 1998 and
monthly inflation had decreased—but the debt balance
remained unsustainable and, correspondingly, so did
the fiscal position. The Interim Committee, at its April
1999 meeting, emphasized that despite recent
improvements, vigorous action was needed to tackle
the root causes of the Russian crisis—especially persis-
tent fiscal imbalances, structural rigidities, and financial
sector weaknesses. Shortly after the Interim Committee
meeting in late April, the IMF announced that a tenta-
tive understanding had been reached on a new pro-
gram that could be supported by an IMF Stand-By
Arrangement of SDR 3.3 billion ($4.5 billion). It was
to be submitted for approval by the Executive Board
following the implementation of a number of up-front
policy measures, and assuming that agreement would
also be reached between Russia and the World Bank on
a comprehensive program of structural reform.

Another focal point of the global financial crisis was
Brazil, where the first wave of contagion from the
emerging market crisis peaked in October 1997. The
government responded quickly and was able to stem the
outflow of capital by tightening monetary policy and
announcing a strong fiscal policy package, promising 2!/2
percent of GDP in tax increases and spending cuts. Fis-
cal efforts slipped, however, and financial market con-
cerns about the sustainability of the fiscal position were
renewed. As a result, Brazil was hit hard by contagion
from the Russian crisis in August 1998 when interna-
tional investors again reassessed the risk of their expo-
sure to emerging markets. Interest rate spreads jumped
and capital flows to emerging markets virtually dried up.

To stem foreign exchange reserve losses of $2.8 bil-
lion in August 1998 and $21.5 billion in September,
the Brazilian authorities increased official interest rates
to nearly 43 percent and announced several fiscal mea-
sures. Although the pressure on the real eased, the
measures did not offer sufficient relief, and the authori-
ties began discussions with IMF staff on an adjustment
program that could receive financial support from the
international community.

The subsequent IMF-led international financial
package announced in November 1998 resulted in

commitments of balance of payment support totaling
$41.5 billion, toward which the IMF committed a
three-year Stand-By Arrangement equivalent to
SDR 13 billion ($18.1 billion). As public sector imbal-
ances were at the root of the problem, the IMF support
was linked to a policy package aimed at producing large
primary surpluses—on the order of 2!/2–3 percent of
GDP—to halt the rise in the ratio of public debt to
GDP by 2000. About two-thirds of the improvement
in the government’s finances was to come from rev-
enue measures.

Initially, financial pressures abated, but they
increased again in December 1998 when the authorities
encountered strong resistance in Congress to the
needed social security reforms and also owing to fears
that monetary policy was insufficiently tight to stop
continued capital outflows. At the beginning of January
1999, when the state of Minas Gerais announced that it
sought to renegotiate the payment terms of its debt
with the federal government, market confidence in
Brazil’s fiscal stabilization plan fell further, with a
renewed surge in the interest rate spread. When a num-
ber of other Brazilian states joined the request of Minas
Gerais, the net capital outflow intensified to $1.2 billion
on January 12. This led the authorities, first, to widen
the real’s exchange rate band on January 13 and, when
this did not stop the financial outflows, to allow the cur-
rency to float two days later. The currency initially
depreciated by more than 40 percent against the U.S.
dollar and remained under pressure until early March.

The key challenge facing Brazil in the wake of the
collapse of its exchange rate peg was the need to
address public sector imbalances. The Real Plan had
succeeded in reducing inflation between 1994 and
1998 but not in containing the fiscal deficit. The fiscal
deficit, estimated to have reached 8 percent of GDP in
1998, also contributed to a widening of the external
current account deficit, to 4!/2 percent of GDP in 1998.
The combination of these two growing deficits,
together with the structure of public debt—which
made the government’s finances very sensitive to
changes in short-term interest rates and the exchange
rate—made Brazil vulnerable to changes in investor
sentiment. Ultimately, the twin deficits also con-
tributed to widespread sentiment in financial markets
that the crawling peg was not sustainable.

The IMF-supported economic program was revised
following the devaluation in mid-January 1999. The
two pillars of the revised program were strengthened
fiscal adjustment and movement away from the
exchange rate as an anchor for the system toward an
inflation target. The authorities enhanced the original
program’s comprehensive structural reform agenda—in
such areas as social security, civil service reform, tax
policy, budgetary procedures and fiscal transparency—
and were proceeding as well with a substantial privati-
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zation program (see also Chapter 7). The government
was also committed to cushioning the impact of the
decline in economic activity on the poor and vulnera-
ble, by safeguarding well-targeted social programs from
budget cuts.

On March 30, 1999, the Executive Board approved
completion of the first and second reviews under
Brazil’s Stand-By Arrangement, in support of the gov-
ernment’s revised economic program. The approval
meant that Brazil could obtain a further SDR 3.6 bil-
lion ($4.9 billion), bringing its total borrowings from
the IMF under the program to SDR 7.1 billion ($9.6
billion). The authorities were also expected to draw

$4.9 billion under a facility arranged by the Bank for
International Settlements (BIS) and a loan from the
Government of Japan. External financing prospects had
improved further as a result of recent or expected dis-
bursements under special programs from the World
Bank and the Inter-American Development Bank and
of the commitment made by Brazil’s major private
bank creditors to maintain their exposure to Brazil.

The April 1999 Interim Committee communiqué
expressed support for the Brazilian authorities’ revised
economic program and stressed the importance of its
full implementation, as well as the continued support
of the private financial community.
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The financial crises in the emerging market
economies of Asia, followed by those in Russia and
Brazil, gave powerful impetus to proposals to
strengthen the architecture of the international finan-
cial system to ensure that the potential benefits of
globalization are realized by all member countries.
Such proposals were a major focus of the Executive
Board’s attention in 1998/99. A clear consensus had
developed, both in the IMF and in the international
financial community, in favor of strengthening the
global financial system to reduce the risks posed by
institutional weaknesses and the volatility of capital
flows, and to facilitate access to capital markets by
those countries that had yet to benefit from
globalization.

The Board’s work program leading up to the spring
1999 meeting of the Interim Committee was ambitious
in its consideration of various aspects of strengthening
the global financial architecture. At the same time,
other institutions and forums were also actively consid-
ering some of these aspects. By the end of April 1999,
broad agreement had been reached on several key ele-
ments in strengthening the global financial architecture
and important reforms had been introduced in a num-
ber of countries. The IMF itself took actions in several
areas. It substantially increased the transparency of its
policies and activities, approved a decision on Contin-
gent Credit Lines to help protect well-managed
economies from the effects of financial market conta-
gion, and contributed to the establishment of standards
of good practice in key policy areas. Nonetheless, as the
Interim Committee noted in its April 1999 commu-
niqué, some issues had to be developed further and
several of the proposals had yet to be implemented.

Proposals commanding broad support from the
international community, which required the involve-
ment of many players to be implemented successfully,
included:
• promoting transparency and accountability, and

developing and disseminating internationally
accepted standards and codes of good practice—
including strengthening the Special Data Dissemina-

tion Standard (SDDS), notably with respect to inter-
national reserves and external debt;

• strengthening financial systems, including through
better financial market supervision;

• paying greater attention to the orderly liberalization
of capital markets;

• involving the private sector more fully in forestalling
and resolving crises;

• ensuring the appropriateness of exchange rate
regimes; and

• ensuring the adequacy of the IMF’s resources.
With respect to international standards, Executive

Directors noted that while the private sector had a
major role to play in encouraging the adoption of stan-
dards, the official sector could help strengthen incen-
tives to adopt standards and help focus efforts to
improve transparency. Most Directors considered that
some form of monitoring of the observance of stan-
dards could play a useful role to this end; some Direc-
tors pointed to the role that market participants could
also play in assessing compliance.

Board members shared the view that all aspects of a
strengthened architecture are interdependent. These
include observance of internationally accepted stan-
dards and principles; the choice of exchange rate
regime and the strengthening of supervisory frame-
works; better data; greater transparency of countries’
policies and the IMF’s assessments of them; and
strengthened financial systems. All are also integral to
an orderly process of capital account liberalization, to
reduce the volatility of private sector flows, and to
strengthen financial systems. Moreover, the private sec-
tor, national governments, and international institu-
tions and forums would have to work together in this
endeavor. National authorities would have to ensure
that standards are established and met, that supervisory
and regulatory agencies are strengthened, and that vul-
nerabilities are minimized through better management
of macroeconomic and financial policies. At the same
time, private financial institutions and corporations
need to adhere to new standards that are being set, and
the IMF and other international institutions and
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forums would have to ensure that their efforts are
mutually reinforcing and effective.

A complement to the strengthened architecture of
the international financial system is strengthened social
policies. Countries need to be better prepared to
absorb the impact of the inevitable changes that occur
in a dynamic market economy and to allay some of the
hardships and maximize the benefits of a globally inte-
grated financial system. The IMF had worked closely
with other institutions in establishing social safety nets
in recent programs in Asia. More would need to be
done by the international community, however,
including developing codes of good practices in social
policies, where the World Bank has taken the lead,6
and in developing social safety nets before a crisis
strikes.

This chapter describes the consensus achieved and
progress made with regard to the main elements of a
strengthened architecture through the end of April
1999.7

Transparency, Standards, and Surveillance
Making the policy process more transparent is an
important pillar of a strengthened global financial
architecture, as greater transparency helps foster better
decision making and economic performance by member
countries and by international institutions. Here, the
IMF has a dual role: to encourage member countries to
be more transparent, and to be more open about IMF
policies and advice to members—while at the same
time respecting the legitimate need for confidentiality
and candor in its policy discussions with members.
Transparency also entails greater openness by the pri-
vate sector, as many of the standards (e.g., accounting,
auditing, bankruptcy, corporate governance, and secu-
rities market regulation) are ultimately implemented at
the level of individual firms. Although questions
remain—such as on offshore centers and on the appro-
priate level of disclosure and regulation of highly lever-
aged institutions—progress has been achieved on a
number of fronts.

Improving Transparency and Accountability
of the IMF and Member Countries 
In the past two years, the Executive Board adopted a
series of measures to improve substantially the trans-
parency of the IMF’s activities and its members’ poli-
cies. Actions included:

• Development of a policy on the release of Public
Information Notices (PINs) following Board discus-
sions of member countries’ Article IV consultations.8
Members are actively encouraged to consent to their
release, and PINs were released for more than 70
percent of Article IV consultations during 1998/99.

• Release of documents related to the Initiative for the
Heavily Indebted Poor Countries and solicitation of
public comment on the HIPC Initiative, as well as
on the conclusions of the internal and external eval-
uations of the IMF’s Enhanced Structural Adjust-
ment Facility. The IMF’s preliminary assessment of
IMF-supported programs in Asia has also been
released to the public. 

• Commissioning external evaluations of the IMF’s
surveillance and economic research activities—
expected to be completed by the summer of 1999
and subsequently published.

• Regular publication of information on the IMF’s liq-
uidity position and on members’ accounts with the
IMF on the IMF’s website. 
In March and April 1999, the Executive Board

approved additional initiatives to enhance transparency.
These included:
• Establishing a presumption that member countries

would release Letters of Intent, Memoranda of Eco-
nomic and Financial Policies, and Policy Framework
Papers underpinning IMF-supported programs.9

• Releasing the Chairman’s concluding statement
emphasizing key points made by Executive Directors
following Executive Board decisions on the use of
IMF resources by a country. 

• Establishing a pilot project ending on October 4,
2000, for member countries’ voluntary public
release of Article IV staff reports (including com-
bined Article IV and use of Fund resources reports). 

• Providing a systematic approach for the public
release of PINs following Executive Board discus-
sions of papers on policy issues.

• Expanding public access to the IMF’s archives. This
includes reducing the waiting period for Executive
Board documents to 5 years from 30 years and for
other archived documents to 20 years. 
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6World Bank, Principles of Good Practice in Social Policy: A Draft
Outline for Discussion and Guidance, April 14, 1999, DC/99-4
(Washington, 1999).

7For updates on progress with the main elements of a strengthened
international financial architecture, see “A Guide to Progress in
Strengthening the Architecture of the International Financial System”
on the IMF’s website (http://www.imf.org).

8PINs are issued (1) at the request of a member country, following
the conclusion of the bilateral Article IV consultation, to make
known the views of the IMF; and (2) at the decision of the Board,
following policy discussions in the Executive Board. 

9Letters of Intent and Memoranda of Economic and Financial
Policies are prepared by the member country. They describe the poli-
cies that a country intends to implement in the context of its request
for financial support from the IMF. Policy Framework Papers are pre-
pared by the member country in collaboration with the staffs of the
IMF and the World Bank. These documents, which are updated
annually, describe the authorities’ economic objectives and macroeco-
nomic and structural policies for three-year adjustment programs sup-
ported by resources under the ESAF, as well as associated external
financing needs and major sources of financing.



In terms of next steps, the Board plans to:
• Review the experience with the pilot program for

release of Article IV consultation reports within 18
months and the policy on access to archives in two
years; revisit the issue of PINs for use of IMF
resources cases and the release of use of IMF
resources staff reports in six months. 

• Continue to review the experience with IMF-sup-
ported programs and IMF surveillance.

• Take stock of the external evaluation activities
undertaken for the ESAF, IMF surveillance, and
IMF economic research activities with a view to con-
sidering proposals on future activities and modalities
of external evaluation toward the end of calendar
year 1999. 

Developing Standards for Use by Members
As an important means of strengthening the interna-
tional financial system, the IMF is seeking to foster the
development, dissemination, and adoption of interna-
tionally accepted standards, or codes of practice, for
economic, financial, and business activities. During

1998/99, the IMF made consider-
able progress in developing and
refining voluntary standards in the
areas of direct operational concern
to the IMF (data dissemination;
transparency of fiscal, monetary,
and financial policies; and, in con-
junction with others, banking
supervision):
• The Special Data Dissemination

Standard (SDDS)—a standard of
good practice in the dissemination
of economic and financial data for
member countries with, or seek-
ing, access to international capital
markets—was strengthened,
notably with respect to interna-
tional reserves, external debt, and
procedures for monitoring obser-
vance of the standard (see Box 2).
As of the end of April 1999, there
were 47 subscribers to the SDDS.

• Work will continue on the Gen-
eral Data Dissemination System
(GDDS), which is targeted at
those member countries not in a
position to subscribe to the
SDDS.

• A manual on fiscal transparency to
assist members in implementing
the Code of Good Practices on Fis-
cal Transparency: Declaration on
Principles has been approved. The
Code, Manual, questionnaire, and 

self-evaluation report are available on the IMF’s web-
site. A dedicated electronic mailbox has also been set
up so that country authorities can seek assistance
with assessing the transparency of their fiscal manage-
ment systems and formulating plans to improve fiscal
transparency. 

• A draft Code of Good Practices on Transparency in
Monetary and Financial Policies is well advanced.
The Code was developed by the IMF, in collabora-
tion with the BIS, a representative group of central
banks, other financial supervisory and regulatory
agencies, the World Bank, the Organization for
Economic Cooperation and Development (OECD),
and academics. Following Board review of the draft
Code in April 1999, it was placed on the IMF’s
website as a consultative document.

• On banking supervision, a draft handbook on the
methodology for assessing implementation of the
Basle Core Principles was being developed by a work-
ing group—including the IMF and the World
Bank—for early consideration by the Basle Commit-
tee on Banking Supervision. 
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Box 2
Strengthening the SDDS and Improving Access to Debt Data

On March 26, 1999, the IMF
announced that its Executive Board
had strengthened the Special Data Dis-
semination Standard (SDDS) estab-
lished in 1996. Key decisions included:
• Strengthening the prescriptions for

the international reserve data cate-
gory, including dissemination of
detailed information on reserve
assets and information on reserve-
related liabilities and other potential
drains on reserves. The Board pre-
scribed disseminating full data corre-
sponding to the new reserve
template monthly, with a lag of not
more than one month; data on total
reserve assets would still be pre-
scribed for dissemination monthly
with a lag of not more than a week.
The dissemination of data for the full
template weekly, with a one-week
lag, will be encouraged; 

• Introducing a separate category for
external debt that could include
quarterly disaggregation by sector
and maturity. The transition period
will be determined after further
consultation with countries, users,
and international organizations;

• Setting a three-year transition
period for disseminating data on

the international investment
position; 

• Staff monitoring of subscribing
countries’ observance of key SDDS
commitments, namely, the data
dimension (i.e., the coverage, peri-
odicity, and timeliness of release of
data) and the provision of advance
release calendars, indicating clearly
the timetable for release of key data; 

• By the end of 1999, requiring
mandatory hyperlinks between the
IMF’s Dissemination Standards Bul-
letin Board and national summary
data pages on the Internet, to facili-
tate monitoring and help meet the
needs of data users; and

• Establishing a quarterly certification
by subscribers of the accuracy of the
metadata on the Dissemination Stan-
dards Bulletin Board.
The Inter-Agency Task Force on

Finance Statistics, chaired by the IMF,
has implemented a joint presentation of
external debt statistics from the BIS, the
OECD, the World Bank, and the IMF
to meet the general need for more com-
prehensive, timely, and accessible data,
particularly for shorter maturities. This
presentation is available on the external
websites of all of these organizations.



The next steps in developing and refining standards
include:
• For the SDDS, refining proposals on the transition

period for observance of the new prescription on
external debt, following further consultation with
countries, users, and other international organiza-
tions; examining the inclusion of macro-prudential
indicators in the SDDS; implementing the agreed
monitoring procedures; and reassessing prescriptions
for the periodicity and timeliness of reserve data dis-
semination in the context of the next review of the
SDDS, to be conducted toward the end of 1999. 

• Efforts are under way to encourage all countries to
make assessments of fiscal transparency. For those
countries where a lack of fiscal transparency affects
policy formulation and implementation, national
authorities are being encouraged to identify weak-
nesses and improve their practices, with technical
assistance provided where necessary.

• Further work in developing the Code of Good Prac-
tices on Transparency in Monetary and Financial
Policies will be undertaken with the expectation that
a revised version be submitted for Interim Commit-
tee endorsement at the 1999 Annual Meetings. A
supporting paper setting out examples of good prac-
tices will be developed to help members seeking to
improve the transparency of their monetary and
financial policies.

Role of Standards in IMF Surveillance
Following up an Executive Board discussion on stan-
dards and IMF surveillance in July 1998, the Board
considered further the role of the IMF in relation to
standards. The main areas of emerging consensus
within the Executive Board as of the end of April 1999
included:
• Standards relevant for the functioning of domestic

and international financial systems cover a range of
areas, including data dissemination; fiscal, monetary,
and financial policy transparency; banking regulation
and supervision; securities and insurance regulation;
accounting and auditing; bankruptcy; and corporate
governance. 

• The official sector can play a role in strengthening
incentives for adopting standards—including by
some form of monitoring the extent to which coun-
tries observe them—and in helping focus efforts on
improving transparency. 

• The focus in monitoring observance of standards
may need to go beyond disclosure of elements of
particular standards, and also consider, to the extent
feasible, the substance of members’ policies relative
to the standard. 

• Care should be taken in the approach to monitoring
to ensure it does not undermine the IMF’s tradi-
tional role as confidential advisor.

The issues and practical modalities in the prepara-
tion of “transparency reports”—which summarize the
degree to which an economy meets internationally rec-
ognized disclosure standards—as recommended by the
Group of Twenty-Two and Group of Seven, were com-
plex. To help illuminate practical considerations
involved in monitoring observance of standards, a first
round of experimental case studies of transparency
practices of individual member countries was prepared
by the IMF staff and published.10 Given the complexity
of the issues, the Executive Board agreed that a second
round of experimental case studies—covering a wider
range of countries, including those where implementa-
tion of standards is less advanced—should be under-
taken to help develop the IMF’s role in this area, with a
view to having concrete proposals by the 1999 Annual
Meetings.

A few issues that required further consideration were:
• The role of the IMF in monitoring observance of

international standards in areas of direct operational
(or core) concern. The IMF has expertise that would
allow it to assess members’ observance of interna-
tional standards in four core areas: data dissemina-
tion; transparency of fiscal policy; transparency of
monetary and financial policies; and, with other
organizations, banking supervision.

• The IMF’s involvement with other standards that
fall outside its direct operational (noncore) concern
and expertise. Other noncore standards—account-
ing, auditing, bankruptcy, corporate governance,
insurance and securities regulation—are also impor-
tant for the effective operation of financial systems.
Standard-setting bodies in a number of these non-
core areas are not likely to be in a position to assess
independently the observance of the standards they
have developed. For noncore areas to be monitored,
other international financial organizations or groups
of organizations would need to provide systematic
or widespread assessments of these standards.11

• Using the expertise of other organizations in partic-
ular areas and drawing this work effectively into the
IMF’s surveillance, to better identify vulnerabilities. 

Strengthening Financial Systems
Strengthening financial systems is an essential element
of the new architecture. To this end, the IMF, the
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10The two experimental studies along the lines of transparency
reports (for Argentina and the United Kingdom) and a third (for
Australia) are posted on the IMF’s website, along with a solicitation
for public feedback.

11The World Bank is developing systems for assisting countries to
assess structural sources of vulnerability and providing support for
institutional strengthening and capacity building; see World Bank,
Strengthening the Underpinnings of the Market Economy: Interna-
tional Standards, Principles and Best Practices, and the Role of the
World Bank, April 22, 1999, DC/99-10 (Washington, 1999).



World Bank, the Basle Committee on Banking Supervi-
sion, other key international groupings, and financial
supervisors across various regions have stepped up
efforts in developing and disseminating international
principles and good practices of sound financial sys-
tems. Key actions undertaken during the financial year
included:
• Review by many national financial supervisory and

regulatory agencies of their ongoing procedures to
enhance oversight of financial sectors in light of
recent events, including with respect to highly lever-
aged institutions. 

• Review by the Basle Committee of gaps in existing
work, including data-related issues, dealing with
weak banks, safety nets, licensing, governance, and
legal and judicial issues; establishment of a task
force, with input from the IMF and World Bank, to
review the 1988 Capital Accord, which defines the
amount of capital international banks have to set
aside against different categories of loans; and
issuance by the Basle Committee of reports on stan-
dards for banks’ interactions with highly leveraged
institutions.

• The establishment of the Financial Stability Forum
to strengthen cooperation among international orga-
nizations, regulatory associations, and expert groups
with responsibilities in financial regulation and over-
sight, and review areas of vulnerability on an ongo-
ing basis. The forum set up three working groups to
focus on highly leveraged institutions, offshore
financial centers, and the potential problems for
countries associated with short-term capital flows.

• Actions by the IMF and the World Bank to ensure
effective collaboration, particularly with regard to
the financial sector (see Box 3). 

• Completion by the International
Accounting Standards Committee
(IASC) of its work program in
developing a core set of interna-
tional accounting standards that
could be adopted for international
cross-border listings. 

• Progress by the OECD in finaliz-
ing principles of corporate
governance.
In addition to the efforts on

developing standards and good prac-
tices, the legal environment in which
financial systems operate must be
efficient and effective. To this end,
several countries have taken welcome
actions to improve their bankruptcy
laws and procedures, but there is still
a need to press ahead more broadly
on this front. In this context, the
IMF staff has prepared a report on

orderly and effective insolvency procedures, which
identifies and discusses key issues that arise for all coun-
tries regarding the design and applicability of such pro-
cedures. The World Bank also intends to develop
guidelines for effective insolvency regimes for develop-
ing countries. In addition, the United Nations Com-
mission on International Trade Law (UNCITRAL)—
which has proposed a model law on cross-border insol-
vency and has contributed to the IMF report—has
expressed strong interest in collaborating with the IMF
and World Bank in this area. The Interim Committee,
in its April 1999 communiqué, welcomed the IMF’s
work in the area of insolvency laws and called on the
IMF to continue collaborating with the World Bank,
UNCITRAL, and other relevant institutions in pro-
moting effective insolvency systems. While noting the
voluntary nature of the new standards, the Committee
also encouraged countries to adopt them as they were
being developed.

Capital Account Issues
Although there is a broad consensus that financial inte-
gration, including capital account liberalization, brings
substantial benefits, such liberalization carries risks and
must be managed carefully. In 1998/99, the Board
took up the issue of capital account liberalization on
two occasions,12 with the later session—in March
1999—addressing members’ experiences with the use
of capital controls and their liberalization. The Board
agreed that:
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Box 3
Enhanced IMF–World Bank Financial Sector Collaboration

In recognition that more effective col-
laboration between the IMF and the
World Bank is important in strength-
ening financial systems, the Financial
Sector Liaison Committee (FSLC) was
established in September 1998 to
enhance such collaboration. The aim
of the collaboration is to ensure that
the IMF and the Bank deliver high-
quality, sound, and timely advice to
countries and that expert staff from
both institutions are used in the most
effective way.

The Committee has:
• initiated actions to enhance coordi-

nation of both IMF and Bank work
programs, developed guidelines and

procedures for information sharing,
and incorporated internationally rec-
ognized standards and sound prac-
tices in the work program; and

• agreed, in principle, to coordinate a
joint financial sector monitoring and
assessment program aimed at
improving evaluations of the health
and vulnerabilities of member coun-
tries’ financial systems. 
The Committee plans to develop

further the proposal for collaboration
in the form of jointly conducted
“financial system stability assessments”
that would draw on the resources and
feed into the work programs of both
institutions.

12Published as Capital Account Liberalization: Theoretical and
Practical Aspects, IMF Occasional Paper No. 172, by a staff team led
by Barry Eichengreen and Michael Mussa (Washington, 1999). 



• Capital account liberalization must be fully sup-
ported by a consistent macroeconomic framework,
including monetary and exchange rate policies, and
by an adequate institutional setup to strengthen the
ability of financial intermediaries and other market
participants to manage risk and to support monetary
and exchange rate policies.

• Notwithstanding this general principle, countries
had followed diverse approaches to the speed and
sequencing of capital account liberalization. Direc-
tors’ views also differed on the usefulness and effec-
tiveness of capital controls.
Experience from the crises of the last two years had

highlighted that, in many cases, poorly sequenced or
poorly supported liberalization and inconsistent mone-
tary and exchange rate policies lay behind the accumu-
lation of imbalances that preceded the crisis in
emerging markets. Excessive accumulation of short-
term debt and highly leveraged positions in the bank-
ing and corporate sectors left the economies vulnerable
to external shocks or a loss of confidence. Poor risk
assessments and herd behavior on the part of investors
also contributed to increased vulnerability.

The experience from the crisis also underscored that
once the financial turmoil began, and especially after it
intensified following the Russian crisis in August 1998,
even countries with seemingly appropriate policies were
buffeted by volatile international capital markets.
Countries that maintained consistent monetary and
exchange rate policies, and that supported liberalization
with financial sector reforms, were better able to handle
capital inflows and subsequent reversals.

While supportive of the aim of further liberalization
of capital flows, the Executive Board, at its March 1999
meeting, discussed the use and effectiveness of controls
and found it helpful to distinguish between controls
over capital outflows and over inflows.

Most Directors concluded that the reimposition of
controls on capital outflows was not an effective policy
instrument in a crisis. To be effective for even a short
time, controls had to be wide ranging and strict; yet
the more this was the case, the more likely they were to
interfere with commercial transactions and debt service
and, therefore, to discourage debt rollovers and new
inflows. Thus, resort to controls on outflows was gen-
erally seen as likely to increase the severity of the exter-
nal adjustment and have long-lasting damaging effects
on countries’ access to international finance. Several
Directors, however, considered that, in a crisis, the
reimposition of controls on capital outflows—together
with the appropriate involvement of the private sector
and in the context of a broader adjustment effort—
could play a useful role. 

There was considerably more debate over the effec-
tiveness of disincentives or controls on capital inflows.
Although the impact of such controls on the total vol-

ume of inflows was controversial, there was more evi-
dence supporting the view that with controls the com-
position of inflows shifts toward the longer end of the
market. Countries using controls on inflows, however,
had not avoided severe capital flow reversals when poli-
cies were inappropriate. Directors thus stressed that
controls on inflows were not a substitute for more fun-
damental policy action and, when adopted, had to be
part of a broader policy package. A case could be made
that controls on inflows might be justified on pruden-
tial grounds in situations of a weak domestic institu-
tional and regulatory environment, and as a means of
coping with external market pressures. Nevertheless, it
was emphasized that it was generally preferable to
address prudential difficulties directly to avoid the risk
to financial systems and the impact of capital controls
on the efficient mobilization and allocation of financial
resources.

In terms of next steps, Directors agreed that:
• To draw conclusions for best practices, IMF staff

would continue to refine its analysis and review the
experience of countries with the use (and the effec-
tiveness) of specific controls, as well as their experi-
ences with liberalizing different components of the
capital account.

• Further efforts would be made to ensure that IMF
surveillance focuses on the appropriate sequencing
of capital account liberalization, and that effective
safeguards are in place to help ensure the resilience
of the economy, particularly the financial sector, to
possible shocks. 

• Work to improve the reporting and monitoring of
capital flows would continue, including assisting
countries to improve monitoring of private sector
short-term flows, particularly with respect to inter-
bank credit lines.

Involving the Private Sector in 
Forestalling and Resolving Crises
The effort to better involve the private sector in crisis
prevention and resolution is seen as critical in bringing
about a more orderly adjustment process, limiting
moral hazard, strengthening market discipline, and
helping emerging market borrowers protect themselves
against volatility and contagion. In 1998/99, the IMF’s
Executive Board, together with the international com-
munity, considered various proposals for involving the
private sector.

The experience of the past two years suggests that
the case-by-case approach has achieved a degree of suc-
cess, although some Directors thought it would be
appropriate to adopt a framework for involving the pri-
vate sector in which rules would be clarified for private
financial markets ex ante. In large part, the approach in
such countries as Brazil, Indonesia, Korea, and Thai-
land relied on a combination of strengthened economic
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policies, official financing, and varying approaches to
the private sector. In Korea, Indonesia, and Ukraine,
moral suasion by the international community helped
secure continued private sector financing in support of
countries’ adjustment programs. Brazil reached volun-
tary agreement with commercial bank creditors to
maintain their exposure. As a result of such cooperative
efforts, exposures were maintained and some burden
sharing achieved, but questions remained as to the gen-
eral applicability of these efforts and whether they
could have adverse effects (see Box 4).

At a March 1999 discussion, the Executive Board
generally agreed that more had to be done to create
market-based incentives and instruments for the private
sector to remain involved.

Intensifying Efforts at Preventing Crises
Preventing financial crises is key and is the primary
responsibility of member countries working in collabo-
ration with the IMF and with the international com-
munity. In addition to implementing appropriate
macroeconomic and structural policies, countries’
efforts need to be aimed at improving the environment
for private sector risk assessment and decision making
by enhancing the flow of information and the regula-

tory environment, and by limiting implicit and explicit
guarantees to the private sector. Directors agreed on
the following main elements:
• Countries should maintain an appropriate debt pro-

file, by avoiding the excessive accumulation of short-
term debt or an excessively rigid debt structure, and
by ensuring adequate levels of both official reserves
and banking system liquidity to help provide for
orderly handling of a temporary reduction in capital
market access. Countries should establish or
strengthen systems for the high-frequency monitor-
ing of private external liabilities, to better monitor
short-term capital flows, and to provide early warn-
ing of emerging difficulties.

• Countries should exercise appropriate restraint with
respect to the official sector’s off-balance-sheet trans-
actions, including the use of financial derivatives, and
should ensure that the supervisory authorities take
account of financial entities’ vulnerability to financial
derivatives. The IMF staff will give more attention to
potential vulnerabilities associated with debt struc-
tures and financial derivatives in the context of both
surveillance and the use of IMF resources.

• Effective communication between emerging market
borrowers and private capital markets should be
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Box 4
Measures for Involving the Private Sector in Resolving Crises

Ex Ante Measures
Private contingent credit lines that
could be drawn on in times of diffi-
culty, if fairly priced, could provide
efficient insurance against adverse mar-
ket developments, including liquidity
risk, and could contribute to effective
burden sharing during periods of
stress. At the same time, in complex
financial markets, hedging strategies
of private financial institutions could
lead to offsetting transactions with the
country concerned, or shift pressures
to other markets, or both. Members
should be encouraged to explore con-
tingent credit lines with private finan-
cial institutions.

Call options in interbank credit lines
could provide a contractual basis for
extending maturities under specified
conditions. However, interbank credit
lines are often a key source of short-
term liquidity for countries, and the
triggering of such options could lead to
a loss of maturing short-term credit
lines in advance of a call, thereby wors-
ening liquidity difficulties.

Debt-service insurance, including
instruments commonly known as
“structured notes” that can be adapted
to generate a debt-service burden that
varies countercyclically against overall
economic developments of the coun-
try, could help reduce the risk of crisis.
Such instruments are more likely to be
feasible for members that have highly
concentrated exports (such as many oil
or primary commodities exporters),
where contracts can be linked mainly
to external developments.

Official guarantees of new debt
through full or partial guarantees of
new sovereign or private debt instru-
ments may hold promise at times
when market access is very limited,
for example, while emerging from a
crisis. Questions can be raised about
the effectiveness of guarantees, how-
ever. The World Bank recently
reviewed its experience with guarantees
and proposed a limited policy-based
guarantee program; the experience
with this program will be assessed at a
later date.

Other Measures
Concerted rollovers of external debt, in
Korea, against a background of hemor-
rhaging official reserves, successfully
stabilized a critical situation and facili-
tated a restructuring of interbank
claims into sovereign guaranteed
bonds. Korea’s success, however,
reflected some special circumstances
and could be difficult to replicate else-
where. In deciding on such operations,
the international community must pay
special care to the danger that con-
certed operations in one case could lead
creditors to withdraw credit lines in
advance of a crisis elsewhere for fear of
a concerted rollover.

Restructuring international sover-
eign bonds raises difficult issues, which
need to be considered case by case.
In practice, there is a trade-off
between the immediate cash flow
relief associated with bond restructur-
ing and the resulting reduction over
the medium term in the country’s
ability to mobilize resources from pri-
vate creditors.



maintained. Such contacts have proved their worth
during periods of market stress in Latin America.
The IMF should consider ways to help member
countries establish regular communication with their
creditors—including assessing along with other
international organizations the creation of creditor-
debtor councils—giving due attention to potential
problems such as insider information. The IMF is
also seeking to expand its regular contacts with
markets.

Measures to Facilitate 
Private Sector Involvement
Prevention needs to be buttressed by measures
designed and adapted ex ante to better ensure the
involvement of the private sector in crisis avoidance or
orderly resolution. Such measures put in place before
the event can help facilitate the orderly resolution of
balance of payments pressures. These include mecha-
nisms that effectively precommit private sector partici-
pants to maintain or provide additional net exposure,
or reduce debt-service burdens, in times of crisis, while
limiting moral hazard and the distortion to markets in
normal times. Mechanisms are also needed for dealing
with extreme situations when ex ante measures do not
deliver the needed support and it is not possible to
agree on an orderly refinancing or debt restructuring.

In considering options, two main principles are that
contracts should be honored and that care is required
to ensure that solutions adopted to help avoid or
resolve a crisis in one case do not have broader adverse
effects that could potentially cause more difficulties
than they solve.

In addition to proposals that would seek to reduce
any bias that might exist in the short-term interbank
credit markets, and to modify the terms of bond
contracts, several measures have been proposed (see
Box 4).

As of March 1999, agreement seemed to be emerg-
ing within the Board in three areas:

(1) Encourage the reassessment of capital standards
by the Basle Committee to include measures to reduce
the perceived bias toward short-term interbank credit
lines from industrial countries to emerging market
banks. (The Basle Committee on Banking Supervision
(BCBS) subsequently announced reforms of the Basle
Capital Accord in June 1999.)

(2) Move forward with modification of bond con-
tracts. This could be done by including sharing clauses,
provisions for the modification of terms by qualified
majorities, and collective representation provisions, or
other modifications to achieve the same objectives.
British-style trust deed bonds contained such clauses
and could serve as a useful model for future issues, but
they were not the only model. While consideration was
being given to this issue in other forums, little progress

had occurred. This suggests that some form of con-
certed action by major industrial countries to encour-
age emerging market borrowers to modify the terms of
their new issues was required. Another approach would
be to rely upon a demonstration effect, through the
inclusion of new contractual terms in international
bond issues by the Group of Ten. This would seek to
establish the new instrument as an industry standard
and could reduce the costs associated with its use. 

Consideration should also be given to a coordinated
regulatory requirement for new sovereign issues admit-
ted to domestic markets to meet specified minimum
conditions regarding contractual provisions. A con-
certed regulatory approach, intended to reflect systemic
concerns, may go beyond the traditional role of secu-
rity market regulators to protect investors. For its part,
the IMF would encourage members to include terms
that would facilitate restructuring in bond issues. These
steps could be complemented by efforts to build a con-
sensus in support of these changes among the financial
institutions involved in issuing and underwriting sover-
eign bonds.

(3) Consider contingent financing and debt-service
insurance. Borrowers should explore with their credi-
tors possibilities for private contingent credit lines13

and other debt instruments that provide additional liq-
uidity, or reduce debt-service burdens, in periods of
severe balance of payments difficulties.

In extreme situations, if ex ante mechanisms put in
place fail to deliver the needed support in sufficient
amounts, efforts to reach agreement on voluntary debt
restructuring fail, and pressures in the external accounts
do not abate, members may be faced with a need to
consider some combination of a default on sovereign
bonds and the imposition of exchange controls. Such
measures could interrupt the ability of nonsovereign
states to service their external debts. There is little
modern experience with restructuring sovereign bonds
or with renegotiating private debt caught up in
exchange controls, so it is difficult to predict how the
process would unfold. To permit the IMF to support a
member’s adjustment policies during the possibly pro-
tracted period of debt negotiations that could follow
such action, the IMF’s financing assurances and arrears
policies have been modified so as to permit the IMF to
lend, case by case, into arrears. Certain issues remain
for the Board to resolve, however, regarding the condi-
tions under which the IMF would proceed.

Ways must also be explored to ensure that, in
extreme situations, the process of debt negotiation fol-
lowing default, even if protracted, remains orderly.
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13Argentina and South Africa, among others, have entered into
financing agreements with consortiums of foreign commercial banks
with the aim of creating a mechanism to provide liquidity in times of
crisis. 



Some Directors felt that there was little danger of cred-
itors resorting to litigation on a scale that could effec-
tively disrupt a country’s adjustment efforts, or the
capacity of the IMF to support those efforts. Others,
however, saw a possibility that creditor litigation could
block progress toward orderly debt restructuring and
challenge the IMF’s ability to provide effective support
for a member’s adjustment efforts. Against this back-
ground, further consideration could be given to the
possibility of adopting some mechanism to allow the
official community to endorse a temporary stay on
creditor litigation, possibly through an amendment of
Article VIII, Section 2(b) of the IMF’s Articles of
Agreement.

The Interim Committee, at its April 1999 meeting,
asked the Board to continue its work on all of these
issues, including on ways to ensure more orderly debt
workouts.

Systemic Issues
In strengthening the architecture of the international
financial system, several Board discussions in 1998/99
addressed a number of systemic issues. In these discus-
sions, the IMF’s objective was to contribute to the
analysis of exchange rate regimes, propose ways to
improve the functioning of the financial system, and
adapt its financial facilities, resources, and organization
to the evolving international monetary system.

Implications of Capital Mobility and
Exchange Rate Volatility
The profound changes that the international monetary
and financial system has undergone since the Bretton
Woods agreement, in particular over the last two
decades, raise broad systemic issues. In the preliminary
discussion on IMF-supported programs in East Asia,
one lesson drawn was that the stable exchange rates of
the countries affected may have led borrowers and
creditors alike largely to disregard currency risks, per-
ceiving that they were implicitly guaranteed against
related losses. Adoption of a more flexible exchange
rate regime is no panacea, however, and regardless of
the regime, vulnerabilities will continue to exist and
standards for strengthened financial systems and
improvements in transparency will still be required.

Before the 1999 Annual Meetings, the Board plans
to address these issues. In the area of exchange rate
regimes, the focus will be on the volatility of the
exchange value of major currencies, the scope for mea-
sures to moderate such volatility, and the consequences
for the exchange rate policies of emerging market
economies. As for asset markets, the focus will be on
the systemic aspects of major swings in capital flows to
developing countries and on possible general, systemic,
measures to moderate the boom phase of the cycle on
the side of lenders as well as of borrowers, including

some of the measures discussed above for strengthen-
ing financial systems and improving transparency and
accountability.

Developing IMF Facilities
Progress was made in 1998/99 in adapting the IMF’s
facilities to the new international environment. The
Board reviewed the Supplemental Reserve Facility in
January 1999 with an eye to ensuring that the IMF
would be ready to respond promptly and effectively to
a member’s need for balance of payments financing.

At the same time, the IMF also explored ways in
which it could support members whose economies are
fundamentally sound and well managed but that are
concerned about the potential effects of contagion on
their access to capital markets. In this regard, the Board
agreed in April 1999 to establish the instrument of
Contingent Credit Lines. This addition to the Supple-
mental Reserve Facility is intended to play an important
role in preventing crises, including by creating further
incentives for the adoption of strong policies and
adherence to internationally recognized standards,
encouraging the constructive involvement of the pri-
vate sector, and thereby reducing the risks of financial
market contagion (see Box 5).

Strengthening IMF Resources
To play its role in safeguarding the stability of the
international monetary system effectively, the IMF
needs sufficient financial resources. To this end, impor-
tant actions were taken during the financial year:
• The New Arrangements to Borrow  came into force

on November 17, 1998. The combined amount of
resources available to the IMF under the NAB and
the General Arrangements to Borrow is SDR 34 bil-
lion (about $46 billion), double the amount under
the GAB alone. 

• The IMF quota increase under the Eleventh General
Review of Quotas came into effect on January 22,
1999, raising overall quotas to SDR 212 billion
(about $290 billion) from SDR 146 billion (about
$200 billion). The increase in usable quota resources
enabled repayment of amounts borrowed earlier
under the GAB and NAB. At the end of April 1999,
the IMF’s liquidity ratio stood at 89 percent, com-
pared with 45 percent a year earlier.
Beyond these actions, a special SDR allocation has

been proposed, through an amendment of the IMF’s
Articles of Agreement, and is in the process of accep-
tance by the IMF’s membership. Securing full financ-
ing for the ESAF and the IMF’s participation in the
HIPC Initiative remains a major challenge, however.
Further efforts are urgently needed to ensure that the
IMF has adequate resources to support the structural
adjustment programs of the poorest member countries
and to provide agreed debt relief.
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Institutional Reform and Strengthening or
Transforming the Interim Committee 
During the financial year, the Board considered pro-
posals for strengthening the Interim Committee or
transforming it into a policymaking Council of the
IMF’s Board of Governors. Directors held diverse
views on the Council. Most Directors, at a March 1999
discussion, were still unconvinced of the merits of
establishing a Council, noting that the Interim Com-

mittee—despite the absence of decision-making pow-
ers—in effect already discharged the responsibilities
envisaged for the Council. Several felt that the current
institutional structures provided the necessary legiti-
macy and accountability, and that emphasis should be
placed on enhancing these structures, as well as, more
broadly, on the pressing issue of reform of the interna-
tional monetary system. Some Directors thought that
further analysis was needed to come to a judgment on
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Box 5
To Tighten Defenses Against Contagion, IMF Establishes Contingent Credit Lines

At the end of April 1999, the Execu-
tive Board agreed to provide Contin-
gent Credit Lines (CCL) for member
countries with strong economic poli-
cies as a precautionary line of defense
readily available against future balance
of payments problems that might arise
from international financial contagion.
The approval of financing under the
CCL would signal the IMF’s confi-
dence in the member’s economic
policies and in the member’s determi-
nation to adjust them as needed should
contagion hit.

The CCL was established for a two-
year period and will be reviewed after
one year’s experience. It is intended to
serve as a new instrument of crisis pre-
vention by:
• creating further incentives for mem-

bers to adopt strong policies, notably
debt management and sustainable
exchange rate policies, and adhere to
internationally accepted standards;

• encouraging the constructive
involvement of the private sector,
thereby containing the risks of finan-
cial market contagion while taking
into account the potential impact on
the IMF’s liquidity; and

• signaling the IMF’s willingness to
provide financing to a member
struck by contagion.
The CCL provides short-term

financing to help members overcome
the exceptional balance of payments
financing needs that can arise from a
sudden and disruptive loss of market
confidence owing to contagion—that
is, circumstances that are largely
beyond the member’s control and arise
primarily from adverse developments in
international capital markets conse-
quent upon developments in other
countries. It takes the form of an addi-

tion to the IMF’s existing decision on
the Supplemental Reserve Facility
(SRF). A key difference is that the SRF
is to be used by members already in the
throes of a crisis, whereas the CCL is a
preventive measure intended solely for
members concerned about potential
vulnerability to contagion but that
are not facing a crisis at the time of
commitment.

The IMF has ensured the effective
use and safeguarding of IMF resources
by establishing the following criteria for
access to the CCL:
• at the time of Board approval of a

commitment of CCL resources, the
member is implementing policies
considered unlikely to give rise to a
need to use IMF resources and is not
already facing contagion-related bal-
ance of payments difficulties;

• the member’s economic perfor-
mance has been assessed positively
by the IMF in the last Article IV
consultation and thereafter, taking
into account its progress in adhering
to relevant internationally accepted
standards; in particular, the member
should have subscribed to the Spe-
cial Data Dissemination Standard
and be judged to be making satisfac-
tory progress toward meeting its
requirements;

• the member should be maintaining
constructive relations with private
creditors with a view to facilitating
appropriate private sector involve-
ment and should have made satisfac-
tory progress in limiting external
vulnerability through management
of its external debt and international
reserves; and

• the member should submit a satis-
factory economic and financial pro-
gram, including a quantified

framework, which the member
stands ready to adjust as needed. 
When a member requests actual use

of CCL resources, a special “activa-
tion” review will be conducted expedi-
tiously by the Board. At such reviews,
the Board needs to ascertain that the
member, having successfully imple-
mented its program to date, is never-
theless severely affected by a crisis
stemming from contagion and is com-
mitted to adjusting its policies as
needed.

The CCL is not subject to general
IMF access limits, but commitments
under the CCL are expected to be in
the range of 300–500 percent of the
member’s quota in the IMF, unless
otherwise warranted by exceptional cir-
cumstances, and with due regard to the
IMF’s liquidity position.

CCL commitments are to be made
for up to one year. At the time of the
special activation review, the Board
would decide on the amount to be
released immediately and on the phas-
ing of the balance remaining and the
associated conditionality. Countries
drawing under the CCL are expected
to repay within one to one and one-half
years of the date of each disbursement
(the Board may extend this repayment
period by up to one year). During the
first year following the first drawing of
CCL resources, the member will pay a
surcharge of 300 basis points above the
rate of charge on regular IMF draw-
ings. (The rate of charge is a weighted
average of short-term interest rates in
the domestic money markets of the five
countries whose currencies make up the
SDR valuation basket.) The surcharge
increases by 50 basis points every six
months thereafter up to a maximum of
500 basis points.



the establishment of a Council and noted the need to
explore the impact of the Council on the work and
responsibilities of the Executive Board. A few other
Directors, however, felt it was important to involve
IMF members at a political level to make decisions on
key strategic issues. These Directors felt that, in partic-
ular, this would strongly underline legitimacy and own-
ership in the IMF’s decisions and the accountability of
the institution.

At its April 27, 1999, meeting, the Interim Com-
mittee agreed that the IMF should remain at the center
of the international monetary system, while improving,
in a pragmatic manner, the modus operandi of its insti-
tutional components and its cooperation with other
institutions and forums. The Committee asked the
Executive Board to explore further the scope for insti-
tutional improvements, including the Interim Commit-
tee, and to report back at its fall 1999 meeting.
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Central to the IMF’s purposes and operations is
its oversight of the effective operation of the interna-
tional monetary system. Accordingly, the IMF’s Arti-
cles of Agreement direct it to exercise firm surveillance
over the exchange rate policies of its member countries.
To carry out this mandate, the IMF typically analyzes
the appropriateness of each country’s economic and
financial policies for achieving orderly economic
growth and assesses the consequences of these policies
on other countries and for the global economy. In
recent years, fundamental shifts in the global econ-
omy—such as the rapid growth of private capital mar-
kets, increased regional and monetary integration, and
the implementation of current account convertibility
and market-oriented reform in many countries—have
heightened the importance of effective and timely sur-
veillance. These changes are being mirrored in
increased responsibilities for the IMF (see Box 6).

Typically, IMF surveillance has focused on encour-
aging countries to correct macroeconomic imbalances,
reduce inflation, and undertake key trade, exchange,
and other market reforms. But depending on the situa-
tion in each country, a much broader array of structural
and institutional reforms—so-called second-generation
reforms—have increasingly been seen as necessary for
countries to establish and maintain private sector confi-
dence and lay the groundwork for sustained growth.
These areas include strengthening the efficiency of the
financial sector, improving data collection and disclo-
sure, making government budgets and monetary and
financial policy more transparent, promoting the
autonomy and operational independence of central
banks, and promoting legal reforms and good gover-
nance. (Chapter 5 discusses initiatives in many of these
areas.)

Traditionally, the IMF has conducted surveillance
on two levels:
• Bilaterally—through Article IV consultations, gener-

ally conducted annually, with member countries;
and

• Multilaterally—through reviews of developments in
the international monetary system based principally

on the staff’s World Economic Outlook exercises
and its periodic discussion of developments in inter-
national capital markets and financial systems. (See
Chapters 2 and 3 for reviews of these Board
discussions.)
More recently, the IMF has also undertaken surveil-

lance on a regional basis, for example, through its dis-
cussion of developments in the European Economic
and Monetary Union and in the West African Eco-
nomic and Monetary Union. Also, in 1998/99, the
Board discussed the experience to date with growth
and disinflation in the economies in transition to mar-
ket-oriented systems.

To ensure more continuous and effective surveil-
lance, the Board supplements its scheduled, systematic
monitoring with regular informal sessions—sometimes
monthly, or even more frequently—on significant
developments in selected countries and regions. In
1998/99, in addition to its discussions on Article IV
consultations with member countries, which took 173
hours of Board time, the Board met 29 times—a total
of over 87 hours—on policy issues related to surveil-
lance (including discussions of the World Economic
Outlook, transparency in members’ policies and surveil-
lance, and staff-monitored programs). The Board also
meets regularly to discuss world economic and financial
market developments. These continuing assessments by
the Board inform and guide the work of IMF staff on
member countries and are communicated to national
authorities by Executive Directors.

Bilateral Surveillance
The IMF conducts consultations with its member
countries, as mandated under Article IV of its Articles
of Agreement, generally every year, to review each
member’s economic developments and policies. An
IMF staff team visits the country, collects economic
and financial information, and discusses with the
authorities the economic developments that occurred
since the last such visit, and the monetary, fiscal, and
structural policies that the country is following. The
Executive Director for the member country usually par-

Surveillance
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ticipates. The staff normally prepares a concluding
statement or memorandum summarizing the discus-
sions with the mission and leaves this statement with
the authorities. If a country decides to release the staff’s
concluding statement to the public, the IMF makes the
statement available on its website. Back at IMF head-
quarters, the staff prepares a detailed written report
describing the economic situation in the country and
evaluating the country’s policy stance. The Executive
Board then discusses this report. The views expressed
by the Directors during the meeting are summarized by
the Chairman of the Board (the Managing Director),
and the summary is later issued as an IMF “summing
up.” The IMF sends the summing up to the country as
the record of what was said at the meeting and, if the
country agrees, also releases the summing up to the
public, together with introductory background mater-
ial, as a Public Information Notice. In 1998/99, the
Board conducted 125 Article IV consultations with
member countries, 91 of which resulted in the issuance
of a PIN (see Table 4); PINs are also available on the
IMF’s website.14

In addition to Article IV consultations, the Board
carries out surveillance in its discussions of ongoing
IMF financial arrangements in support of members’
economic programs and financial arrangements
intended as precautionary. Other means of surveillance
are informal staff-monitored programs and the
enhanced surveillance procedure.
• Precautionary Arrangements. Members agree with

the IMF on a Stand-By or Extended Arrangement 

but do not intend to use resources
committed under these arrange-
ments unless circumstances war-
rant. The country has the right,
however, to draw on the resources
provided it has met the conditions
agreed upon in the arrangement.
Such arrangements help members
by providing a framework for eco-
nomic policy and highlighting the
IMF’s endorsement of its policies,
thereby boosting confidence in
them. They also assure the coun-
try that IMF resources will be
available if needed and provided
the agreed conditions are met.

• Informal Staff-Monitored Pro-
grams. Under these programs, the
IMF staff monitors the country’s
economic program and meets reg-
ularly with the country’s authori-
ties to discuss the policies 

undertaken. The IMF does not, however, formally
endorse the member’s policies or provide financial
assistance under such programs (see also Chapter 7). 

• Enhanced Surveillance. This involves close and for-
mal monitoring by the IMF, without constituting
formal IMF endorsement of the member’s economic
policies. The procedure was initially established to
facilitate debt-rescheduling arrangements with com-
mercial banks, but it has also been used in other
situations. 

Global and Regional Surveillance
During the financial year, the Executive Board met on
three occasions to discuss the World Economic Out-
look and twice to consider reports on developments in
international capital markets (see Chapters 2 and 3).
On regional surveillance, the Board considered a wide
range of issues related to the European Economic and
Monetary Union during the year, as well as develop-
ments in the West African Economic and Monetary
Union.

European Economic and Monetary Union
In April 1998, the Interim Committee welcomed the
creation of the European Economic and Monetary
Union as one of the most important international mon-
etary developments in the post–Bretton Woods period.
EMU was expected to have powerful implications for
the international monetary system, based on the
promise of a dynamic and integrated economy of 300
million people. Its single currency, the euro, backed by
strong macroeconomic policies and a European Central
Bank committed to low inflation, held the promise of
gaining importance second only to the U.S. dollar.
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Box 6
External Evaluation of IMF Surveillance

Because surveillance is so central to the
IMF’s activities, the Executive Board,
in mid-1998, agreed to engage a group
of three independent external experts
to conduct an evaluation of IMF sur-
veillance over members’ policies, to
assess the effectiveness of such surveil-
lance, and to make recommendations
for improvements. The experts were
requested to include in their evaluation
all channels and instruments of IMF
surveillance.

The external evaluation addresses
four broad questions:
• How effective is surveillance in iden-

tifying the macroeconomic, struc-
tural, and financial weaknesses and
imbalances in member countries and

in the world economy that obstruct
sustainable noninflationary economic
growth and external viability?

• Are the policy recommendations of
the Board and the IMF staff rele-
vant, realistic, and timely?

• What impact do these recommenda-
tions have on members’ policies?

• How appropriate are the surveil-
lance procedures, the resources and
staff skills employed, the interac-
tions with member country authori-
ties, and the ways in which the
Executive Board’s surveillance con-
clusions are disseminated? 
The outside experts began their work

in July 1998 and are expected to com-
plete their report in the summer of 1999.

14The PINs are also published three times a year as IMF Economic
Reviews.
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Albania May 13, 1998 —
Algeria July 24, 1998 August 24, 1998
Angola February 24, 1999 —
Argentina March 3, 1999 March 11, 1999
Australia October 28, 1998 November 17, 1998
Austria June 17, 1998 June 24, 1998
Azerbaijan June 26, 1998 August 17, 1998
Bangladesh October 28, 1998 —
Belarus July 24, 1998 —
Belgium February 12, 1999 March 8, 1999
Belize August 28, 1998 September 22, 1998
Benin July 6, 1998 October 23, 1998
Bolivia September 18, 1998 October 2, 1998
Bosnia and Herzegovina May 29, 1998 July 14, 1998
Brunei Darussalam January 6, 1999 —
Bulgaria February 19, 1999 March 10, 1999
Burkina Faso May 18, 1998 June 12, 1998
Burundi January 8, 1999 January 28, 1999
Cambodia March 17, 1999 April 6, 1999
Cameroon April 7, 1999 April 15, 1999
Canada January 22, 1999 February 5, 1999
Central African Republic July 20, 1998 August 11, 1998
Chad March 29, 1999 May 14, 1999
Chile January 25, 1999 February 3, 1999
China, P.R. of July 29, 1998 —
Colombia December 9, 1998 December 11, 1998
Croatia July 10, 1998 July 27, 1998
Cyprus July 24, 1998 August 14, 1998
Djibouti June 1, 1998 —
Dominica August 25, 1998 September 22, 1998
Egypt January 11, 1999 —
Eritrea July 13, 1998 —
Fiji September 14, 1998 October 1, 1998
Finland August 28, 1998 September 10, 1998
France October 28, 1998 November 11, 1998
Gabon January 15, 1999 —
Georgia July 27, 1998 September 11, 1998
Germany September 2, 1998 September 18, 1998
Ghana December 2, 1998 January 12, 1999
Greece August 5, 1998 August 10, 1998
Grenada March 23, 1999 April 2, 1999
Guatemala May 27, 1998 —
Haiti July 20, 1998 September 10, 1998
Honduras September 14, 1998 —
Hong Kong SAR January 29, 1999 February 11, 1999
Hungary February 22, 1999 March 4, 1999
India August 31, 1998 September 22, 1998
Indonesia March 25, 1999 April 13, 1999
Iran, Islamic Republic of March 19, 1999 —
Ireland October 14, 1998 October 22, 1998
Israel March 12, 1999 March 23, 1999
Jamaica July 15, 1998 August 10, 1998
Japan August 5, 1998 August 13, 1998
Jordan April 15, 1999 —
Kazakhstan June 24, 1998 July 1, 1998
Kenya May 22, 1998 —
Korea May 29, 1998 June 19, 1998
Kuwait January 29, 1999 February 22, 1999
Kyrgyz Republic March 3, 1999 March 29, 1999
Lao People’s Dem. Rep. June 15, 1998 July 7, 1998
Libya February 25, 1999 —
Lithuania July 13, 1998 July 21, 1998
Luxembourg May 13, 1998 June 1, 1998

Macau March 25, 1999 May 7, 1999
Macedonia, FYR June 19, 1998 —
Madagascar February 8, 1999 March 2, 1999
Malawi December 17, 1998 December 30, 1998
Mali February 10, 1999 February 25, 1999
Marshall Islands June 26, 1998 —
Mauritania January 29, 1999 —
Mauritius June 1, 1998 June 29, 1998
Mexico September 4, 1998 —
Micronesia, Federated 

States of June 26, 1998 August 27, 1998
Mongolia November 23, 1998 —
Myanmar June 5, 1998 —
Namibia January 8, 1999 —
Nepal February 8, 1999 February 24, 1999
Netherlands June 12, 1998 June 24, 1998
Niger August 28, 1998 —
Nigeria June 12, 1998 —
Norway January 15, 1999 February 1, 1999
Oman June 10, 1998 July 21, 1998
Pakistan January 14, 1999 January 27, 1999
Panama December 16, 1998 January 5, 1999
Paraguay January 8, 1999 January 29, 1999
Peru June 3, 1998 June 22, 1998
Poland March 11, 1999 April 8, 1999
Portugal October 26, 1998 November 2, 1998
Romania September 15, 1998 October 6, 1998
Rwanda June 24, 1998 September 1, 1998
Samoa February 17, 1999 March 12, 1999
San Marino February 25, 1999 March 11, 1999
São Tomé and Príncipe July 13, 1998 —
Saudi Arabia July 1, 1998 —
Senegal November 25, 1998 —
Seychelles July 17, 1998 —
Singapore March 15, 1999 March 26, 1999
Slovenia January 7, 1999 January 22, 1999
Solomon Islands June 10, 1998 July 16, 1998
South Africa July 17, 1998 September 2, 1998
Sri Lanka July 27, 1998 August 12, 1998
St. Lucia March 23, 1999 April 8, 1999
Swaziland January 11, 1999 March 8, 1999
Sweden September 14, 1998 September 25, 1998
Switzerland February 22, 1999 March 1, 1999
Syrian Arab Republic June 15, 1998 —
Tajikistan December 17, 1998 December 21, 1998
Tanzania February 8, 1999 March 31, 1999
Thailand June 10, 1998 June 25, 1998
Tonga October 23, 1998 November 9, 1998
Trinidad and Tobago June 15, 1998 June 24, 1998
Tunisia June 17, 1998 June 26, 1998
Turkey August 6, 1998 August 13, 1998
Turkmenistan June 19, 1998 —
Ukraine March 26, 1999 April 27, 1999
United Arab Emirates November 4, 1998 —
United Kingdom March 3, 1999 March 7, 1999
United States August 3, 1998 August 7, 1998
Uruguay September 3, 1998 September 18, 1998
Uzbekistan September 4, 1998 —
Vanuatu August 5, 1998 September 16, 1998
Venezuela June 17, 1998 —
Yemen, Republic of March 23, 1999 April 15, 1999
Zambia March 25, 1999 April 29, 1999

Table 4
Article IV Consultations Concluded in 1998/99

Country Board Date PIN Issued              Country Board Date PIN Issued



Foreseeing wide-ranging changes, the Interim Com-
mittee requested the Executive Board to examine fur-
ther the implications of EMU for IMF operations.

The Board met on several occasions during
1998/99 to discuss various EMU-related issues. It dis-
cussed the economic policy challenges facing the euro
area; the operational and legal aspects of EMU for the
IMF; euro-area monetary and exchange rate policies in
the context of Article IV consultations with euro-area
countries and discussions with the European Central
Bank; and the impact of EMU on selected non-EU
countries.

Policy Challenges Facing the Euro Area 
At an August 1998 meeting, Directors discussed the
policy challenges facing the euro area. In many ways,
they noted, circumstances were favorable to the intro-
duction of the euro on January 1, 1999, as the eco-
nomic recovery in the euro area appeared to have
gathered greater momentum and was increasingly dri-
ven by domestic demand. Moreover, low inflation and
substantial reduction of fiscal imbalances would, if sus-
tained, help Europe achieve the extended growth
needed to make inroads into its chronic unemployment
problem. But several Directors emphasized that to
reduce unemployment to acceptable levels, and ensure
the lasting success of EMU, much remained to be done
to improve the flexibility of labor and product markets.
Against this background, the Board considered how
policies could best consolidate the achievements in eco-
nomic convergence to date and capitalize on them.

The euro area was well equipped to deal with eco-
nomic policy challenges, with three pillars for ensuring
effective policy coordination: the ECB, with its man-
date of price stability; the Stability and Growth Pact
(see Box 7), which embodied a commitment to sound
fiscal policies; and the multilateral scheme for surveil-

lance over labor policies agreed to at
meetings of the European Council in
June 1997 in Amsterdam, and in
Luxembourg in November and
December 1997. In this regard,
Directors recognized that the final
responsibility for individual fiscal and
structural policies would remain at
the national level.

Establishing credibility was a key
challenge facing the ECB, Directors
agreed. While the impressive perfor-
mance of the national central banks
in recent years provided a basis for
confidence in this regard, many
Directors cited some initial chal-
lenges in setting up a workable
framework to guide monetary policy.
The ECB would need to adjust its

policy instruments pragmatically and explain clearly,
frequently, and transparently the factors influencing its
policies so as to clarify to the markets and the broader
public the consistency of its actions with its mandate to
ensure price stability in the euro area. Several Directors
considered that cyclical divergences should not pose a
major problem for monetary policy; they would dimin-
ish over time as a common monetary policy was imple-
mented and as economic integration proceeded.

The conduct of national fiscal and structural policies
was critical, not only for economic prospects in individ-
ual economies, but also for the euro area as a whole, as
national policies would have inevitable spillover effects
on other countries via their implications for the single
monetary policy and the exchange rate of the euro.
Several Directors observed that a number of cyclically
advanced economies were either pursuing expansionary
fiscal policies in 1998 or not taking sufficient advantage
of favorable cyclical conditions to strengthen their
medium-term fiscal policies. Tighter fiscal policies in
these countries would help prevent the emergence of
appreciable inflation differentials and real exchange rate
swings with the union.

Allowing fiscal policy to play an effective counter-
cyclical role was important for moderating cyclical
swings in demand at the national level, thereby helping
keep cyclical divergences in check in the future. Against
the background of past tendencies toward procyclical
fiscal policies, Directors saw as critical a commitment to
the Stability and Growth Pact’s goal of providing coun-
tries room to deal with normal cyclical divergences
while keeping general government deficits below 3 per-
cent of GDP.

Consistent with the Stability and Growth Pact, a
medium-term fiscal position of near balance was appro-
priate at the time for most countries, although sur-
pluses were warranted in a few countries. Although a
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Box 7
The Stability and Growth Pact

In June 1997, the European Council
concluded negotiations on the Stability
and Growth Pact to secure budgetary
discipline in member states during the
final stage of the European Economic
and Monetary Union. The Pact covers
both the implementation of the exces-
sive deficit procedure specified in the
Maastricht Treaty and the medium-
term surveillance of fiscal policies. 

Under the excessive-deficit proce-
dure, EU countries that breach the 3
percent of GDP reference value for the
general government deficit are deemed
to be in excessive deficit, unless excep-

tional circumstances apply, and will
receive advice from the Economic and
Financial Council of Ministers of the
European Union (ECOFIN) on cor-
recting the excessive deficit. Failure to
follow up effectively on this advice will
result in fines for countries in the euro
area. 

Countries are also expected to sub-
mit medium-term stability programs,
updated annually, that identify how
governments plan to meet and main-
tain the Pact’s medium-term objective
of general government positions that
are near balance or in surplus.



less ambitious medium-term fiscal target might be suf-
ficient to provide room for the automatic stabilizers in
normal cyclical fluctuations, a number of considerations
warranted going beyond this; these included adequate
scope for discretionary countercyclical policies and of
providing room for dealing with interest rate shocks,
general uncertainty in the measurement of output gaps,
and helping prepare public finances for the longer-term
challenges associated with population aging.

Although there were some differences across coun-
tries, the convergence process in recent years had
brought the euro area much closer to a satisfactory
medium-term position. Nevertheless, the deterioration
in the projected general government primary structural
balances, especially for 1998, pointed to the still-signif-
icant risk that some countries would not achieve the
medium-term goal of the Stability and Growth Pact
and that some policymakers might focus too much on
actual rather than cyclically adjusted deficits, leading
them to introduce expansionary measures during eco-
nomic upswings.

Against this background, Directors thought that
governments needed to provide convincing evidence in
their budgets for 1999 and in the stability programs to
be presented to the EU’s Council of Economic and
Finance Ministers by the end of 1998 that fiscal posi-
tions would be brought into line with the medium-term
goal of near balance, or surplus, not later than 2001.
This was particularly important for those countries with
high levels of public debt. The objective would entail a
relatively moderate pace of fiscal adjustment, providing
the opportunity to focus also on reform of fiscal sys-
tems—including pension and welfare schemes—as part
of a broad package of structural reforms addressing the
root causes of Europe’s high unemployment and low
labor participation rates. Directors noted that spending
reforms could have a direct impact on incentives in the
labor market, but they were also essential for creating
scope for cuts in taxes and social security contributions.
Initial reforms, the Board believed, should focus on
reductions in primary expenditures.

At their August 1998 discussion, Directors under-
scored the importance of complementing fiscal reforms
with other structural changes aimed at enhancing the
flexibility of the real economy. Accelerated action was
needed to achieve greater product and labor market
flexibility to help reduce the high level of structural
unemployment. Many Directors observed that coun-
tries had made progress in addressing structural rigidi-
ties, but it was not sufficient to have a noticeable
impact on structural unemployment in most countries.
It was essential, in the Board’s view, that institutional
and market structures also allow sufficient flexibility to
deal with asymmetric shocks.

In view of the key role of national economic policy-
making in determining the overall policy mix in the

euro area, and the associated potential for spillover
effects, Directors emphasized the importance of effec-
tive coordination of national economic policies. Some
Directors, however, thought that current practice in
the European Union, bolstered by the Stability and
Growth Pact, balanced appropriately the need to limit
policy spillovers with the need to provide scope to
adapt policies to national circumstances. Directors
underlined the role that IMF regional surveillance
could play in fostering a desirable overall stance of poli-
cies and an appropriate policy mix. Such efforts had to
be complemented by IMF consultations with individual
countries.

In reflecting on the course of interest rates in the
future, Directors observed that, for the euro area as a
whole, a slack-absorbing recovery (as of the end of
August 1998) was still in its early stages and that con-
siderable spare capacity remained. Moreover, price
inflation was low; developments in wages and monetary
aggregates gave little ground for concern about infla-
tion prospects; and the historically low long-term inter-
est rates indicated that fears of inflation were also
absent from the markets. These considerations on their
own warranted keeping short-term interest rates in the
core countries of the exchange rate mechanism (ERM)
stable, with rates in other euro-area countries converg-
ing toward this level. Directors pointed to downside
risks associated with developments in Russia and Asia,
as well as the weakening in several emerging markets,
which argued against premature tightening of mone-
tary policy; an increase in interest rates would, there-
fore, have to await a further maturing of the recovery
and a clearer indication of the effects of external fac-
tors. The Board agreed to a wait-and-see approach to
interest rate policy.

Operational and Legal Aspects for the IMF
In September 1998, the Board discussed the opera-
tional and legal aspects of EMU for the IMF. The
transfer of monetary powers by members of the euro
area to EMU institutions, Directors agreed, would not
affect their countries’ legal relationship with the IMF
under its Articles of Agreement, as the IMF is a coun-
try-based institution. Euro-area members would remain
members of the IMF in their own individual capacity as
countries. Nevertheless, the exercise of the individual
rights and fulfillment of the obligations of members
may be affected by the adoption of a common currency
and the transfer of competencies to common institu-
tions within the euro area.

With regard to operational aspects of EMU for IMF
surveillance, Directors noted that EMU, and particu-
larly the adoption of a single monetary policy under the
responsibility of an independent European Central
Bank, had important implications for IMF surveillance.
As economic policies of the euro area would have
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important effects on other countries, Directors agreed
that the IMF’s responsibility to conduct surveillance
over members’ external and exchange rate policies
required intensifying discussions with EU and euro-
area institutions, especially the ECB.

Directors agreed that while Article IV consultations
with euro-area members would proceed as usual, these
could not be completed without discussion of such
core policies as monetary and exchange rate policies
that fall within the IMF’s mandate. It was decided,
therefore, that discussions with the representatives of
the relevant EU institutions—the ECB, and also the
Council of Ministers and the Economic and Financial
Committee, especially on matters related to the policy
mix and the exchange rate—would need to take place
as part of Article IV consultations with individual euro-
area countries. The modalities envisaged included
twice-yearly staff discussions with the EU institutions
responsible for common policies in the euro area, and
an annual IMF staff report and Board discussion on the
monetary and exchange rate policies of the euro area in
the context of Article IV consultations with these coun-
tries. To the extent possible, the discussions with indi-
vidual euro-area countries would be clustered around
the discussions with the EU institutions.

To provide transparency on the IMF’s surveillance
of EMU, Directors agreed that, subject to the consent
of the members concerned, Public Information Notices
could be issued following the conclusion of the Board
discussion on euro-area surveillance.

Directors agreed that effective communication of
relevant EU institutions’ views in Board discussions
would be important for enhancing IMF surveillance
over the euro area, and they called for granting the
ECB observer status at the IMF (see Box 8). Directors

highlighted the implications for national and regional
data and information provision to the IMF from the
move to the euro and directed the staff to make the
necessary arrangements, particularly with the ECB and
the Statistical Office of the European Union (Euro-
stat), for regular and timely transfer of data sets.

Euro-Area Monetary and Exchange Rate Policies
In March 1999, following the January 1 launch of the
euro, Executive Directors discussed for the first time
the monetary and exchange rate policies of the euro
area in the context of Article IV consultations with
euro-area countries. EMU offered participating coun-
tries and the world economy potential for greater eco-
nomic stability and performance, and much had been
done already by euro-area authorities to establish the
foundation for realizing these benefits: a solid frame-
work had been put in place to guide both monetary
and fiscal policies; price stability had been achieved,
and seemed secure for the foreseeable future; headway
in fiscal consolidation had been made in satisfying the
Maastricht convergence criteria; and the internal mar-
ket program had substantially increased market integra-
tion in the European Union. Important challenges
remained, however—in particular, the need for further
fiscal adjustment and for national authorities to address
urgently the structural rigidities impeding employment
and economic growth.

The tasks facing euro-area policymakers had been
complicated by the weakening of short-term growth
prospects in the preceding six months. While policy-
makers’ sights should remain firmly fixed on medium-
term requirements, policies also had to be adequately
attuned to supporting domestic demand. The euro area
required a sustained period of strong domestic demand
to help close a sizable output gap and absorb the cycli-
cal component of unemployment. Moreover, most
Directors believed that the euro area should play a
greater role in supporting global demand.

Board members thought that, with price stability
well assured and room for the operation of automatic
fiscal stabilizers limited in many euro-area countries by
the need for further fiscal adjustment, any easing
should come from monetary policy. Short-term interest
rates in the euro area had declined significantly over the
past year, providing welcome support for economic
activity. The case for a further interest rate reduction
had increased in recent months, given the continuing
uncertainties regarding the strength of the expected
economic recovery in the euro area, the further height-
ening of global economic risks, and the continued
downward pressures on inflation in the euro area.
Directors agreed the European Central Bank should act
decisively if the slowdown appeared to be persisting. In
particular, a reduction in interest rates would be war-
ranted if the global environment deteriorated further, if
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Box 8
IMF Grants Observer Status to European 
Central Bank

On December 22, 1998, the Executive Board granted
observer status at the IMF to the European Central Bank
(ECB), effective January 1, 1999. The ECB was invited to
send a representative to attend Board discussions on the fol-
lowing topics:
• IMF surveillance under Article IV over the common mone-

tary and exchange rate policies of the euro area;
• IMF surveillance under Article IV over the policies of indi-

vidual euro-area member countries;
• the role of the euro in the international monetary system;
• the world economic outlook;
• international capital markets reports; and
• world economic and market developments.

The ECB was also invited to send a representative to Board
meetings on the agenda items recognized by the ECB and the
IMF to be of mutual interest in fulfilling their mandates.



consumer confidence weakened significantly, or if a
recovery in industrial confidence did not materialize.

Directors felt that the depreciation of the euro since
its introduction reflected the continuing strength of the
U.S. economy and uncertainties about growth
prospects in the euro area.

Directors underlined the importance, at the early
stages of the ECB, that the public understand and have
confidence in the monetary framework, given the
uncertainties in the outlook for the euro area and the
global economy. They generally commended the work
done in elaborating the ECB’s approach to monetary
policy, which was both sensible and pragmatic in light
of the uncertainties of the change in regime. Several
Directors felt that the ECB needed to specify an
explicit lower bound for inflation to help improve pol-
icy discipline and accountability. The ECB had made
important strides in communicating with the public,
and Directors encouraged its efforts to develop further
its communication strategy. In particular, many
thought that the ECB had to provide greater detail of
its assessment of inflation prospects and be more forth-
coming in explaining how it would adapt monetary
policy to changing economic conditions, including
changes in inflation within the range that defines price
stability. A few Directors indicated that there were lim-
its to what could be conveyed by such statements of
intent, given the complex considerations that went into
monetary policy decisions, and that greater public
understanding of the ECB’s monetary policy would
come from seeing the ECB in action and listening to its
explanations for its actions.

Many Directors felt that an understanding of how
the ECB was likely to respond to macroeconomic
developments was important for fiscal authorities in
gauging the appropriate stance of fiscal policy. While
the appropriate fiscal stance in specific countries
depended on a range of economic considerations
addressed in individual Article IV consultations, the
need for further fiscal consolidation in a number of
euro-area countries—especially those with relatively
large deficits or debts—and the lack of underlying fiscal
adjustments in 1998 and in budgets for 1999 con-
strained the extent to which automatic stabilizers could
be allowed to operate in the face of weaker activity. At
the same time, the appropriate use of stabilizers also
depended on the pace of economic activity and on the
degree of support provided by monetary policy. It was
especially important in the prevailing uncertain macro-
economic environment, Directors generally empha-
sized, that the mix resulting from fiscal and monetary
policies fosters an appropriate level of aggregate
demand in the euro area.

Demand management alone, however, would not
provide the antidote to the slow growth and high
unemployment that had plagued the euro area. Deter-

mined reforms of government spending and taxation
systems and a forceful attack on structural rigidities
were essential if unemployment was to be lowered sub-
stantially. Moreover, early action on these fronts would
both boost confidence and ease the task of policymak-
ers in tackling the current cyclical weakness.

Many Directors noted that countries’ medium-term
stability programs generally relied on cyclical improve-
ments and declining interest spending to reduce further
fiscal deficits, and that they had not planned even the
relatively modest annual adjustments in primary struc-
tural balances sufficient to realize balanced fiscal posi-
tions in 2001–02. Moreover, the modest curtailment of
spending growth planned by most countries left insuffi-
cient room for tax cuts. These Directors stressed that
more ambitious medium-term fiscal strategies would
bolster the credibility of the Stability and Growth Pact,
provide the monetary authorities with greater room for
maneuver, and help prepare for the effects of popula-
tion aging.

In the area of structural reform, some countries had
made good headway in labor market reform and some
further progress had been achieved in recent years in
strengthening the European Union’s internal market,
including through increased competition in telecom-
munications and liberalization in the utilities sector.
Progress in attacking the root causes of high unem-
ployment, however, had been disappointing. Countries
had to train the large number of unskilled workers,
many without recent job experience; address pervasive
rigidities in labor and product markets; cut the heavy
tax burden on labor; and reduce disincentives resulting
from the interaction of generous unemployment and
welfare benefits, their long duration, and inadequate
tests of the availability for work of those receiving ben-
efits. A number of Directors also emphasized that fur-
ther trade liberalization, especially in agriculture, would
contribute to a more efficient allocation of resources
and help maintain price stability.

Directors were reassured that the ECB considered
euro-area financial institutions in sound financial condi-
tion in the face of the recent global financial crisis, with
no evidence of a credit crunch. Nevertheless, given the
increasing integration of European financial markets
and the mushrooming of complex operations, existing
arrangements had to be reviewed to assess their capa-
bility to deal effectively with any rapidly emerging
financial problems in European markets. It was espe-
cially important to ensure the efficient and rapid flow
of information between the national supervisory
authorities and the European central banking system.

On April 27, 1999, the Interim Committee wel-
comed the start of the European Economic and Mone-
tary Union, which should contribute to financial
stability and sustainable growth in the euro area and
globally. It also welcomed the early April reduction by

S U R V E I L L A N C E

A N N U A L  R E P O R T  1 9 9 9 59



the European Central Bank of all three of its leading
interest rates. The Committee emphasized the impor-
tance of open and competitive markets as a key compo-
nent of efforts to sustain growth and stability in the
global economy. Committee members urged the euro
area to attack the root causes of high unemployment.
An appropriate policy mix to support stronger domestic
demand, accompanied by structural reforms in labor,
capital, and product markets, was essential for enhanc-
ing growth and employment prospects, especially in the
medium term, in order for the euro area to be a major
source of growth in the world economy.

Impact of EMU on Selected Countries
In July 1998, the Board considered the impact of
EMU on selected countries outside the European
Union—Eastern and Central Europe, the Mediter-
ranean Basin, and the CFA franc zone.15 While Direc-
tors noted the significant benefits of EMU for non-EU
countries over the medium term, they stressed the need
for these countries to pursue financial and structural
policies that would minimize the risks and maximize
the opportunities arising from the euro’s introduction.
To mitigate possible trade- and investment-diversion
effects that could result from reduced transaction costs
within the euro area, non-euro countries had to
strengthen structural reforms aimed at increasing the
openness and competitiveness of their economies.
Stronger competition from EU financial markets would
also heighten the need for non-EMU partner countries
to strengthen their financial sector reforms.

Several Directors considered capital account liberal-
ization a high priority for potential members of the
EU. In this connection, they underlined the need for
orderly and well-sequenced liberalization, giving high
priority to financial sector restructuring. The Board
also emphasized the importance of EU countries, for
their part, maintaining open trade regimes to broaden
and deepen trade and investment relations with other
countries. As to the possible risk of short-term
exchange rate volatility that could adversely affect those
countries with close trade linkages to the EMU or with
large euro-denominated debt, Directors generally con-
sidered that the likely continuation of strong monetary
policy credibility under the EMU meant that such a
risk was not a major cause for concern.

Directors looked forward to further discussions of
the implications of EMU for IMF surveillance. They
saw the need to address the possible spillover effects
more explicitly in the IMF’s surveillance over euro-area
members, particularly with respect to addressing struc-

tural rigidities and maintaining appropriately tight fiscal
stances. They also saw the need for greater attention to
the implications for non-EU countries of changes in
economic and financial conditions in the euro area and
to financial sector issues. In certain cases, increased
integration in the world economy could mean that
greater attention to the choice of exchange rate
arrangements would be appropriate. Given that EMU
and access to the EU would constrain the framework,
design, and implications of macroeconomic policies for
future EU members, Directors agreed that IMF surveil-
lance should help these countries by offering them
appropriate policy advice on complementary macroeco-
nomic and structural reforms—including with regard to
creating a legal and institutional framework and steps
to increase the flexibility of markets.

West African Economic and Monetary Union 
Executive Directors met in May 1998 to discuss
strengthening IMF surveillance of regional develop-
ments in Africa by establishing a formal dialogue
between the IMF and the regional institutions in the
West African Economic and Monetary Union
(WAEMU). The economic performance of WAEMU
members had improved since the devaluation of the
CFA franc in January 1994; nonetheless, Directors felt
that the sustainability of the favorable performance
hinged upon the pursuit of sound macroeconomic poli-
cies and the intensification of structural reforms. They
emphasized the importance of continued progress in
raising investment—particularly private investment—
which remained low relative to GDP by the standards
of other developing countries.

The overdue exchange rate realignment of 1994 had
helped improve the competitive position of the region
and had resulted in a strong increase in the growth of
output and exports. Directors also noted that, although
the real exchange rate had tended to appreciate since
1994, the competitive position of the WAEMU
remained broadly adequate. However, the evolution of
competitiveness indicators would need to be kept
under close review. Moreover, several Directors recog-
nized that trade liberalization reforms could adversely
affect a country’s external position; such effects would
be relevant in assessing the need for balance of pay-
ments assistance in the context of a comprehensive
adjustment program.

The monetary policy of the Central Bank of West
African States (BCEAO) had contributed to the macro-
economic stability of the region, including the stability
of the exchange rate peg, which had been modified
only once since 1948. There was general agreement on
the constraints placed on regional monetary policy by
the fixed exchange rate regime and on the absence of
scope for monetary policy at the national level. While
agreeing that the indirect monetary policy instruments
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introduced since 1993 seemed broadly adequate,
Directors emphasized the importance of continued
efforts to enhance their effectiveness. They also
acknowledged the role of the ceilings on monetary
financing of governments and pointed to the impor-
tance of strictly adhering to them in the context of fis-
cal consolidation.

The quality of financial intermediation in the
WAEMU area would benefit from a stronger function-
ing of the regional interbank market, the introduction
of a single zone-wide licensing agreement for banks in
the WAEMU, and more competition between financial
institutions. Directors also underscored the importance
of improving the functioning of the judiciary system.
While recognizing that the quality of bank supervision
in the Union was on the whole adequate, Directors
stressed the importance of promptly completing bank-
restructuring programs under way in a number of
WAEMU countries. They recommended that govern-
ments seek full privatization of the banking system and
give prompt attention to raising capital ratios to inter-
national standards.

The Board supported steps by the WAEMU coun-
tries toward liberalizing the region’s trade regime
through the adoption of a common external tariff,
which would become fully effective by January 2000.
They agreed that the tariff structure should contribute
to raising potential output in the Union as a whole by
improving productivity, enhancing competition, and
promoting the integration of the region into the world
economy. Directors considered that government rev-
enue shortfalls stemming from trade liberalization
efforts—in particular, the introduction of the new
external tariff—should be addressed primarily through
the elimination of tax and customs duty exemptions
and further efforts to strengthen tax administration and
collection.

Directors welcomed the efforts under way for har-
monizing indirect taxation and adopting a common
investment code aiming at eliminating, or at least
reducing substantially, exemptions from customs duties
or value-added tax. They also encouraged the authori-
ties to pursue other ongoing efforts at improving the
overall business environment.

The Executive Board encouraged the authorities to
sustain efforts to promote regional convergence of eco-
nomic performance, in line with the provisions of the
WAEMU Treaty. While noting the progress made over
the last two years toward observing convergence crite-
ria on the fiscal balance, the domestic contribution to
public investment, and payments arrears reduction,
Directors encouraged strong efforts toward broadening
convergence so as to promote stability and growth.
They welcomed the efforts under way to create a com-
mon budgetary framework, and a set of comparable
economic indicators, and emphasized that progress in

the timely availability of reliable data on the national
accounts, domestic debt, and the balance of payments
was essential to enhance surveillance.

Experience of Transition Economies
In November 1998, the Executive Board discussed the
experience with growth and disinflation in transition
economies. Directors noted that economic recovery in
the transition economies had been mixed and that
countries were at different stages of transition (see Box
9). For a number of the Central European and the
Baltic countries, the transition was far advanced, with
their economic problems and issues progressively more
similar to those faced by middle-income market
economies; here, progress on structural reforms played
a key role. On the other hand, for most of the coun-
tries of the Commonwealth of Independent States
(CIS), and to some extent for those in southeast
Europe, a long unfinished agenda of market-oriented
reforms remained.

In some of the Central European and Baltic coun-
tries—such as Poland, Hungary, Estonia, and Latvia—
economic recovery might be running ahead of itself,
Directors observed, which was generating risks of over-
heating and reversals of capital flows. In the future,
growth should depend more on the mobilization of
savings and their efficient intermediation by the finan-
cial sector—which underlined the need to put the
banking system on a sound footing. Much more effort
was needed to rationalize, and perhaps reduce, still-
expensive social programs, while ensuring the provision
of adequate safety nets.

With regard to the CIS, and to some extent coun-
tries in southeast Europe, the task at hand varied from
completing the large-scale privatization and a meaning-
ful imposition of hard budget constraints in Bulgaria
(and even more so in Romania) to making a serious
start with reform in Belarus and Turkmenistan, and
restarting the reform process in Uzbekistan. Persistence
was essential, in particular with adequate follow-
through in areas of fiscal and financial sector reform.
Privatization was a key mechanism for achieving effi-
ciency and new growth, but this could only be achieved
if countries managed to impose hard budget con-
straints, while establishing a legal framework to ensure
the protection of property rights and the application of
the rule of law.

Directors agreed that rapid disinflation had been
achieved by many transition economies during
1993–97, at minimal output cost. This had been possi-
ble because strong stabilization packages had been
introduced at a relatively early stage, before inflation
expectations had taken root. The small inflation inertia
was due to the limited use of wage and price indexation
and the rapidity of price liberalization. Disinflation
from high inflation levels, as well as the reduced varia-
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Box 9
Conference on the Transition Experience

During February 1–3, 1999, the IMF
held a conference, “A Decade of Tran-
sition: Achievements and Challenges,”
on the transition in central and eastern
Europe. Its purpose was to identify
lessons from the 10-year transition
experience and distill them into better
policies and more effective reforms for
an increasingly diverse group of transi-
tion economies.

IMF Managing Director Michel
Camdessus opened the conference by
discussing the legacy of the past decade
of transition, looking at the future
agenda, highlighting the importance of
enforcing the rule of law, and focusing
on key questions for the future.

The first session of the conference
reviewed the experience with inflation
and growth. Transition countries in
Europe had seen a striking reduction in
inflation in the early 1990s, which led
to robust output growth. Most of these
economies, especially in central Europe
and the Baltics, had made good
progress on growth and now faced
issues similar to those of middle-
income market economies, although a
long agenda of unfinished reforms
remained. The objective in all transition
countries should be good economic
governance; in many, the government
had not pulled back far enough from
intervention in economic activity, and
yet was not involved enough in provid-
ing law and order. Growth rates in the
Asian economies in transition (China,
Mongolia, Lao People’s Democratic
Republic, and Vietnam) were generally
greater than those of countries in cen-
tral and eastern Europe. Growth had
generally been fastest in areas where
reforms were most far-reaching, espe-
cially in agriculture, and these countries
had the benefit of more favorable initial
conditions than in Europe—specifically,
a relatively large agricultural sector and
rural labor surpluses.

Participants at a second session, on
structural reforms, concluded that pri-
vatization had generally improved
financial and operating performance,
but its mixed record—especially in the
countries of the former Soviet Union—

had fueled questions about its method
and outcomes. Speakers agreed there
was no alternative to privatization and
that the state should channel its ener-
gies into more effective privatizations,
for example, by seeking ways to enlarge
capital and ensure sales to strategic
investors. On banking sector reform,
three pillars to effective bank restruc-
turing were identified: corporate gover-
nance, competition, and prudential
regulation and supervision. The last was
not optimal in any country in the
region, but strong performers shared a
number of features, such as having
applied effective foreign and domestic
bank entry and exit regulations during
liberalization and new private commer-
cial banking. Weak performers in bank-
ing sector reform also shared
characteristics, for example, a lack of
competition, poor asset quality, a lack
of sector-specific expertise, significant
state ownership, low levels of corporate
lending, and an unstable macroeco-
nomic environment.

The third session addressed the need
for countries in transition to build insti-
tutions that support a market-oriented
economy. Conference speakers noted
that total capital inflows to transition
countries had risen to significant levels,
and early reliance on exceptional
financing had given way to foreign
investment and other flows, which are
enhanced by a positive legal and politi-
cal climate.

The role of government changes
during a country’s transition, speakers
noted; shock therapy was the first step
in adjustment but the more difficult
step was the slow process of developing
new institutions, changing incentives,
and completely rethinking the role of
government.

Conferees also discussed the under-
ground economy, which may account
for more than 40 percent of total GDP
in several countries of the former Soviet
Union, and over 20 percent in many
others. It is not high taxes that drive
firms underground, speakers noted, but
rather excessive regulatory discretion,
weak rule of law, and corruption. To

break the cycle whereby regulatory dis-
cretion leads to hidden firm activity,
reduced public revenues, weakened
legal institutions, and thus greater
opportunities for corruption, govern-
ments need to reduce regulatory discre-
tion, reform bureaucracies, simplify and
enforce laws, create an independent
judiciary, and enhance government
transparency and public oversight.

The transition to market economies
has been accompanied by a large
increase in income inequality, since
income from self-employment and
property (which is traditionally
unequal) now makes up a larger pro-
portion of national income, while some
former state employees remain unem-
ployed and social transfers sometimes
fail to reach the poor.

At the end of the three-day confer-
ence, it was clear that transition
economies’ experience with privatiza-
tion, income inequality, and institu-
tional needs was becoming increasingly
diverse (partly because of historical and
geographical differences), and that the
achievement of macroeconomic stabi-
lization, while widely recognized as
necessary, was only the first step in the
transition process. The vital next stage
for these countries was to strengthen or
create the legal, fiscal, and regulatory
infrastructures—and incentives—
needed for the operation of a market
economy.

IMF Deputy Managing Director
Shigemitsu Sugisaki summarized the
conference by noting some underlying
themes:
• Fiscal and monetary stability are

essential for successful transition. 
• A sound financial sector is an indis-

pensable component of macroeco-
nomic stability. 

• Privatization is key to forming a
viable market-oriented economy.

• Measures to address income inequal-
ity are increasingly important. 

• At the heart of the transition process
is the complex and time-consuming
task of institution building that helps
states support market-oriented
economies. 



tion of inflation, had enhanced the medium-term
growth prospects of the transition economies.

Directors noted that the hardening of budget con-
straints, together with central bank independence and a
tightening of limits on central bank credit to the gov-
ernment, had been at the core of the stabilization pack-
ages. Although the link between fiscal performance and
further disinflation at moderate inflation levels was less
clear, even here disinflation could be impeded by fiscal
policies that led to overheating or put the long-term
solvency of public finances at risk. In this respect,
Directors encouraged the countries that had success-
fully disinflated to implement structural reforms to
strengthen their long-term fiscal positions.

Some Directors believed that, while the lack of infla-
tion anchors had not impeded fast disinflation, their
continued absence might expose monetary policy to
undue pressures at a later stage of the transition, while
a few others questioned the relevance of inflation tar-
geting in the context of transition. Directors agreed
that the risk of a reacceleration of inflation could be
minimized by institutional reforms aimed at enhancing
the independence of the central bank and the trans-
parency of monetary policy.

On the role of monetary anchors, Directors agreed
that exchange rate pegs might have contributed signifi-
cantly to prolonging the moderate inflation phase in
some countries. A few also noted the possible draw-
backs of exchange rate pegs—pointing in particular to
the possible increase in the volatility of capital flows as
these countries made progress on the road to market
economies—and argued for imparting some flexibility
in the exchange rate arrangements. In this regard,
greater attention could be given to the costs and bene-
fits of different exchange rate systems in the context of

the overall macroeconomic situation and the stage of
transition, including the issue of exit strategies.

Sustaining low inflation rates also required the
establishment of a strong financial system. Indeed,
financial instability rooted in weak banking systems was
critical in explaining the few episodes of relapses into
high inflation during 1993–97.

Directors were concerned about the fallout from the
crisis in Russia, which came to a head in August 1998.
The crisis in Russia had reinforced the lessons that
could be derived from the experience with transition:
• incomplete structural reforms to strengthen property

rights and governance jeopardize the sustainability
of financial stabilization; and 

• the cost of incomplete reform in terms of lost output
and renewed inflation can be severe.
Directors suggested that these considerations be

taken into account in the design of future IMF-sup-
ported programs.

In all countries, the vital task of securely establish-
ing good economic governance still remained, in par-
ticular in the CIS and southeast European countries.
While in many countries the government had not
pulled back sufficiently from intervening in economic
activity, the authorities had perhaps pulled back too far
in such areas as enhancing a secure climate based on
the rule of law. Poor economic governance had
delayed structural reforms, which in turn inhibited the
economic recovery and constrained the development
of a new, more dynamic business sector. In the area of
structural reforms, Directors stressed the need for
close cooperation between the IMF and the World
Bank to achieve the most efficient and consistent sup-
port for the stabilization efforts of the transition
countries.
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