11 SURVEY

Spring Meetings Overview
Ministers Outline Measures to Strengthen
Monetary System; Adopt Code of
Good Practices on Fiscal Transparency

In a meeting dominated by the repercussions of the
Asian crisis, the Interim Committee on April 16 out-
lined a far-reaching series of measures to strengthen the
world’s monetary and financial system. As part of this
initiative, the Committee, formally known as the
Interim Committee of the Board of Governors of the
IMF, also called on member countries to make available
to the IMF and the public more information on their
economic data and policies and advocated more inten-
sive procedures to involve the private sector in prevent-
ing or resolving financial crises. In its communiqué
(see page 119), the Committee also announced it
had adopted a Code of Good Practices on Fiscal
Transparency—Declaration on Principles (see page 122)
to serve as a guide for member countries to increase fis-
cal transparency and thereby enhance the accountability

o .

and credibility of fiscal policy as a key feature of good
governance. It encouraged members to adhere to the
principles and implement the practices of the Code. It
encouraged the IMF Executive Board to look into the
merits of developing a code of good practices with
respect to financial and monetary policies.

The Committee further emphasized its support for
amending the IMF Articles of Agreement to provide for
the orderly liberalization of capital movements. It wel-
comed the progress that had been made in implement-
ing the initiative to assist the heavily indebted poor
countries (HIPC Initiative). Noting the need to reacti-
vate the IMF’s efforts to secure full financing of both
the Enhanced Structural Adjustment Facility (ESAF)
and the HIPC Initiative, it urged all member countries
to move quickly to complete the financing of these ini-
tiatives as soon as possible.

Interim Committee Chairman Philippe Maystadt,
Deputy Prime Minister and Minister of Finance and
Foreign Trade of Belgium, and IMF Managing Director
Michel Camdessus discussed the progress made in the
meeting at a joint press conference (see page 116).
Maystadt said he drew three main conclusions:

¢ Globalization has increased the vulnerability of
domestic and international financial systems to poten-
tial shocks, including to shifts in market sentiment

and to contagion effects from policy weak-

nesses in other countries.

 The importance of greater availabil-

ity and transparency of information

regarding data and policies. If persistent

deficiencies in disclosing relevant data to the

IMF impede surveillance, the conclusion of
Article IV consultations should be delayed.

* The involvement of the private sector in crisis res-
olution. The Committee thinks it is quite important

that all creditors, including short-term creditors,
bear more fully the consequences of their actions.
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(Continued from front page)  relating to the vulnerability
of the system to potential shocks, Maystadt highlighted
four areas for action by the IMF:

* To actively encourage members to adopt interna-
tionally agreed standards for strengthening banking reg-
ulation and supervision.

* To underscore the importance of orderly and prop-
erly sequenced liberalization of capital movements.

+ To enhance its surveillance of capital flows and focus
on the risks posed by abrupt reversals of capital flows.

* To pursue its cooperation with the World Bank to
find the most effective way to offer its members the best
possible advice on policy measures for strengthening
their financial systems.

IMF First Deputy Managing Director Stanley Fischer responds to reporters’ questions following
a press conference.
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Global Economic Outlook

In their discussions, Interim Committee members
concluded that the outlook for the world economy
was “cautiously optimistic.” This assessment reflected
continued strong performance in the industrial coun-
tries—other than Japan—sustained corrective poli-
cies in emerging market countries that helped avert a
wider crisis, and progress in much of the developing
world and among the transition countries. The
communiqué cautioned, however, that there are some
areas of concern:

* Among the countries at the center of the crisis,
determined implementation of agreed policy programs
is essential to restore confidence and sustainable
growth.

* In the case of Japan, effective fiscal measures and
appropriate structural reforms are needed, coupled
with decisive and rapid action in the financial sector to
restore public confidence.

¢ In both the United Kingdom and the United States,
which are operating near capacity, the authorities need
to remain vigilant to inflation risks.

+ Welcoming the economic convergence of coun-
tries participating in European Economic and
Monetary Union (EMU), the Committee noted it
would be important for world growth for growth in
continental Europe to be led increasingly by domestic
demand. It requested the IMF Executive Board to
examine further the implications of EMU for IMF
operations and the conduct of surveillance and to
report its findings by the Committee’s next meeting in
October 1998.

+ For developing countries, the focus should remain
on sound macroeconomic policies, open markets, and
structural reforms. It remains prudent for emerging
market economies not at the center of the crisis to con-
tinue to strengthen policies.

» The move to positive growth with lower inflation
in 1997 in many transition countries represents an
important achievement. Many of these countries still
need to reduce fiscal deficits by strengthening revenue
collection and improving the efficiency of social secu-
rity and welfare systems and of governmental services
more generally.

Concerning Japan, the Managing Director said at the
press conference that he shared the view expressed in
the communiqué of the Group of Seven industrial
countries (see page 128) that the recent depreciation of
the yen is excessive and does not help the proper rebal-
ancing of the world economy. He said that “such an
issue must be addressed by the quick and full imple-
mentation of the [Japanese government’s ] program
for banking restructuring and fiscal stimulus.”

Architecture of the Monetary System

The Interim Committee considered that action to
help prevent future financial crises, and to resolve them
when they occur, should center on the following pillars:

« Strengthened international and domestic financial
systems. These should be based on sound and stable
macroeconomic policies and supervisory and regula-
tory frameworks consistent with internationally
accepted practices and strengthened standards.

« Strengthened IMF surveillance and recommenda-
tions. These would include intensified surveillance of
financial sector issues and capital flows, including a
focus on the risks posed by potentially abrupt reversals
of capital flows. The Committee also “emphasized the
need for the IMF’s views to be communicated effec-
tively to members and to be brought to bear in mem-
bers’ policy deliberations. In this context, it requested
the Executive Board to develop a “tiered response,”
whereby countries that are believed to be seriously off
course in their policies are given increasingly strong
warnings.”

Asked if the concept of the tiered response meant
that the IMF would go public with its concerns on a
member’s economy without the consent of the mem-



ber concerned, the Managing Director during the press
conference drew the analogy of the yellow warning
card in soccer games and said that the Interim
Committee “has encouraged us from time to time to
show the yellow card a little more.” This could, he said,
take the form of a letter to a prime minister or a finance
minister asking for a response that would be shared
with the Board. He added: “It is the strong hope of the
Committee that the IMF will never be in the situation
to have to resort to the red card of going public with its
negative opinion on a given country.”

« Greater availability and transparency of information
regarding economic data and policies. The Committee
stressed that it is important that subscribers to the
Special Data Dissemination Standard (SDDS) be in full
observance of the standard by the end of December
1998. It requested the IMF to broaden and strengthen
the SDDS to cover additional financial data, including
net reserves; debt, particularly short-term debt; and
indicators of the stability of the financial sector. The
Committee also encouraged more members to release
press information notices (PINs) on the conclusion of
Article IV consultations and welcomed the upcoming
review of the experience with PINs.

* The central role of the IMF in crisis management.
The Committee welcomed the establishment of the
Supplemental Reserve Facility (see IMF Survey,
January 12, page 7) and called for the rapid implemen-
tation of both the increase in quotas and the New
Arrangements to Borrow.

+ More effective procedures to involve the private sec-
tor in forestalling or resolving financial crises. Noting
that all creditors, including short-term creditors, must
more fully bear the consequences of their actions, the
Committee requested the IMF Board to intensify its
consideration of possible steps to strengthen private
sector involvement and asked the Board to report on
its work in this area at the next Committee meeting.

Among the mechanisms that the Committee sug-
gested for meeting this objective were closer contacts
with creditors for explaining IMF arrangements and
catalyzing financing; extending the IMF policy of pro-
viding financing to members in arrears on their debt
payments to some private creditors; and advising
members to exercise caution with respect to public
guarantees to reduce the risk of a private debt problem
turning into a public debt problem.

On private sector involvement, the Managing
Director explained at the press conference that “we
are invited to establish contacts in a totally pragmatic
way, case by case, according to the circumstances,
according to the problem we are handling, while try-
ing to be evenhanded in the dissemination of infor-
mation...and trying to establish as much transparency
as we can and a climate of mutual confidence and
mutual help.”

Development Issues

The Development Committee (Joint Ministerial
Committee of the Boards of Governors of the Bank
and the IMF on the Transfer of Real Resources to
Developing Countries) met on April 17. Anwar
Ibrahim, Deputy Prime Minister and Minister of
Finance of Malaysia, chaired the meeting. In its com-
muniqué (see page 126), the Development Committee
welcomed the rapid response of the IMF and the World
Bank to the Asian crisis. They also welcomed the efforts
of the two institutions to help governments address the
social consequences of crises, including shielding tar-
geted public expenditures, improving labor standards,
and strengthening social safety nets for the most vul-
nerable.

The ministerial-level Group of 24 (Intergovern-
mental Group of 24 on International Monetary
Affairs), representing the developing countries, met on
April 14. In their communiqué (page 131), the group,
which was chaired by Abdelkrim Harchaoui, Algerian
Minister of Finance, called for the establishment of a
task force from industrial and developing countries to
study ways to prevent and respond to future crises
induced by large-scale capital movements and to
increase the representation of developing countries in
the international financial institutions.

Two ministerial groupings representing the indus-
trial countries also met in the days prior to the Interim
Committee meeting. On April 15, the Group of Seven
noted that economic growth is expected to strengthen
in continental Europe, although continuing structural
reforms will be needed to combat unemployment,
while in Japan a strong program of effective fiscal mea-
sures and structural reforms is required (see page 128).
The Group of Ten on April 16 called for strengthened
policies to contain the adverse effects of population
aging on living standards. It also urged the rapid
implementation of the concerted strategy to promote
financial stability in emerging market economies (see
page 130). u

The complete texts of all official communiqués, tran-
scripts of press conferences, and other information
relating to the spring meetings, as well as a detailed fact
sheet entitled The IMF’s Response to the Asian Crisis, are
available on the IMF’s web site: http://www.imf.org.

Photo Credits: Padraic Hughes, Denio Zara, and
Pedro Marquez for the IMF.
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Membership of
Committees and
Groups

Interim Committee
Provides ministerial
guidance to the
Executive Board.
Comprises 24 IMF
governors, ministers,
or other officials of
comparable rank.

Development
Committee

Advises and reports
to the Boards of
Governors of both the
IMF and the World
Bank on development
issues. Comprises 24
governors of IMF or
Bank, ministers, or
other officials of com-
parable rank.

Group of Seven
Heads of govern-
ment, foreign and
finance ministers of
the industrial coun-
tries: Canada,
France, Germany,
Italy, Japan, United
Kingdom, and
United States.

Group of Ten
Group of Seven plus
Belgium, the
Netherlands,
Switzerland, and
Sweden.

Group of 24
Represents develop-
ing country interests.
Comprises finance
ministers, central
bank governors, or
other officials of com-
parable rank from
developing countries.
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Joint Press Conference
Maystadt, Camdessus Discuss Crisis Prevention,
Monetary Architecture, and Fiscal Transparency

Following are excerpts from the joint press conference
given by Philippe Maystadt, Interim Committee
Chairman, and IMF Managing Director Michel
Camdessus in Washington on April 16.

MavstapT: The Interim Committee has focused its
work on strengthening the architecture of the interna-
tional monetary system, and we also had a discussion
on the issues raised in the World Economic Outlook [see
page 138], with a special emphasis on the situation of
the countries at the center of the Asian crisis.

The Committee adopted a code of good practices on
fiscal transparency to serve as a guide to members to
increase fiscal transparency and enhance the account-
ability and credibility of fiscal policy as a key feature of
good governance. The Committee also reaffirmed its
view that the Executive Board should pursue its work
on an amendment of the IMF’s Articles of Agreement
that would make the promotion of an orderly and well-
sequenced liberalization of capital movements one of
the purposes of the IMF and to extend, as needed, the
IMF’s jurisdiction for this purpose. Finally, the
Committee discussed the progress made under the
HIPC Initiative (to provide debt relief to heavily
indebted poor countries). The Committee stressed the

IMF Managing Director Camdessus (left), Interim Committee Chairman Maystadt, and
IMF External Relations Department Director Shailendra Anjaria at the joint press conference.
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importance of securing the full funding for this initia-
tive; the Committee also emphasized the importance of
drawing operational conclusions from the issues raised
by both the internal and external evaluations of the
Enhanced Structural Adjustment Facility (ESAF).

Following are three main conclusions that can be
drawn from the Committee’s discussion.

Strengthening Financial Systems. Globalization has
increased the vulnerability of domestic and interna-
tional financial systems to potential shocks, including to
shifts in market sentiment and contagion effects from
policy weaknesses in other countries. Actions the IMF
can take include:

« actively encouraging members to adopt interna-
tionally agreed standards for strengthening banking
regulation and supervision, especially the Basle
Committee’s core principles. The IMF should also
work with other institutions and organizations respon-
sible for the development of standards in other areas,
such as accounting, auditing, disclosure, asset valua-
tion, bankruptcy, and corporate governance;

* underscoring the importance of orderly and prop-
erly sequenced liberalization of capital movements;

+ enhancing surveillance of capital flows and focus-
ing on the risks posed by abrupt reversals of such flows;
in this context a specific request has been made to the
Executive Board to examine ways to strengthen the
monitoring of capital flows, especially short-term
cross-border flows; and

* pursuing its cooperation with the World Bank to

find the most effective way to offer its members the best
possible advice on policy measures for strengthening
their financial systems.
Data Availability and Transparency. The Committee
underscored members’ obligation to provide timely
and accurate data to the IMF. If persistent deficiencies
in disclosing relevant data to the IMF impede surveil-
lance, it is suggested that the conclusion of Article 1V
consultations should be delayed.

The Committee recognized the importance of
encouraging more members to subscribe to the special
data dissemination standard and emphasized the
importance of subscribers being in full observance of
the standard at least by the end of the transition
period—December 1998. About 40 members have
already subscribed to the special data dissemination
standard.

The Committee also encouraged more members to

release press information notices on the conclusion of
Article 1V consultations.
Private Sector Involvement in Crisis Management. The
Committee thinks it is important that all creditors—
including short-term creditors—bear more fully the
consequences of their actions. The Committee
requested the Executive Board to intensify its consider-
ation of possible steps to strengthen private sector
involvement.



QuEsTION: Are you satisfied that the request that the
Board should develop a tiered response to countries not
taking IMF advice—culminating in publicizing that
advice—will not trigger the crisis it is supposed to prevent?
Campessus: This suggestion refers to a situation in
which a government persists in the refusal to heed
advice even after being assisted in producing data,
which would be a distinct instance of noncooperation
with the IMF. The fact that the Interim Committee has
made clear that we have this avenue of action available
will be a good incentive to our members to cooperate
even more.

QuEsTIoN: Does the IMF share the concern of the Group
of Seven countries about the excessive depreciation of the
yen, especially its negative impact on the Japanese, Asian,
and world economies? If so, do you support coordinated
joint intervention by the Group of Seven authorities?
Campessus: On the yen, | share the views of the Group
of Seven. Even if you take into consideration the cycli-
cal position of the Japanese economy, the depreciation
of the yen is excessive and does not contribute to the
proper rebalancing of the world economy. This being
said, the view not only of the Group of Seven but of the
full IMF membership is that this issue must be
addressed by the quick and full implementation of the
program for bank restructuring and fiscal stimulus,
adopted by the government of Prime Minister
Hashimoto. The effect of these measures on the
Japanese economy should help the yen return to more
appropriate levels. Interventions—coordinated or
not—in the absence of full implementation of this pro-
gram would not make sense, and this is why the Group
of Seven in their communiqué have stressed the need
for the Japanese authorities to take macroeconomic,
fiscal, budgetary, and structural measures, and have
not referred at this stage to the need for coordinated
intervention.

QUESTION: In the tiered response to publicizing IMF
advice, do you foresee a situation in which the IMF would
go public about its concerns without the consent of its
member countries?

Campessus: The Committee did discuss the IMF’s
going public with its opinion on a given country with-
out the country’s consent but only as a last resort. What
the Interim Committee has suggested, rather, is a pro-
gressive strengthening of our language. Borrowing ter-
minology from the game of soccer, the Interim
Committee has encouraged us to “show the yellow
card” a little more; for instance, when | send a letter to
a prime minister or to a minister of finance, to tell him
that he must respond to my letter, possibly within a
short period. It is this concept of a graduated strategy
that the Interim Committee favors. | think it is the firm
hope of the Committee that the IMF will never be in

the position of having to resort to the “red card” of
going public with its negative opinion on a given
country.

MaysTADT: We agreed to speak about increasingly
strong warnings. We did not mention public warnings
explicitly, but | draw the conclusion from the
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IMF Managing Director Camdessus (left) and Interim Committee Chairman Maystadt
answer questions at the joint press conference.

Committee’s discussion that this phrase—"increasingly
strong warnings”—does not exclude the possibility
that, as an ultimate step in exceptional circumstances,
the IMF might go public, if there is no other way
to convince a member to follow its advice and
recommendations.

QuEesTION: Are you envisioning that if countries do not
make information readily available, or have insufficient
banking regulations or bankruptcy laws, you would iden-
tify them? s that the architecture that you have in mind—
that you would not force such reforms on countries, but
that everyone should know when countries fall below the
standards that the IMF has set?

MaysTapT: With regard to the special data dissemina-
tion standard, it is clear that after the transition period,
all the subscribers should be in full compliance with the
obligation. If a member country does not comply, we
would need to think about the best way to convince this
member to adopt the right measures to be sure that we
are sending the right signal to the markets. But, if after
some delay and after we have provided technical assis-
tance to this country if needed, the country still does
not comply, we should envisage taking the country off
the list of subscribers. The Executive Board will reflect
further on this situation, and we expect more concrete
answers on this question for our next meeting.

QuesTIoN: Do the developing countries generally have the
ability to fulfill all the IMF’s requirements—for example,

April 27,1998
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for data availability and bank regulation? Will you be
helping them reach the standards if they fall short?

CamDEssus: In general, the developing countries are less
advanced in the elaboration, availability, and dissemina-

",

Maystadt: “The IMF might go public, if there is no other way to convince a member to

follow its advice.”
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tion of data. We are determined to assist them, as
needed, because it is part of our job, and | think it is one
of the best things we can do to help them manage their
economies. We will never push a country to subscribe to
data dissemination information if we are not absolutely
certain that the country is well equipped to do it.

QuEesTION: How do you plan to establish closer contacts with
creditors, as mentioned in your communiqué? Also, under
the liberalization of capital movements, when you mention
prudential and supervisory systems, does that include pru-
dential limits on access to borrowing in foreign currencies, or
some way to limit inflows into the developing countries?
Cambessus: Regarding our relations with the private
sector, the Interim Committee has invited us to estab-
lish contacts in a totally pragmatic way, case by case,
and according to the circumstances and problems we
are handling, while, at the same time, trying to be even-
handed in the dissemination of information, establish-
ing a climate of mutual confidence and help. No spe-
cific organization or procedure has been spelled out.
MAYsTADT: On prudential systems, some members of
the Committee asked that consideration be given to the
desirability of prudential measures to cope with the risk
associated with short-term capital flows, but nothing
was decided.

QuEsTIoN: The recent financing packages for Korea and
other affected countries that the IMF has put together
have involved burden sharing by some creditor banks.
Some criticism launched against the packages is that the
banks were not brought in early enough. Has the IMF
experienced problems getting the banks on board in
time?

CampEessus: One of the difficulties, particularly in the
case of Korea, but also with Thailand and Indonesia,
is that the countries invited us to negotiate a program
with them at the last minute, so we had only a few
days to put together a package. As soon as we were
asked to come on board, we suggested that the bank-
ing community be put in the picture. It took some
time to identify the bankers that were involved, as well
as the amounts, and to bring them to the bargaining
table. In the meantime, we had to help the country
avoid defaulting on its obligations. This is why for a
certain period of time, ours was the only financing
available.

Could we have done our job without these big pack-
ages? In our discussions today, we have reaffirmed that
the IMF’s role is to act as a catalyst, which means that
we should not be the predominant provider of financ-
ing. This continues to be our strategy. If you looked at
all the activities of the IMF, rather than just the three
big packages, our catalytic role would be clear.

QuEsTION: In its communiqué, the Interim Committee
notes that the ESAF evaluation provided important
lessons. Can you tell us briefly what are some of the
lessons?

CambEessus: IMF management had earlier decided to
submit ESAF, after ten years of existence, to both an
internal evaluation and an evaluation by external and
wholly independent evaluators. Now, we have the
results of these evaluations, which have been made
public. We wanted to bring these results to the attention
of the Interim Committee, because both documents
provided very important conclusions.

The external evaluators concluded that the ESAF is
of fundamental importance as the instrument with
which the IMF can deal with the poorest countries; and
they paid tribute to the remarkable changes that the
programs under the ESAF have allowed to take place. At
the same time, this evaluation points to several areas
where improvements could be made. For example,
countries still do not have sufficient ownership of their
programs. They still have a tendency to say they take
certain actions because the IMF asks them to. This, of
course, is not good for the sustainability of these efforts.
ESAF’s potential for promoting social progress in the
countries is also insufficiently perceived—not only in
providing protection for those hardest hit by the adjust-
ment process but also in promoting human develop-
ment more decisively. ]



Interim Committee Communiqué
Ministers Assess Implications of Asian Crisis,
Capital Liberalization, ESAF and HIPC

Following is the text of the communiqué issued after the
April 16 meeting of the Interim Committee of the Board
of Governors of the IMF.

1. The Interim Committee held its fiftieth meeting in
Washington on April 16, 1998, under the Chairmanship
of Mr. Philippe Maystadt, Deputy Prime Minister and
Minister of Finance and Foreign Trade of Belgium.

The World Economic Outlook

2. The Committee agreed that, while the countries at
the center of the crisis will suffer significantly from the
recent financial turmoil in Asia, the global outlook for
world economic growth can be regarded as cautiously
optimistic. This assessment reflects the continued strong
performance expected in most industrial countries, sus-
tained corrective policies in emerging market countries
that helped avert a wider crisis, and progress in much of
the developing world and among the transition coun-
tries in improving medium-term fundamentals.

Notwithstanding these positive aspects, there are
downside risks, calling for resolute action in a number of
areas to support global noninflationary economic
growth.

Among the countries at the center of the crisis, deter-
mined implementation of agreed policy programs is
essential to restore confidence and sustainable growth.
This includes maintenance of appropriately firm mon-
etary policies to underpin the recovery in exchange
rates, fiscal discipline, and the implementation, without
delay, of structural reforms, especially in the financial
sector, that are essential to strengthen medium-term
prospects. It is equally important for all countries to
keep markets open.

In Japan, both fiscal and structural measures, including
comprehensive regulatory and financial sector reforms,
are needed to secure an early and lasting recovery. The
Committee welcomed the recent announcement of the
economic policy package, as well as steps taken earlier to
strengthen the financial system. It will be important now
to implement effective fiscal measures and appropriate
structural reforms promptly. Decisive and rapid action in
the financial sector is important to restore public confi-
dence. Any support to the banking system should be
accompanied by appropriate action on closure or consol-
idation, and undertaken as part of a coherent medium-
term policy framework. Such actions are particularly cru-
cial at the current conjuncture, given the importance of
the Japanese economy for the region and for the world.

In those industrial countries operating near capacity,
including the United States and the United Kingdom,

the authorities need to remain vigilant as always to
inflation risks. In the United States, prospective fiscal
surpluses should help to address the issue of the low
national savings rate.

In continental Europe, the Committee welcomed the
economic convergence of the countries aspiring to initial
participation in EMU and looked forward to the historic
decisions to be taken shortly. Further progress with fiscal
consolidation is desirable in a number of countries, espe-
cially to provide for the needed scope for policy flexibil-
ity within the Stability and Growth Pact, and there con-
tinues to be a strong need for progress in implementing

[N ISURVEY

Secretary of Finance and Public Credit of Mexico Jose Angel Gurria Trevifio (left), U.S. Federal
Reserve Chairman Alan Greenspan, and U.S. Executive Director Karin Lissakers at the Interim
Committee meeting.

structural reforms, especially in labor markets, to help
reduce unemployment and contribute in this regard to
the success of EMU. Moreover, it will be important for
balanced world growth that growth in continental
Europe be led increasingly by domestic demand. The
Committee requested the Executive Board to examine
further the implications of EMU for IMF operations and
for the conduct of IMF surveillance, and to report its
findings in time for the next meeting of the Committee.

For developing countries, the focus should remain
on sound macroeconomic policies, open markets, and
structural reforms—particularly building soundly
managed and supervised market-oriented financial
sectors. While those emerging market economies not at
the center of the crisis have generally weathered the cri-
sis well thus far, it remains prudent for them to con-
tinue to strengthen policies, particularly by containing
external balances, avoiding overheating, strengthening
the financial system, and enhancing data provision. In
Africa, strong structural adjustment policies and con-
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tinued support from the international community are
needed to sustain the progress made by several coun-
tries in raising living standards. Although a number of
developing countries would benefit, the recent sharp
declines in oil and other commaodity prices pose con-
siderable challenges for a number of other developing
countries and could temporarily affect growth and
investment and slow progress in reducing poverty,
especially in some African countries.

For the transition countries, the move to positive
growth with lower inflation in 1997 represents an impor-
tant achievement, but many countries still need to reduce
fiscal deficits by strengthening revenue collection and
improving the efficiency of social security and welfare
systems and of governmental services more generally.

Strengthening Architecture of
International Monetary System

3. The Committee discussed emerging lessons from
the Asian crisis and steps required for strengthening the
architecture of the international monetary system.
Such a strengthening was regarded as needed, particu-
larly in light of globalization, which has brought clear
benefits, but at the same time has posed challenges. It
has reinforced the importance of sound macroeco-
nomic policies and strong financial systems to guard
against vulnerability to shifts in market sentiment and
to contagion effects from policy weaknesses in other
countries. The Committee considered that action to
help prevent financial crises, and resolve them when
they occur, should center on the following pillars.
Strengthened International and Domestic Financial
Systems. Sound and stable macroeconomic policies are
critical to financial stability.

Action is also needed to strengthen domestic finan-
cial systems, by developing supervisory and regulatory
frameworks consistent with internationally accepted
practices and strengthened standards for bank and non-
bank financial entities. Work in this area is already in
progress in various fora, notably the Basle Committee’s
Core Principles for strengthening banking regulation
and supervision. The Committee noted that such work
should be further advanced in the appropriate fora to
cover other important areas, which could include
accounting, auditing, disclosure, asset valuation, bank-
ruptcy, and corporate governance. The Committee
called on the IMF to work with other concerned insti-
tutions and organizations responsible for the develop-
ment of standards and guidelines in these areas, and in
the context of its surveillance activities, to consider how
best the IMF could assist in the dissemination of such
standards to the membership and to encourage mem-
bers to adopt them. The Committee welcomes ongoing
efforts to facilitate the exchange of information and
greater coordination among financial supervisors to
help strengthen domestic financial systems.

Strengthened IMF Surveillance and Recommendations.
The Committee agreed that the IMF should intensify
its surveillance of financial sector issues and capital
flows, give particular attention to policy interdepen-
dence and risks of contagion, and ensure that it is fully
aware of market views and perspectives.

The Committee noted that the IMF’s enhanced sur-
veillance should include a focus on the risks posed by
potentially abrupt reversals of capital flows, particularly
those of a short-term nature. It requested the Executive
Board to examine ways to strengthen the monitoring of
capital flows.

The Committee encouraged further efforts by the IMF
and the Bank to find the most effective way—possibly
through new forms of joint collaboration, and drawing
on relevant outside expertise—to offer their members the
best possible advice on strengthening the financial sector.

It emphasized the need for the IMF’s views to be

communicated effectively to members and to be
brought to bear in members’ policy deliberations. In
this context, it requested the Executive Board to
develop a “tiered response,” whereby countries that are
believed to be seriously off course in their policies are
given increasingly strong warnings.
Greater Availability and Transparency of Information.
Noting that the effectiveness of surveillance depended
critically on the timely availability of accurate informa-
tion, the Committee underscored members’ obligation
to provide timely and accurate data to the IMF. If per-
sistent deficiencies in disclosing relevant data to the
IMF seriously impede surveillance, conclusion of
Article 1V consultations should be delayed.

The Committee welcomed the progress made on
implementation of the Special and General Data
Dissemination Initiatives. It requested the IMF to
expedite its efforts to broaden and strengthen the
Special Data Dissemination Standard (SDDS) to cover
additional financial data, including net reserves
(reserve-related liabilities, central bank derivative
transactions and positions); debt, particularly short-
term debt; and indicators of the stability of the finan-
cial sector. The Committee recognized the importance
of encouraging more members to subscribe to the
SDDS and of supporting efforts by members to
improve compilation and provision of data with tech-
nical assistance from the IMF and other agencies. The
Committee also emphasized the importance of sub-
scribers being in full observance of the standard by the
end of the transition period in December 1998.
Consideration should be given to increase its useful-
ness, accessibility to the public and market partici-
pants, and publication of compliance.

It further requested the IMF to continue its efforts to
increase dissemination of information on its policy rec-
ommendations and encouraged member countries to
increase the transparency of their policies.



The Committee encouraged more members to release
Press Information Notices on the conclusions of Article
IV consultations, and it welcomed the upcoming review
as a good occasion to take stock of the experience.
Central Role of IMF in Crisis Management. The
Committee welcomed the timely response to the crisis by
the international community, including from the IMF. It
welcomed the establishment of the Supplemental Reserve
Facility and the use of emergency procedures in the IMF’s
rapid response in support of the countries in crisis.

The IMF’s role in responding to members experienc-
ing a large financing need should remain central, in
particular because of the IMF’s role, through its condi-
tionality, in supporting the necessary reforms. The IMF
cannot be expected to be able to finance whatever large
balance of payments deficit. Its role is essential to cat-
alyze other sources of financing and, when needed, to
coordinate support from other sources.

The Committee noted the sharp weakening of the

IMF’s liquidity position and stressed the need to ensure
that the IMF has adequate resources. It called for the
rapid implementation of the increase in quotas
approved by the Board of Governors in January 1998
and of the New Arrangements to Borrow.
More Effective Procedures to Involve the Private Sector.
The Committee observed that, while many in the private
sector had incurred substantial losses in the recent crises, it
was important that all creditors, including short-term cred-
itors, more fully bear the consequences of their actions.

It noted that, in the first instance, measures to dis-
courage excessive reliance on short-term financing and
strengthen countries’ capacity to withstand sudden shifts
in market sentiment are essential preventive elements.

The Committee agreed that, when warranted by cri-
sis situations, ways needed to be found to involve
private creditors at an early stage, in order to achieve
equitable burden sharing vis-a-vis the official sector
and to limit moral hazard. While noting the difficult
issues involved, the Committee requested the Executive
Board to intensify its consideration of possible steps to
strengthen private sector involvement.

Efforts should also be devoted to strengthening
incentives for creditors and investors to better use infor-
mation to analyze risks appropriately and avoid exces-
sive risk taking.

The Committee suggested that different mechanisms
for meeting this objective could be considered:

* closer contacts with creditors for explaining IMF
arrangements and catalyzing private sector financing;

* studying further the possibility of introducing pro-
visions in bond contracts for bondholders to be repre-
sented, in case of nonpayment, in negotiations on bond
contract restructuring;

« extending the IMF’s policy of providing financing
to members in arrears on their debt payments to some
private creditors under appropriate safeguards;

* encouraging the adoption of strong bankruptcy
systems for the operation of both domestic and inter-
national capital markets;

« advising members to exercise caution with respect
to public guarantees to reduce the risk of a private debt
problem turning into a sovereign debt problem.
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The Committee requested the Executive Board to
report on all aspects of its work in these areas at the next
meeting of the Committee.

Liberalization of Capital Movements
Under an Amendment of the Articles

4. The financial crisis in Asia has given heightened
attention to the role of capital flows in economic devel-
opment. The effects of the crisis have not negated the
contribution that capital movements have made to eco-
nomic progress in the Asian countries before the crisis
erupted. Rather, the crisis has underscored the impor-
tance of orderly and properly sequenced liberalization of
capital movements, the need for appropriate macroeco-
nomic and exchange rate policies, the critical role of
sound financial sectors, and effective prudential and
supervisory systems. The Committee reaffirmed its
view, expressed in the Hong Kong Communiqué last
September, that it is now time to add a new chapter to
the Bretton Woods Agreement by making the liberaliza-
tion of capital movements one of the purposes of the
IMF and extending, as needed, the IMF’s jurisdiction for
this purpose. The Committee noted the progress made
thus far and the provisional agreement reached by the
Executive Board on that part of the amendment dealing
with the IMF’s purposes. It requested the Executive
Board to pursue with determination its work on other
aspects, including policy issues, with the aim of submit-
ting an appropriate amendment of the Articles for the
Committee’s consideration as soon as possible.
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Code of Good Practices on Fiscal
Transparency

5. The Committee adopted the “Code of Good
Practices on Fiscal Transparency—Declaration on
Principles” [see below] to serve as a guide for members
to increase fiscal transparency, and thereby enhance the
accountability and credibility of fiscal policy as a key
feature of good governance. The Committee encour-
aged member countries to adhere to the principles and
implement the practices of the Code, recognizing that
implementation will be affected by diversity in fiscal
institutions, legal systems, and implementation capac-
ity. The Committee requested the IMF to monitor
progress in implementing the Code in the context of its
surveillance. The Committee also encouraged the
Executive Board to examine the desirability of develop-
ing a code of good practices with respect to financial
and monetary policies, in cooperation with the appro-
priate institutions.

ESAF and HIPC Initiatives

6. The Committee welcomed the progress made to
date in the implementation of the HIPC Initiative,
including the release by the Executive Boards of the IMF
and the Bank of assistance for Uganda when it reached
its completion point in early April; the decisions, in prin-
ciple, to provide assistance to Bolivia, Burkina Faso, Cote
d’Ivoire, Guyana, and Mozambique; and the preliminary

discussions on Guinea-Bissau and Mali. The Committee
encouraged countries that could qualify for assistance
under the Initiative to take expeditiously the necessary
adjustment measures to qualify for this special assistance.

The Committee noted the need to reactivate the efforts
by the IMF to secure the full financing of the ESAF and
the HIPC Initiative. In view of the present and expected
future commitments under the HIPC Initiative and the
significant costs resulting from the delay in mobilizing the
necessary financial resources, the Committee urged all
members to move quickly to complete the financing of
these initiatives as soon as possible. The Committee
requested that the Executive Board report back to the
Interim Committee on this issue at its next meeting.

The Committee expressed its appreciation for the
work of the external evaluators of the ESAF. Their report,
which complemented the earlier internal evaluation of
the ESAF, reaffirmed the view that the ESAF is a valuable
instrument to assist low-income countries. The
Committee noted that, together, the internal and exter-
nal evaluations provided important lessons and a useful
basis for public debate. The Committee welcomed the
intention of the Executive Board to draw operational
conclusions from the issues raised by the evaluations so
as to strengthen the ability of the IMF to foster sustained
growth and external viability in poor countries.

The next meeting of the Interim Committee will be
held in Washington, D.C., on October 4, 1998. [ ]

Code of Good Practices on Fiscal Transparency:
Declaration on Principles

The Interim Committee stressed the importance of
good governance when it adopted the Partnership for
Sustainable Global Growth in September 1996, and
again at its September 1997 meeting in Hong Kong
SAR. Fiscal transparency would make a major contri-
bution to the cause of good governance. It should lead
to better-informed public debate about the design and
results of fiscal policy, make governments more
accountable for the implementation of fiscal policy,
and thereby strengthen credibility and public under-
standing of macroeconomic policies and choices. In a
globalized environment, fiscal transparency is of con-
siderable importance to achieving macroeconomic sta-
bility and high-quality growth. However, it is only one
aspect of good fiscal management, and attention has to
be paid also to increasing the efficiency of government
activity and establishing sound public finances.
Because of its fiscal management expertise and univer-
sal membership, the IMF is well placed to take the lead in
promoting greater fiscal transparency. The Interim
Committee is therefore seeking to encourage IMF mem-
ber countries to implement the following Code of Good

Practices on Fiscal Transparency. The Code is based
around the following key objectives: roles and responsi-
bilities in government should be clear; information on
government activities should be provided to the public;
budget preparation, execution, and reporting should be
undertaken in an open manner; and fiscal information
should be subjected to independent assurances of
integrity. The Code sets out what governments should do
to meet these objectives in terms of principles and prac-
tices. These principles and practices are distilled from the
IMF’s knowledge of fiscal management practices in
member countries. The Code will facilitate surveillance of
economic policies by country authorities, financial mar-
kets, and international institutions.

Guidelines to the implementation of the Code are to
be provided in a supporting manual, which is currently
being developed. The Code acknowledges diversity
across countries in fiscal management systems and in
cultural, constitutional, and legal environments, as well
as differences across countries in the technical and
administrative capacity to improve transparency. While
there is scope in all countries for improvement with



respect to some aspects of fiscal transparency covered in
the Code, diversity and differences across countries
inevitably imply that many countries may not be able to
move quickly to implement the Code. Moreover, it is
recognized that there may be a need for technical assis-
tance if existing fiscal management practices are to be
changed, and the IMF must be prepared to provide tech-
nical assistance, in cooperation with other international
organizations, to those countries that request it in
connection with improving fiscal transparency.
Modifications to the Code should be considered period-
ically, in light of the experience with its implementation.

Clarity of Roles and Responsibilities

The government sector should be clearly distinguished
from the rest of the economy, and policy and management
roles within government should be well defined.

The boundary between the government sector and
the rest of the economy should be clearly defined and
widely understood. The government sector should cor-
respond to the general government, which comprises
the central government and lower levels of govern-
ment, including extrabudgetary operations.

Government involvement in the rest of the economy
(e.g., through regulation and equity ownership) should
be conducted in an open and public manner on the
basis of clear rules and procedures, which are applied in
a nondiscriminatory manner.

The allocation of responsibilities between different
levels of government, and between the executive
branch, the legislative branch, and the judiciary, should
be clearly defined.

Clear mechanisms for the coordination and man-
agement of budgetary and extrabudgetary activities
should be established, and well-defined arrangements
vis-a-vis other government entities (e.g., the central
bank and state-controlled financial and nonfinancial
enterprises) should be specified.

There should be a clear legal and administrative
framework for fiscal management.

Fiscal management should be governed by compre-
hensive laws and administrative rules applying to bud-
getary and extrabudgetary activities. Any commitment
or expenditure of government funds should have a
legal authority.

Taxes, duties, fees, and charges should have an
explicit legal basis. Tax laws and regulations should be
easily accessible and understandable, and clear criteria
should guide any administrative discretion in their
application.

Ethical standards of behavior for public servants
should be clear and well publicized.

Public Availability of Information
The public should be provided with full information on
the past, current, and projected fiscal activity of government.

The annual budget should cover all central govern-
ment operations in detail and should also provide
information on central government extrabudgetary
operations. In addition, sufficient information should
be provided on the revenue and expenditure of lower
levels of government to allow a consolidated financial
position for the general government to be presented.

Information comparable to that in the annual bud-
get should be provided for the outturns of the two pre-
ceding fiscal years, together with forecasts of key bud-
get aggregates for the two years following the budget.

Statements should be published with the annual
budget giving a description of the nature and fiscal sig-
nificance of contingent liabilities, tax expenditures, and
quasi-fiscal activities.

The central government should regularly publish
information on the level and composition of its debt
and financial assets.

A public commitment should be made to the timely
publication of fiscal information.

Specific commitments should be made to the publi-
cation of fiscal information (e.g., in a budget law).

Advance release date calendars for fiscal reporting to
the public should be announced.

Open Budget Preparation, Execution, and
Reporting

Budget documentation should specify fiscal policy
objectives, the macroeconomic framework, the policy basis
for the budget, and identifiable major fiscal risks.

A statement of fiscal policy objectives and an assess-
ment of sustainable fiscal policy should provide the
framework for the annual budget.

Any fiscal rules that have been adopted (e.g., a bal-
anced budget requirement and borrowing limits for
lower levels of governments) should be clearly specified.

The annual budget should be presented within a
comprehensive and consistent quantitative macroeco-
nomic framework, and the economic assumptions and
key parameters (e.g., effective tax rates) underlying
budget estimates should be provided.

Existing commitments should be distinguished from
new policies included in the annual budget.

Major risks to the annual budget should be identi-
fied and quantified where possible, including variations
in economic assumptions and the uncertain costs of
specific expenditure commitments (e.g., financial
restructuring).

Budget estimates should be classified and presented in
a way that facilitates policy analysis and promotes
accountability.

Government transactions should be on a gross basis,
distinguishing revenue, expenditure, and financing,
and classifying expenditures on an economic and func-
tional basis. In addition, expenditure should be classi-
fied by administrative category. Data on extrabud-
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getary operations should be similarly classified. Budget
data should be presented in a way that allows interna-
tional comparisons.

A statement of objectives to be achieved by major
budget programs (e.g., improvement in relevant social
indicators) should be provided.

The overall balance of the general government
should be a standard summary indicator of the govern-
ment’s financial position. It should be supplemented by
other fiscal indicators (e.g., operational balance, struc-
tural balance, and primary balance) when economic
circumstances make it inappropriate to base judgments
about fiscal policy stance on the overall deficit alone.

The annual budget and final accounts should include
a statement of the accounting basis (i.e., cash or
accrual) and standards used in the preparation and pre-
sentation of budget data.

Procedures for the execution and monitoring of
approved expenditures should be clearly specified.

A comprehensive, integrated accounting system
should be established. It should provide a reliable basis
for assessing payments arrears.

Procedures for procurement and employment should
be standardized and accessible to all interested parties.

Budget execution should be internally audited, and
audit procedures should be open to review.

Fiscal reporting should be timely, comprehensive, reli-
able, and identify deviations from the budget.

During the vyear, there should be regular, timely
reporting of budget and extrabudgetary outturns,
which should be compared with original estimates. In
the absence of detailed information on lower levels of
government, available indicators of their financial posi-
tion (e.g., bank borrowing and bond issues) should be
provided.

Timely, comprehensive, audited final accounts of
budget operations, together with full information on
extrabudgetary accounts, should be presented to the
legislature.

Results achieved relative to the objectives of major
budget programs should be reported to the legislature.

Independent Assurances of Integrity

The integrity of fiscal information should be subject to
public and independent scrutiny.

A national audit body, or equivalent organization,
should be appointed by the legislature, with the respon-
sibility to provide timely reports to the legislature
and public on the financial integrity of government
accounts.

Macroeconomic forecasts (including underlying
assumptions) should be available for scrutiny by inde-
pendent experts.

The integrity of fiscal statistics should be enhanced
by providing the national statistics office with institu-
tional independence. [ |

Opening Press Conference
Camdessus Cites Greater IMF Transparency;,
Urges Japan to Pursue Bank Restructuring

The spring meeting of the Interim Committee would
feature “the most overcrowded agenda in the recent his-
tory of the IMF” IMF Managing Director Michel
Camdessus observed at a press conference on April 14. In
opening comments, he reviewed global economic devel-

IMF First Deputy Managing Director Fischer (left); IMF Managing Director Camdessus;
Shailendra Anjaria, Director, IMF External Relations Department; and Graham Newman,
acting Chief Information Officer.

opments, noting that the Asian crisis is expected to
reduce global GNP growth by more than 1 percent in
1998. Against this backdrop, he saw two major elements
of hope: progress in the European Economic and
Monetary Union (EMU) and the strength and resilience
exhibited by transition economies and the emerging
market countries that had worked promptly to consoli-
date their economies.

Outlining the chief topics on the Interim
Committee’s agenda, Camdessus noted in particular
the discussion of the “architecture” of the international
monetary system. Although the results of the work to
date were modest, the Managing Director commented
that architecture was an apt term. The Asian and
Mexican crises had vividly illuminated weaknesses in
the system: its vulnerability to crisis, the speed of con-
tagion, the central role played by banking and financial
sector problems, and the impact of bad governance.
The crises had also brought to the fore perceived imper-
fections in the preventive system, including suspicions
of unfairness or opacity and concerns over the role



played by speculators. Even aspects of the resolution
system have been called into question, he said, noting
the concerns raised about moral hazard, the uneven
involvement of the private sector, and the dispropor-
tionate cost absorbed by the poorest segments of the
population.

In response to a question about whether trans-
parency should begin at the IMF, Camdessus said the
IMF has taken significant steps in recent years to pro-
vide the public with more, and more timely, informa-
tion. But transparency faces two challenges. The IMF
deals with confidential information provided by a
member country. It must respect the intentions of that

Managing Director’s Statement to the

Interim Committee, April 16

Members of the Interim Committee have received my
note on the World Economic Outlook, and my full state-
ment on issues relating to the world economic situation
and outlook. This would normally have been an occa-
sion for discussing the role of the euro for the interna-
tional monetary system, but this important topic will
have to wait until our next meeting in the fall. Instead,
I will concentrate on the Asian crisis.

¢ The crisis has now begun to abate, thanks to the
adjustment and reform efforts undertaken by the most
affected countries, with the support of the international
community. However, just as the financial situation has
begun to stabilize in several of the crisis economies, the
regional outlook has been clouded anew by the further
deterioration of the economic situation in Japan.

+ Despite these difficulties, the global outcome still
appears likely to be a relatively mild slowdown in the
world economic expansion, thanks to strong growth
momentum in North America—and increasingly in
Europe also—and to the progress in many developing
countries and among the transition countries in
strengthening their fundamentals.

¢ There are nevertheless important downside risks.
Policy slippages in the crisis economies could again
unsettle financial markets. Furthermore, the crisis and
recent commaodity price movements, particularly the
decline in oil prices, will bring about some large adjust-
ments in external positions and risks of trade tensions.

¢ There are also risks arising from financial market
developments in the industrial countries. Equity markets
in many countries have recently risen to new highs, and
the U.S. dollar and pound sterling have strengthened fur-
ther—developments that may not be sustainable. Further
risks arise from financial sector fragilities and other vul-
nerabilities in a number of emerging market countries.

¢ The countries at the center of the Asian crisis have
been among the most successful emerging market

country and cannot, without losing the country’s con-
fidence, publish information without the country’s
consent. The IMF also serves as a discreet advisor, par-
ticularly in times of stress. In no circumstances,
Camdessus said, should the desire to disseminate infor-
mation undermine the quality of the IMF’s relations
with its member countries and its ability to help them
do the right thing.

Many questions dealt with regional and country
issues. Camdessus praised Latin America’s stabilization
efforts and continuing structural reforms, which have
enabled it to resist contagion from the Asian crisis. The
efforts of the last ten years, he said, had transformed the

countries. What went wrong? To some extent, these
countries became victims of their success, which had
ultimately made large demands on policies and institu-
tions—demands that were not met with sufficient
resolve. The many policy weaknesses that have been
revealed by the crisis are now in the process of being
addressed in the context of IMF-assisted programs.

* The stresses caused by the crisis are beginning to
be evident in a substantial compression of investment,
consumption, and imports in the economies at the
center of the turmoil. These countries are experiencing
a sizable turnaround in external positions, which will
be reinforced by stronger exports. This will help to
offset the declines in domestic demand, but output is
still likely to decline in Indonesia, Korea, and Thailand
in 1998.

+ Asthe needed policies are implemented and exter-
nal positions improve, however, confidence should
recover gradually during 1998, paving the way for a
moderate rebound in growth in 1999 and solid recov-
ery by 2000. This is a realistic and feasible outcome,
provided policymakers are prepared to address the root
causes of the financial crisis.

¢ In a worrying setback, the situation in Japan has
deteriorated further, reflecting the impact of over-rapid
fiscal adjustment and intensifying financial strains as well
as the effects of the regional crisis. To lift the Japanese
economy and allow it to support activity elsewhere in the
region, forceful and credible actions are needed to
strengthen confidence, restructure the financial system,
and move forward on the structural reform agenda.

* The Asian crisis has again demonstrated the
potential for a crisis that originates in one country to
spread quickly to other countries that may have
enjoyed a strong economic performance in the past but
nevertheless have become vulnerable to shifts in mar-
ket sentiment. Identifying and addressing such vulner-
abilities before a crisis hits remains a key challenge for
national policymakers and for the IMF.
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continent. In response to a question on Argentina’s
growing trade and current account deficits, he noted
that the IMF and the Argentine authorities had agreed
to publish the IMF’s most recent staff report. This can-
did document complimented the country on its fiscal
program and high rate of growth but cautioned that
Argentina needed to be particularly attentive to current
account developments and to consider moderating
the rate of expansion and, perhaps, delay less urgent
expenditures.

On Korea and whether that country might be in a
position to adapt its program in the near future, the
Managing Director commended the country’s post-
crisis performance as a remarkable phenomenon and
linked its possible quicker-than-expected recovery to a
120 percent” effort on the program. While the speed of
the recovery might indeed necessitate an adaptation of
the program “sometime down the road,” Camdessus
did not see any urgency to do so now.

Asked to comment on the size, temporary nature,
and effectiveness of Japan’s income tax cut—as well as
the county’s prospects for resuming its role as an engine
of growth in Asia and the world—Camdessus said he
was encouraged by the measures that had been
announced. What matters is to have things in the right
perspective over the longer term, he said, and not to
forget that Japan’s basic underlying problem is still of a
structural nature. “There are still a lot of things to be

done, even beyond the Big-Bang initiative, to open
Japan to the rest of the world.” Of particular urgency
now, he added, was giving the “proper angle, the proper
teeth, and the proper efficiency to the banking restruc-
turing measures.”

On Indonesia, reporters wanted to know why the
IMF applied macroeconomic prescriptions to private
sector corporate debt and banking problems and why
the world should now find Indonesia’s commitment to
reform credible. The IMF had no choice, Camdessus
said, but to pursue macroeconomic and structural
reforms simultaneously. And he believed Indonesia
now understood the tremendous cost of not adhering
to earlier reforms.

Queried about a statement in the spring 1998 World
Economic Outlook that India needs to grow faster and
reform more vigorously, Camdessus said that slowing
down the opening of the Indian economy could not
produce the long-term prospect of growth the country
sought. India has not much to fear from opening, he
said, unless it is too late and too slow. He hoped many
structural reforms would be on the new government’s
agenda, including developing an efficient infrastruc-
ture, reforming and divesting public enterprises, taking
up trade and foreign investment liberalization again,
and reforming and strengthening the financial sector to
pave the way for an orderly liberalization of its capital
account. ]

Development Committee Communiqué
Ministers Welcome Support for HIPC Initiative;
Stress Importance of Additional Contributions

Following is the communiqué of the Development
Committee, released on April 17 in Washington.

1. The fifty-seventh meeting of the Development
Committee was held in Washington, D.C. on April 17,
1998, under the chairmanship of Dato’ Seri Anwar
Ibrahim, Deputy Prime Minister and Minister of
Finance of Malaysia.

2. Implications of the Asian Financial Crisis. The
Committee reviewed, in the context of a globalized
economy, the implications of the Asian financial crisis
for the World Bank Group. In a wide-ranging discus-
sion, ministers recognized that the crisis risks damaging
the region’s remarkable development achievements,
particularly its especially effective antipoverty perfor-
mance. Ministers expressed strong support for the
active role played by the Bank Group and the
International Monetary Fund, together with the Asian
Development Bank, in the international effort to
restore confidence and sustainable growth and to help
ensure stability in the international financial system.
They especially appreciated their rapid and substantial

response to the crisis, including significant financial
assistance to underpin stabilization measures, pro-
grams of structural reform, and technical assistance in
key sectors in the most affected countries. Ministers
also noted that while the region has vast potential for
sustained high levels of economic growth through its
own efforts, significant external support would still be
required for a number of these countries over the fore-
seeable future.

3. Members welcomed the efforts of the World Bank
and the IMF to help governments address the social
consequences of crises, including shielding targeted
public expenditures, improving labor standards, and
strengthening social safety nets for the most vulnerable.
They expressed strong support for the Bank’s actions to
help governments protect the poor, enhance the quality
of social services, improve the design and financing of
social funds, and promote sustainable environmental
management. Ministers also welcomed the active sup-
port of the Bank and the IMF for design and imple-
mentation of financial and corporate restructuring and



governance, and enhanced country capacity for better
economic management and financial resiliency.

4. Ministers urged the Bank, in implementing the
Strategic Compact and maintaining its support for all
its members, to strengthen its ability to address rapidly
situations of this kind and to help governments avoid
such crises in the future. Thus, the Committee urged
the Bank to assist countries in strengthening key insti-
tutions and structural policies, and to augment its skills
and capacities in related areas, including particularly
the financial sector, corporate restructuring and gover-
nance, and poverty reduction and social sustainability.

5. Given the breadth and depth of the issues
involved in helping member governments confront
such difficult situations, Ministers urged the Bank and
the IMF, building on their long tradition of working
together, to review and reinforce their partnership
based on their respective mandates. This partnership
has become even more important in light of the grow-
ing significance of structural factors in assisting mem-
ber governments, and the increased demands on both
institutions.

6. Implementation of the Debt Initiative for Heavily
Indebted Poor Countries (HIPC). The Committee was
pleased by the increasing momentum in the implemen-
tation of the HIPC Initiative. Ministers congratulated
Uganda on its continued strong economic reform effort
and on becoming the first country to reach its comple-
tion point under the HIPC Initiative, resulting in sav-
ings in nominal debt service of about $650 million
(about $350 million in net present value terms). The
Committee welcomed decisions made, since its last
meeting, by the Executive Boards of the IMF and
IDA/IBRD, to add Guyana, Co6te d’lvoire, and
Mozambique to the group of countries for which debt
reduction packages have been agreed. In the case of
Mozambique, this involved exceptional commitments
by members of the Paris Club, and in particular Russia
as Mozambique’s largest creditor, as well as contribu-
tions from other countries and extraordinary assistance
by IDA and the IMF to secure the large debt relief
required. The six countries that have qualified for assis-
tance under the Initiative would be eligible to receive
estimated debt relief amounting to about $5.7 billion
(the equivalent of $3 billion in net present value terms).

7. Ministers noted that Mali and Guinea-Bissau are
expected to join this group shortly, and that the Boards’
consideration of eligibility under the Initiative of other
countries will occur as soon as their track records and
progress in negotiation of Bank/IMF-supported pro-
grams warrant. Ministers encouraged potentially eligi-
ble countries to undertake such programs in a timely
manner, so that by the year 2000 as many as possible
could be included in the Initiative. Ministers welcomed
the increasing number of countries that were con-
tributing bilaterally to the HIPC Trust Fund. They also

stressed the importance of additional contributions to
the HIPC Initiative to assist all multilateral institutions
to meet their share of the cost, including, in particular,
the African Development Bank.

8. Multilateral Investment Guarantee Agency
(MIGA). Ministers welcomed the successful conclusion
of deliberations by the MIGA Board of Directors on
MIGAs $850 million general capital increase (including
a $150 million paid-in portion), as well as the agreement
by IBRD governors to transfer $150 million as a grant to
MIGA. These measures, reflecting agreements reached
by the Committee at its last meeting, will relieve MIGAS
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short-term financial constraints and provide it with a
sustainable capital structure for the medium to long
term, thus enabling it to respond to continuing growth
in demand for its services. The Committee also wel-
comed the progress achieved by the MIGA Board on
core policy issues and urged the Board to continue its
discussions and to reach clear understandings on the
remaining issues as soon as possible.

9. Report of the Multilateral Development Banks
(MDBs). Ministers expressed appreciation to the
Presidents of the four regional development banks and
the World Bank for their comprehensive report on MDB
follow-up to the recommendations of the Committee’s
MDB Task Force. The Committee welcomed the progress
made by the MDBs in implementing programs designed
to strengthen the effectiveness of each institution.
Ministers also welcomed the efforts made by the MDB
Presidents to strengthen their collaboration on impor-
tant areas such as program evaluation and procurement
rules and their commitment to expand this cooperation,
consistent with their respective mandates, in additional
areas of high priority, such as governance, corruption,
and capacity building; financial sector fundamentals and
reform; and infrastructure financing. Members also
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agreed on the importance of MDBs addressing the con-
siderable challenges that remain in further strengthening
this cooperation and suggested, in particular, that practi-
cal objectives be established for the next few years in areas
such as evaluation. They urged the MDBs to continue to
work closely with member governments to implement
practical measures designed to ensure more effective in-

Hugutte Labelle, President of the Canadian International Development Agency (left),
and Omar Kabbaj, President of the African Development Bank.
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country coordination, based on a shared strategic view,
and enhanced development impact.

10. Members requested that the World Bank
President inform the Committee at the spring 1999
meeting of progress achieved in strengthening World
Bank cooperation with the regional development banks.

11. Ministers also noted that the Committee had
made notable progress over the last two years on a
number of important issues with broad systemic signif-
icance for all MDBs and the IMF, such as the HIPC
Initiative and governance. This meeting’s discussion of
the implications of the Asian financial crisis is a further
example, and ministers agreed that the Committee
should continue to develop this practice, as recom-
mended in the MDB Task Force report, drawing on
contributions where appropriate from other MDBs.

12. World Bank Net Income Dynamics. Ministers
considered issues raised by a decline in IBRD net
income at the same time that potential demands on this
income were increasing. They urged the Bank’s Board
of Directors to review, on an urgent basis, all available
options and to make appropriate recommendations
and decisions in the next three months.

13. Next Meeting. The Committee’s next meeting
will be held on October 5, 1998, in Washington, D.C. ®

Group of Seven Communiqué
Industrial Countries Welcome Progress on EMU;
Call for Japan to Address Financial Problems

Following is the text of the communiqué of the Group of
Seven (G-7) industrial countries, issued in Washington
on April 15, 1998.

1. We, the Finance Ministers and Central Bank
Governors of the G-7 countries, met today to review recent
developments in the world economy and financial markets.

G-7 Economies

2. Together with the Managing Director of the
International Monetary Fund, Michel Camdessus, we
reviewed recent developments in our economies and
other economies around the world.

3. Strong growth has continued in North America
and the United Kingdom. It is important that the pol-
icy framework continue to be directed at a sustainable
expansion in these countries and at increasing national
savings in the United States.

4. In France, Germany, and Italy, economic growth
gained momentum in 1997 and is expected to
strengthen further this year. It is important that recovery
on the Continent be increasingly based on sustained
growth of domestic demand. Continuing structural
reforms will also be needed to combat persistent high
unemployment and provide a sound basis for growth.

5. The challenges facing Japan are serious and have
intensified in recent months. We welcomed the recent
announcement of an economic policy program
directed at spurring a substantial strengthening of
domestic demand and reviving business and consumer
confidence. What is crucial is to implement quickly a
strong program of effective fiscal measures and struc-
tural reforms. We also welcomed the progress Japan is
making in implementing its Big-Bang financial liberal-
ization initiative and encouraged the Japanese authori-
ties to move forward to address the problems in the
financial system.

6. Inflation pressures in the G-7 economies remain
under control, with Italy showing particular improve-
ment. But vigilance will, as always, remain necessary to
stay on a noninflationary path, particularly in the
United States and the United Kingdom, so that sustain-
able growth can be maintained.

European Economic and Monetary Union
7. We look forward to a successful launch of
European Economic and Monetary Union (EMU) that
contributes to the stability of the international mone-
tary system. Strong commitment to the fiscal require-



ments of EMU membership, and to efforts to fight high
structural unemployment, are key to ensuring a stable
and successful EMU. We agreed on the importance of
examining these issues further together.

Exchange Rates

8. We discussed developments in our exchange and
financial markets. We reaffirmed our view that exchange
rates should reflect economic fundamentals and that
excess volatility and significant deviations from funda-
mentals are undesirable. We emphasized that it is impor-
tant to avoid excessive depreciation where this could exac-
erbate large external imbalances. In light of this, we sup-
port appropriate steps by Japan aimed at stimulating
domestic demand led growth and reducing external
imbalances, thus also correcting the excessive depreciation
of the yen. We will continue to monitor developments in
exchange markets and to cooperate as appropriate.

Emerging Markets

9. We welcomed progress toward restoration of finan-
cial stability in Asia. We are particularly encouraged by an
early return to the capital markets by some countries, the
efforts being made toward strengthening financial
systems, and the recent strengthening of regional
currencies.

10. Despite this progress, substantial challenges lie
ahead, and we agreed that this is no time for complacency.
A strong and enduring recovery requires a substantial
commitment to the macroeconomic and structural
reform necessary to restore confidence, with
program support from the international
financial institutions (IFIs). The interna-
tional community has a strong interest in
seeing recovery in Asia, and we are commit-
ted to working with the IFIs toward this goal.
In this context, our export credit agencies
continue to provide trade finance to coun-
tries in this region. We also agreed on the
importance of building a social consensus
for reform in Asia, which requires action to
limit the impact of the crisis on the poor.

11. We welcomed Indonesia’s renewed
commitment to economic and structural
reform and its agreement with the IMF on
a new reform program. We urge the

economies to pursue strong macroeconomic policies,
improved governance and structural reform programs
to reduce their vulnerability to contagion, and urged the
IFIs to play an active role in supporting these efforts. In
this regard, we reiterated the urgent need to approve the
proposed New Arrangements to Borrow and quota
increase, so that the IMF has the necessary resources to
perform its mission at this very critical time.

Development Issues and Africa

13. We noted the economic progress in those develop-
ing countries where sound macroeconomic policies,
good governance, and market reforms have been pur-
sued vigorously. We reiterated our commitment to sup-
port these countries’ efforts to integrate into the global
economic system. This support includes our efforts, both
bilaterally and through the IFls. In this context, we
stressed the importance of appropriate funding for
IDA-12, the Enhanced Structural Adjustment Facility
(ESAF), and the African Development Bank Group. \We
also welcomed the progress that has been made toward
strengthening the capital structure and governance of the
African Development Bank, providing a more solid basis
for deeper partnership in the future.

14. We welcomed the progress made in implement-
ing the HIPC debt initiative and note commitments
have now been made to provide HIPC debt relief to a
number of countries. We applauded Uganda as the first
country to receive final HIPC debt relief, reflecting its
strong record of reform. We also welcomed the special
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Indonesian government to implement its
program fully and vigorously, as this is nec-
essary to restore confidence.

12. We reviewed potential risks in a broad range of
emerging markets. We welcomed increased differentia-
tion by the markets of the prospects of emerging econ-
omies and noted that preemptive policy measures in key
cases have helped to contain contagion. We believe that
an open global trading system is essential for broad-
based prosperity. We encourage emerging and transition

Group of Seven finance ministers and central bank governors during their meeting.

efforts by the Paris Club, the Bretton Woods institu-
tions, and individual countries in reaching a final deci-
sion on Mozambique. We encourage all heavily
indebted poor countries to take all the steps necessary
to embark by the year 2000 on the process of a sustain-
able exit from their debt problems. We also continue to
urge all creditors to provide interim relief to help but-
tress debtor countries’ reform efforts.
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15. In order to help countries fight corruption and
bribery, we urged that the MDBs should establish uni-
form procurement rules and documents of the highest
standard, and that the members of the Organization for
Economic Cooperation and Development (OECD) and
other signatories to the Convention on Combating
Bribery should submit the convention for ratification to
their legislative bodies—where necessary—and should
pass any necessary implementing legislation criminaliz-
ing the payment of bribes to foreign officials in interna-
tional business transactions, with a view to the entry of
the convention into force and, in that context, elimina-
tion of the tax deductibility of such bribes by the end of
the year.

Strengthening International
Financial System

16. We reaffirmed our commitment to exploring
ways to strengthen the architecture of the international
financial system. We welcomed the work going on in a
variety of other fora toward this objective, including the
APEC Finance Ministers, ASEM, the Manila Group, the
Group of 10, the Special Meeting of 22 countries,

and the IFIs, including this week’s Interim and
Development Committee meetings. This work can help
build a consensus for action in the key areas we identi-
fied at our February 21st meeting in London:

» promoting more efficient functioning of global
markets,

¢ improving transparency and disclosure,

« strengthening financial systems,

« assessing the role of the international community,

* promoting appropriate burden sharing by the pri-
vate sector.

17.We are looking forward to discussion of these issues
with representatives of emerging market countries at
meetings later this week. We confirm our intention to
produce a progress report on these issues for the meeting
of our Heads of State at the Birmingham Summit in May.

18. We applaud the progress made by the OECD with
respect to harmful tax competition, and we look forward
to receiving their report before the next G-7 Ministerial
prior to the Birmingham Summit [on May 15-17, 1998].

19. We discussed this and other work leading up to
the Birmingham Summit and plans for the pre-Summit
meeting of finance ministers on May 8-9. u

Group of Ten Communiqué
Ministers Consider Effects of Aging Populations,
Need to Strengthen Emerging Market Economies

Following is the communiqué of the Group of Ten indus-
trial countries, issued in Washington on April 16.

1. The Finance Ministers and Central Bank
Governors of the countries of the Group of Ten met in

Gordon Brown, Chancellor of the Exchequer of the United Kingdom (left), and Edward
George, Governor of the Bank of England, at the Group of Ten meeting.
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Washington on April 16, 1998, under the Chairmanship
of Mr. Gordon Brown, Chancellor of the Exchequer of
the United Kingdom. They took note of reports from

Mr. Mario Draghi, Chairman of the Deputies of the
Group of Ten; Mr. Michel Camdessus, Managing
Director of the IMF; Mr. Lawrence Summers, Chairman
of Working Party 111 of the Organization for Economic
Cooperation and Development; and Mr. Andrew
Crockett, General Manager of the Bank for Inter-
national Settlement.

2. The Ministers and Governors considered the
potentially profound macroeconomic and financial
implications of aging populations assessed in a report
prepared under their aegis. They underscored the need
for early action in order to minimize the burden of
adjustment. They noted that strengthened policy efforts
were needed to contain the potentially adverse effects of
population aging on future living standards and budget
positions that could arise under current pension and
health benefit policies. They stressed the importance of
appropriately timed fiscal consolidation and of finding
means to raise national savings rates. Acknowledging that
the choice of how retirement income and health care are
provided will depend on national circumstances, they
supported the use of mixed approaches based on finan-
cially sustainable public pension and health care systems,
and increased reliance on private pensions and other
forms of private savings as the most promising ways to
alleviate demographic pressures arising from aging.



Moreover, recognizing the need to foster the efficient allo-
cation of savings both at home and across borders, they
also underscored the importance of strengthening finan-
cial infrastructures, encouraging financial transparency,
enhancing financial supervision, and eliminating barriers
to international capital flows. In view of the expected rise
in the number of consumers relative to producers, they
emphasized the importance of labor market efficiency
and noted the need to remove disincentives to continued
participation in the labor force.

3. Ministers and Governors noted that the crisis in Asia
had underscored the importance of strengthening finan-
cial systems in emerging market economies. They urged
the rapid and effective implementation of the concerted
strategy to promote financial stability in these economies.
They noted the need to work with emerging market econ-
omies in taking concrete actions to create a macroeco-
nomic and institutional setting favorable to sound credit
cultures and the efficient and continued operation of mar-
kets, promote effective stakeholder oversight and good
governance of financial institutions, and institute sound

regulatory and supervisory arrangements that support and
complement market discipline. In particular, they noted
the importance of transparency and disclosure, and rec-
ommended that greater attention be given to financial sta-
bility in multilateral and regional surveillance.

4. Ministers and Governors indicated their contin-
ued interest in improving crisis prevention and man-
agement. They agreed that the IMF should continue to
play a central role in both. They stressed the urgency of
finding innovative approaches to achieving closer and
faster involvement of the private sector in crisis man-
agement and resolution to help contain the risk of
moral hazard.

5. Ministers and Governors noted the importance of
progress toward capital account convertibility and the
contribution that the strengthening of financial systems
can make to achieving this objective. They reiterated
their view that capital account liberalization, which
should be undertaken in an orderly manner, ought to
be brought within the purview of the IMF, with its
Articles being amended accordingly. u

Group of 24 Communiqué
Developing Country Ministers Call for Task Force
To Study Crisis Response and Social Safety Nets

Following is the text of the press communiqué issued after
the meeting of the Ministers of the Intergovernmental
Group of 24 on International Monetary Affairs in
Washington on April 14.

World Economy

1. Ministers note with concern that the growth perfor-
mance of the world economy has been weaker than
expected, due predominantly to the Asian crisis. While the
financial crisis may have been contained to a large extent
as a result of the courageous efforts by affected countries
with unprecedented support from the international com-
munity, the full repercussions of the Asian crisis have yet
to run their course, particularly where the economies of
the developing countries are concerned. In particular, the
decline in oil and other primary commodity prices and
the reevaluation of country risks resulting in decreased
investment and financial flows to the developing countries
are likely to delay the affected countries’ adjustment and
increase social costs. This in turn adversely affects these
countries’ growth prospects and limits their strong contri-
bution to the world economy. Developments in some
major industrial countries also add to uncertainties
regarding prospects for global growth.

International Monetary System
2. The Asian crisis, which has triggered deflationary
pressures throughout the world, demonstrates the impor-
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G-24 Deputies.

tance of intensifying cooperation among developed and
developing countries on the one hand and the interna-
tional financial institutions on the other hand in the
process of integrating the developing countries into the
global economy. At the same time, the imminent intro-
duction of a new currency—the euro—into the global
economy creates more challenges for macroeconomic
policy formulation associated with the functioning of the
international financial system, so far based on national
currencies. These developments call for strengthened

Abdelkrim Harchaoui, Chairman of the G-24 (left); and Mohamed Terbéeche, Chairman of the
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international cooperation to improve the functioning of
the global economy in order to reduce the potential costs
and risks of globalization for its participants and to ensure
that the potential benefits accrue to all countries.

3. The Group of 24 calls for a wide-ranging review by
a task force comprising industrial and developing coun-
tries with representation based on the principle of inclu-
sion, not exclusion of the following issues:

¢ the capacities and modalities of the international
monetary and development finance institutions to pre-
vent, and to respond in a timely and effective manner to,
crises induced by large-scale capital movements;

* the appropriateness of the conditions prescribed
by these institutions to deal with such crises;

+ the equitable sharing of the costs of post-crisis
financial stabilization among private creditors, borrow-
ers, and governments;

« the more effective surveillance of the policies of major
industrialized countries affecting key international mone-
tary and financial variables, including capital flows;

+ the strengthening of social safety nets as integral ele-
ments of stabilization and adjustment programs to pro-
tect the most vulnerable segments of the population;

« the increased representation and participation of
developing countries at the decision-making level of
international financial institutions to properly reflect
developing countries’ growing role in the world econ-
omy, including through the revision of the bases deter-
mining the voting power in these institutions; and,

¢ the need to enhance the role of SDRs in the inter-
national monetary system to achieve greater stability,
particularly in view of the prospect of an emerging
polarization around three major currencies.

4. The central role of the IMF in the international
monetary system and the deterioration of its liquidity
position emphasize the need to increase the IMF’s ordi-
nary resources. Ministers therefore urge members to
accelerate the implementation of the quota increase
under the Eleventh Review.

Capital Account Liberalization

5. Ministers recognize that the benefits of further lib-
eralization of capital movements depend on the prevail-
ing circumstances of each country. Given the universal
nature of the IMF’s membership, Ministers believe that
the IMF can play a leading role in promoting an orderly
and gradual liberalization of capital movements, while
being sensitive to the particular situation of each country
and in the context of well-specified policies and, where
needed, adequate technical assistance. To this end, any
amendment of the Articles of Agreement should be
designed to promote cautious and well-sequenced capital
account liberalization. This would also entail amending
the Articles of Agreement to eliminate current limitations
on the use of IMF resources in the event of capital
outflows.

Governance

6. Ministers reaffirm their commitment to the prin-
ciples of good governance, which include transparency,
accountability, and the rule of law, and support the
fight against corruption, money laundering, and all
other forms of economic crime. They welcome the
principles expressed in the OECD Convention on
Combating Bribery of Foreign Public Officials, assert-
ing that the fight against corruption must be carried
out on the basis of symmetry with regard to the
responsibility of both developed and developing coun-
try governments.

7. Ministers are following with interest the ongoing
process toward reaching agreement on key principles of
fiscal transparency and emphasize the need for their
symmetrical application, with due regard to countries’
institutional arrangements and capabilities and
resource constraints. They stress the need for the inter-
national community, in particular the IMF, to provide
the necessary technical assistance to help countries
meet the requirements of these principles.

Treatment of Debt

8. Toenable heavily indebted countries to achieve sus-
tainable growth, Ministers reiterate their call for provision
of substantial concessional financial flows to these coun-
tries and for a flexible treatment of their external debt.

9. Ministers express their deep concern that official
development assistance (ODA) from the OECD coun-
tries fell to 0.25 percent of GNP in 1996, the lowest level
in the last three decades, and that ODA has continued in
1997 its declining trend that began in the early 1990s. In
particular, they note that this decline comes at a time
when the poorest countries are in need of ODA to fight
poverty. In this context, they reiterate their call on the
international donor community to reverse this trend,
with a view to achieving the 0.7 percent of GNP goal.
They stress again the need to replenish IDA-12 resources
to a level at least equivalent to IDA-10 in real terms.

10. Ministers welcome the recent internal and external
evaluation of experience with the Enhanced Structural
Adjustment Facility (ESAF), which remains an important
vehicle for fostering adjustment and growth in low-income
countries. They attach great importance to an early imple-
mentation of the findings of these reviews in order to
strengthen this facility, in particular with regard to the
social implications of adjustment and program ownership.

11. Ministers note with concern the delays and diffi-
culties in securing the financing of the continuation of
ESAF operations and of the Heavily Indebted Poor
Countries (HIPC) Initiative. They reiterate their view
that, in order to achieve this objective, there is an urgent
need that the question of bilateral contributions be satis-
factorily resolved by all creditors on an equitable burden-
sharing basis, particularly by finalizing bilateral commit-
ments; and decision be taken with regard to the optimiza-



tion of the management of the IMF’s reserves, including
through the sale of a portion of its gold holdings.

12. Ministers welcome the progress report on the
implementation of the HIPC Initiative. However, they
note that implementation is still slower than expected.
They believe that enhancing the effectiveness and cred-
ibility of the Initiative will require that flexibility be
introduced in the implementation of the Initiative, so
as to extend the benefits to a larger number of develop-
ing countries; and efforts also be made to reduce sub-
stantially the time needed for effective debt relief for eli-
gible countries, including through the shortening of the
period between decision and completion points.

13. Ministers endorse the debt initiative expressed in
the Mauritius Mandate and reiterate the need for fur-
ther efforts to seek permanent, creative, and timely
solutions to the debt problem within the context of an
equitable burden-sharing arrangement.

14. Ministers acknowledge the continued efforts by
African Governors and governments to enhance human
resources and to strengthen institutional capacity in sub-
Saharan Africa. They reiterate their call on the donor
community to provide the necessary support to the
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Social Safety Nets: Issues and Recent Experiences, edited by Ke-Young Chu and Sanjeev Gupta. Comprises 14 papers
providing a comprehensive review of the IMF’s work on social safety nets.

Occasional Papers ($18.00; academic rate: $15.00)

No. 160: Fiscal Reform in Low-Income Countries: Experience Under IMF-Supported Programs, staff team led by
George T. Abed. Reviews the fiscal reform experience of 36 low-income developing countries.
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necessary preconditions for its successful implementation.

Partnership for Capacity Building in Sub-Saharan Africa.

15. Ministers welcome the agreement to increase the
capital of MIGA, which they view as a positive indication
of the will to mobilize other resources in support of sus-
tainable growth, especially in the developing countries.
Ministers believe that increasing the capital of MIGA will
enable it to expand the scope of its involvement to ensure
better coverage of development-related fields.

16. Ministers considered issues raised by a decline in
IBRD net income at the same time that potential
demands on this income were increasing. They urge the
Bank’s Executive Board to review, on an urgent basis, all
available options and to make appropriate recommen-
dations based on the principle of equitable burden
sharing, while permitting it to meet its members’ high-
est priorities for the use of net income.

17. Ministers wish to express their satisfaction with the
ongoing efforts of the multilateral development banks
(MDBs) in the areas of coordination, consultation, and
information exchanges. They believe that the coordination
of MDB activities should be widened to involve the appro-
priate targeting of areas of intervention, in light of these
institutions’ mandates and actual financing capacities. m

98/40: Regional Trade Agreements Versus Broad Liberalization: Which Path Leads to Faster Growth? Time-Series
Evidence, Athanasios Vamvakidis. Estimates the growth performance of countries that liberalized to world trade

or joined a regional trade agreement.

Papers on Policy Analysis and Assessment ($7.00)

98/1: Aid Effectiveness—A Survey of the Recent Empirical Literature, Tsidi M. Tsikata. Surveys the empirical literature over
the past ten years on the impact of aid on economic growth and poverty alleviation.

98/2: Transparency in Central Bank Operations in the Foreign Exchange Market, Charles Enoch. Considers respective roles and
appropriateness of overt and covert foreign exchange market operations.

IMF Staff Country Reports ($15.00)

98/17: Cameroon—Statistical Appendix

98/18: Papua New Guinea—Recent Economic Developments
98/19: Republic of Slovenia—Recent Economic Developments
98/20: Republic of Slovenia—Selected Issues

98/21: Togo—Selected Issues

98/22: Republic of Armenia—Recent Economic Developments
98/23: Barbados—Recent Economic Developments

Publications are available from IMF Publication
Services, Box XS800, IMF, Washington, DC 20431
U.S.A. Telephone: (202) 623-7430; fax: (202) 623-7201;
e-mail: publications@imf.org.
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Following are excerpts from recent IMF press releases.
Full texts are available on the IMF’s web site
(http://www.imf.org/external) or on request from the IMF’s
Public Affairs Division (fax: (202) 623-6278).

Tajikistan: Post-Conflict Assistance

The IMF approved a credit for the Republic of
Tajikistan equivalent to SDR 7.5 million (about
$10 million)—the second for Tajikistan under the
IMF’s emergency post-conflict assistance—to support
the government’s economic program for 1998. The first
credit, also for SDR 7.5 million (about $10 million) was
approved on December 19, 1997 (see Press Release No.
97/61, IMF Survey, January 12).

Tajikistan: Selected Economic Indicators

1996 19971 19982
(percent change)
Real GDP 4.4 2.2 44
Consumer prices (end-of-period) 405  163.6 18.1
(percent of GDP)
Fiscal balance (cash) -5.8 -34 2.7

External current account balance

(excluding official transfers) -10.1 -4.1 —6.8

(months of imports)

Gross international reserves 0.3 0.7 14

1Preliminary.
2Projections.

Data: Tajik authorities and IMF staff estimates and projections

Program for 1998

The government’s 1998 economic program covers a
transitional phase possibly leading to a program sup-
ported by loans under the Enhanced Structural
Adjustment Facility (ESAF). Progress in institution
building will be critical in laying the foundation for
such a successor program.

Under the current program, real GDP growth is
expected to reach 4-5 percent in 1998, compared with pre-
liminary rates of about 2 percent in 1997 and about
—4 percent in 1996; inflation is targeted to fall to about
18 percent during 1998, from about 164 percent during
1997; and gross international reserves are programmed
to rise to the equivalent of 1.4 months of imports at
end-1998, from 0.7 month at end-1997, and 0.3 month at
end-1996.

To achieve these objectives, fiscal policy is designed
to further reduce the government deficit to below
3 percent of GDP in 1998, from 3.4 percent in 1997,
and 5.8 percent in 1996.

Structural Reforms

Banking sector reform, which is crucial to achieve

134 sustainable and balanced economic growth, will consist

From the Executive Board

of two main elements. First, the regulatory and institu-
tional environment for banking will be enhanced
through a New Banking Law and the strengthening of
the National Bank of Tajikistan’s banking supervision
capacity. Second, plans for the restructuring of the five
major banks will be developed once internationally
reputable auditors have completed audits.

Privatization plans, while taking into account insti-
tutional constraints to rapid privatization, call for the
sale of smaller enterprises and the restructuring and
sale of medium- and large-scale enterprises.
Addressing Social Needs

In view of the social cost of the war, outlays on the
social safety net will need to be increased. The financial
position of the Social Protection Fund will be
reassessed to determine whether a further increase in
minimum and social pensions is feasible.

Tajikistan joined the IMF on April 27, 1993, and its
quota is SDR 60 million (about $80 million). Its out-
standing use of IMF financing currently totals
SDR 22.5 million (about $30 million).

Press Release No. 98/10, April 1

Guinea: ESAF

The IMF has approved the second annual loan
under the Enhanced Structural Adjustment Facility
(ESAF) for Guinea, in an amount equivalent to SDR
23.6 million (about $31 million), to support the gov-
ernment’s economic program for 1998-2000. The loan
is available in two equal semiannual installments, the
first of which, equivalent to SDR 11.8 million (about
$16 million), will be made available on April 15, 1998.
Program for 1998

The 1998 program calls for tight financial policies and
further structural reforms to consolidate the stabilization
under way and to create appropriate conditions for sus-
tainable and diversified economic growth. The basic

Members’ Use of IMF Credit
(million SDRs)

March Jan.—Mar. Jan.—Mar.

1998 1998 1997
General Resources Account  207.02  3,827.69 1,015.01
Stand-By Arrangements 200.00  3,236.27 245.98

Of which: Supplemental

Reserve Facility 0.00  3,000.00 0.00
EFF Arrangements 7.02 591.42 769.03
CCFF 0.00 0.00 0.00
SAF and ESAF Arrangements 160.47 188.21 96.97
Total 36749 4,01590 1,111.98

Note: EFF = Extended Fund Facility
CCFF = Compensatory and Contingency Financing Facility
SAF = Structural Adjustment Facility
ESAF = Enhanced Structural Adjustment Facility
Figures may not add to totals shown owing to rounding.

Data: IMF Treasurer’s Department



Guinea: Selected Economic Indicators

macroeconomic objectives are to achieve a growth rate of
5.0 percent in real terms; bring down inflation to about
3.5 percent; and contain the current account deficit at
7.7 percent of GDP, excluding official transfers, and
increase gross official reserves to the equivalent of 3.4
months of imports. To meet these objectives, fiscal policy
is targeting a domestic primary budget surplus of 2.9 per-
cent of GDP. Monetary policy is designed to support the
external sector and achieve the inflation objectives of the
program.
Structural Reforms

The government will complete the liquidation of the
Banque Internationale pour I’Afrique en Guinée
(BIAG) and the restructuring of three ailing banks.
Bank supervision will be tightened and prudential reg-
ulations will be enforced more strictly. In addition to
these banking sector reforms, the government intends
to quicken the pace of privatization and public sector
restructuring, accelerate the reform of the judicial sec-
tor, and reinforce the efficiency of the civil service.
Addressing Social Needs

With the support of donors and lenders, significant
progress has already been made in education: imbal-
ances between rural and urban areas have been
reduced, and enrollment ratios for girls have improved
to 35.5 percent in 1996/97 from 25.7 percent in
1993/94. The government will increase its nonwage
expenditure on health and ensure its efficient use.

Guinea joined the IMF on September 28, 1963, and
its quota is SDR 78.7 million (about $105 million). Its
outstanding use of IMF financing currently totals
SDR 71.7 million (about $96 million).

Press Release No. 98/11, April 3

Mozambique: Debt-Relief Package
Under HIPC
The World Bank and the IMF, along with other cred-
itors, agreed to provide exceptional support amounting
to nearly $3 billion in nominal terms in debt-service
relief for Mozambique. The assistance under the

Initiative for Heavily Indebted
Poor Countries (HIPC) will
reduce the external debt burden,
free budgetary resources, and
allow Mozambique to broaden the
scope of its development effort.

This assistance to Mozambique
will reduce its external debt by $1.4
billion in net present value termsin
June 1999, which translates into
debt-service relief over time of
nearly $3 billion. This assistance
represents over 70 percent of
Mozambique’s 1997 gross domes-
tic product. The World Bank and
the IMF will contribute $324 mil-
lion and $105 million, respectively, in net present value
terms. This package is subject to confirmation by all
Mozambique’s other creditors and continued imple-
mentation of its economic and social reform agenda.

The World Bank will provide part of its contribution
in the form of International Development Association
(IDA) grants—as opposed to normal credits. The
remainder of IDA support to Mozambique will be
channeled through the HIPC Trust Fund. The total
amount of debt-service savings generated by the World
Bank will be $880 million. The IMF will provide its
assistance in June next year in the form of a grant to be
used to service debt falling due to the IMF. Total debt-
service savings will be $124 million.

The debt relief agreed today is part of a broader
effort, including other ongoing traditional debt-relief
mechanisms. All of these efforts combined will reduce
Mozambique’s external debt from $5.6 billion in net
present value terms in late 1996 to $1.1 billion in June
1999 when the HIPC package is implemented. Debt-
service payments will be reduced to below 20 percent of

Selected IMF Rates

W\eek SDR Interest Rate of Rate of
Beginning Rate Remuneration Charge
April 6 4.26 4.26 4.56
April 13 4.23 4.23 4.53
April 20 4.24 4.24 4.54

The SDR interest rate and the rate of remuneration are equal to a
weighted average of interest rates on specified short-term domes-
tic obligations in the money markets of the five countries whose
currencies constitute the SDR valuation basket (the U.S. dollar,
weighted 39 percent; deutsche mark, 21 percent; Japanese yen,
18 percent; French franc, 11 percent; and U.K. pound,
11 percent). The rate of remuneration is the rate of return on
members’ remunerated reserve tranche positions. The rate of
charge, a proportion (currently 107 percent) of the SDR interest
rate, is the cost of using the IMF’s financial resources. All three rates
are computed each Friday for the following week. The basic rates
of remuneration and charge are further adjusted to reflect burden-
sharing arrangements. For the latest rates, call (202) 623-7171.
Data: IMF Treasurer’s Department
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IMF AT 3 4 export earnings. The stock of debt in net present value Uganda: Debt-Relief Package Under HIPC
terms will be reduced to 200 percent of exports, com- The World Bank and the IMF agreed that Uganda

pared to 466 percent without the Initiative. has met the requirements for receiving close to
Mozambique is the sixth country to benefit under  $650 million in debt relief from its external creditors,
HIPC, raising the total debt relief committed underthe  under the Initiative for Heavily Indebted Poor
Initiative to nearly $6 billion in nominal debt-service  Countries (HIPC). Uganda has established a strong

relief and $3 billion in net present value terms. track record of economic management and policy
Press Release No. 98/12, April 7

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

Date of Expiration Amount Undrawn
Member Arrangement Date Approved Balance
(million SDRs)
Stand-By Arrangements 27,302.44 11,347.47
Bulgaria April 11, 1997 June 10, 1998 371.90 124.30
Cape Verde February 20, 1998 April 19, 1999 2.10 2.10
Djibouti April 15, 1996 June 30, 1998 6.60 2.63
A Egypt October 11, 1996 September 30, 1998 271.40 271.40
Members drawing on El Salvador February 28, 1997 May 30, 1998 37.68 37.68
the IMF = h - Estonia December 17, 1997 March 16, 1999 16.10 16.10
€ purchase Indonesia November 5, 1997 November 4, 2000 7,338.24 5,136.77
Koreal December 4, 1997 December 3, 2000 15,500.00 4,300.00
other members’ cur- Latvia October 10, 1997 April 9, 1999 33.00 33.00
Romania April 22, 1997 May 21, 1998 301.50 180.90
rencies, or SDRs, with Thailand August 20, 1997 June 19, 2000 2,900.00 900.00
Ukraine August 25, 1997 August 24, 1998 398.92 217.59
- Uruguay June 20, 1997 March 19, 1999 125.00 125.00
an equwalent amount
EFF Arrangements 12,335.70 6,943.65
of their own currency. Algeria May 22, 1995 May 21, 1998 1,169.28 168.88
Argentina February 4, 1998 February 3, 2001 2,080.00 2,080.00
Azerbaijan December 20, 1996 December 19, 1999 58.50 26.33
Croatia, Republic of March 12, 1997 March 11, 2000 353.16 324.38
Gabon November 8, 1995 November 7, 1998 110.30 49.63
Jordan February 9, 1996 February 8, 1999 238.04 59.18
Kazakhstan July 17, 1996 July 16, 1999 309.40 309.40
Moldova May 20, 1996 May 19, 1999 135.00 97.50
Pakistan October 20, 1997 October 19, 2000 454,92 417.01
Panama December 10, 1997 December 9, 2000 120.00 110.00
Peru July 1, 1996 March 31, 1999 300.20 139.70
Russian Federation March 26, 1996 March 25, 1999 6,901.00 3,064.74
Yemen October 29, 1997 October 28, 2000 105.90 96.90
ESAF Arrangements 4,357.04 2,270.25
Armenia February 14, 1996 February 13, 1999 101.25 33.75
Azerbaijan December 20, 1996 December 19, 1999 93.60 38.02
Benin August 28, 1996 August 27, 1999 27.18 18.12
Bolivia December 19, 1994 September 9, 1998 100.96 0.00
Burkina Faso June 14, 1996 June 13, 1999 39.78 19.89
Cameroon August 20, 1997 August 19, 2000 162.12 135.10
Chad September 1, 1995 August 31, 1998 49.56 16.52
Congo, Republic of June 28, 1996 June 27, 1999 69.48 55.58
Cote d’Ivoire March 17, 1998 March 16, 2001 285.84 202.47
Ethiopia October 11, 1996 October 10, 1999 88.47 73.73
Georgia February 28, 1996 February 27, 1999 166.50 55.50
Ghana June 30, 1995 June 29, 1998 164.40 68.50
Guinea January 13, 1997 January 12, 2000 70.80 47.20
Guinea-Bissau January 18, 1995 July 24, 1998 10.50 0.00
Guyana July 20, 1994 April 17, 1998 53.76 0.00
Haiti October 18, 1996 October 17, 1999 91.05 75.88
Kenya April 26, 1996 April 25, 1999 149.55 124.63
Macedonia, FYR April 11, 1997 April 10, 2000 54.56 36.37
Madagascar November 27, 1996 November 26, 1999 81.36 54.24
Malawi October 18, 1995 October 17, 1998 45.81 15.27
Mali April 10, 1996 April 9, 1999 62.01 20.67
Mauritania January 25, 1995 July 13, 1998 42.75 0.00
Mongolia July 30, 1997 July 29, 2000 33.39 27.83
Mozambique June 21, 1996 June 20, 1999 75.60 37.80
Nicaragua March 18, 1998 March 17, 2001 100.91 84.09
Niger June 12, 1996 June 11, 1999 57.96 28.98
Pakistan October 20, 1997 October 19, 2000 682.38 568.65
Sierra Leone March 28, 1994 May 4, 1998 101.90 5.06
Tanzania November 8, 1996 November 7, 1999 161.59 74.47
Togo September 16, 1994 June 29, 1998 65.16 10.86
Uganda November 10, 1997 November 9, 2000 100.43 80.34
Yemen October 29, 1997 October 28, 2000 264.75 220.75
Zambia December 6, 1995 December 5, 1998 701.68 40.00
Total 43,995.18 20,561.37
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*Includes amounts under Supplemental Reserve Facility.

EFF = Extended Fund Facility

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

Data: IMF Treasurer’s Department



reform. It was the first country declared eligible for
such assistance in April 1997, and it now becomes the
first country to receive debt relief under the Initiative.

Discounted to today’s values (that is, in net present
value terms), relief from all of Uganda’s creditors will be
worth $350 million, to which the World Bank and the
IMF will contribute about $160 million and $69 mil-
lion, respectively. This amounts to a 20 percent reduc-
tion in Uganda’s external debt. Over time, the contri-
butions of the Bank and the IMF will relieve debt-ser-
vice payments equivalent to about $355 million and
$80 million, respectively. The Bank’s assistance will
cover between 38 and 50 percent of Uganda’s annual
debt service to IDA over the next five years. The IMF
will provide its assistance ($69 million) as a grant to
pay part of the debt service falling due to it. This will
cover about 22 percent of Uganda’s annual debt service
to the IMF on average over the next nine years.
Background on the HIPC Initiative

The HIPC Initiative was approved in September
1996 as a means of dealing comprehensively with the
debt burdens of the world’s poorest countries. It offers
significant assistance to countries facing unsustainable
external debt obligations, after the full application of
traditional debt-relief mechanisms, provided they are
successfully implementing economic and social
reforms. Under the HIPC Initiative, assistance is pro-
vided after a period of monitoring of economic perfor-
mance. In addition to Uganda, Bolivia, Burkina Faso,
Guyana, Cote d’lvoire, and Mozambique have qualified
for HIPC assistance. They will receive assistance once
the period of further monitoring (up to three years) is
completed. The total amount of debt relief expected for

all six countries is nearly $6 billion in nominal terms.
Press Release No. 98/13, April 8

Senegal: ESAF

The IMF has approved a new three-year loan for
Senegal under the Enhanced Structural Adjustment
Facility (ESAF), in an amount equivalent to SDR 107.0
million (about $144 million), to support the government’s
economic program for 1998-2000. The first annual loan,
equivalent to SDR 35.7 million (about $48 million), is
available in two equal semiannual installments, the first of
which, equivalent to SDR 17.8 million (about $24 million),
will be made available on April 30, 1998.
Medium-Term Strategy and 1998 Program

The authorities’ program for 1998-2000 aims pri-
marily at establishing the conditions to achieve real
GDP growth of 5-6 percent a year, thereby allowing per
capita income to increase by 2—3 percent a year; keeping
inflation at less than 3 percent; and reducing the exter-
nal current account deficit (excluding official transfers)
to less than 7 percent of GDP by 2000. Consistent with
the medium-term objectives, the program for 1998 aims
at achieving an increase in real GDP of 5.3 percent, lim-

iting average inflation to 2.4 percent, and containing the
external current account deficit (excluding official
transfers) to 7.3 percent of GDP. To meet these objec-
tives, fiscal policy is geared toward limiting the overall
fiscal deficit, on a commitment basis and excluding
grants, to 2 percent of GDP in 1998.

Senegal: Selected Economic Indicators

1996 19971
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19982

19992

(percent change)

Real GDP 5.7 5.2
Consumer prices (annual average) 2.8 1.8

5.3
24

6.5
2.0

(percent of GDP)

Overall fiscal balance (before grants) -22 =15

External current account balance

(excluding official transfers) -1.7 -6.7

1Estimates.
2Projections.

Data: Senegalese authorities and IMF staff estimates and projections

Structural Reforms

The authorities are committed to speeding up the
implementation of their unfinished reform agenda,
particularly in the areas of public enterprise and energy
sector reforms, and to undertaking new reforms to
modernize public administration.

Addressing Social Needs

The government will strengthen its program to
develop human resources. In the education sector, the
government’s objective, among others, is to improve
the quality of education at all levels. Also, the authori-
ties will implement a national health development plan
for the period 1998-2007.

Senegal joined the IMF on August 31, 1962, and its
quota is SDR 118.9 million (about $160 million). Its
outstanding use of IMF financing currently totals
SDR 208 million (about $279 million).

Press Release No. 98/14, April 21

Press Information Notices

Press Information Notices (PINs) are IMF Executive Board
assessments of members’ economic prospects and policies
issued—uwith the consent of the member—following Article
IV consultations, with background on the members’ econ-

omies. Recently issued PINSs include:
Spain, No. 25, April 6
El Salvador, No. 26, April 6
Nicaragua, No. 27, April 9
Botswana, No. 28, April 10
Sudan, No. 29, April 13
Latvia, No. 30, April 14
Full texts of PINs are available on the IMF’s web site
(http://www.imf.org/pins).
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World Economic Outlook
Effects of Asian Crisis Add to Uncertainty
Of World Economic Prospects

The financial turmoil in Asia that erupted in mid-1997
has abated since January 1998, and, according to the
spring 1998 World Economic Outlook—the IIMF’s twice-
yearly survey of global economic prospects and poli-
cies—markets have partially recovered. Nevertheless,
currency and asset values in the countries most deeply
involved in the crisis remain far below pre-crisis levels,
and considerable uncertainty remains about the resolu-
tion of the crisis and its global repercussions. Further, it
is already apparent, according to the World Economic
Outlook—the published edition of which will be avail-
able in mid-May—that the effects of the crisis are likely

Michael Mussa, Director of the IMF’s Research Department (right), talks to reporters during the
press briefing on the World Economic Outlook.
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to be more severe than initially perceived, and growth
projections have been revised downward since the
December 1997 interim assessment of the World
Economic Outlook (see IMF Survey, January 12).

At a press briefing on April 13, Michael Mussa, IMF
Economic Counsellor and Director of the Research
Department, said that many of the downside risks that
had been of concern at the time of the December 1997
interim assessment had materialized. As a result, in the
spring 1998 World Economic Outlook, the forecasts for
world growth in 1998 have again been revised downward
by a further 1/ percentage point to just over 3 percent.
The downward revision, Mussa said, reflects almost exclu-
sively the lower expected growth in Asia. For Indonesia,
Korea, Malaysia, the Philippines, and Thailand, the
growth forecast has been knocked down by another 4 per-
cent on average. For Japan, the World Economic Outlook
has revised its growth projection down to a “flat zero.”

Compared with other slowdowns in the past 25 years,
however, the projected global slowdown is relatively
mild, the World Economic Outlook observes. The new
growth projection for 1998 remains notably higher
than the 1s/4 to 23/4 percent registered during the
global slowdown of 1990-93 and only slightly below
the trend rate of growth of the past two decades.

Global economic growth in the medium term is still
projected to exceed the average rate observed since 1970,
reflecting a continued strengthening of growth in the
countries in transition, the relatively strong and sustained
growth performance of the developing world in the early
and mid-1990s, and a recovery of confidence and a
resumption of growth by 2000 in the economies of Asia.

Inflation is expected to remain low in the advanced
economies and to moderate further in the developing
countries and the countries in transition. Recent and
expected commodity price developments should help
keep global inflation low in the near future. The growth
of world trade volume in 1997, at 91/2 percent, was sim-
ilar to the expansions in 1994-95, which were the
fastest in two decades. Although trade growth is
expected to slow to about 61/2 percent in 1998, this
would be above the average for the 1990s.

Weighing the Risks

During the press briefing, Mussa said the risks to the
3 percent growth forecast for 1998 were about evenly bal-
anced. The downside risk in Asia and several developing
countries that are heavily dependent on commaodity
exports was counterbalanced by some upside potential in
both North America and continental Europe.

Although the balance of risk remains on the downside
for Asia, Mussa said it “now seems to be reasonably con-
tained,” compared with earlier projections in October
and December 1997, “although we are probably still a lit-
tle optimistic.” The World Economic Outlook notes that
for the economies at the heart of the crisis—Indonesia,
Korea, and Thailand—the drying up of private foreign
financing, together with large currency depreciations
and declines in asset prices, is causing sharp contractions
of domestic demand that will be only partially counter-
balanced by increased net exports this year. Similar forces
on a smaller scale have lowered near-term growth
prospects for Malaysia, the Philippines, and several other
countries in east Asia. Although, according to the staff
report, painful adjustments are yet to come, there are
grounds for expecting a continuing recovery of confi-
dence in these economies in the year ahead, followed by
a moderate pickup in activity in 1999. For Korea and



Thailand, Mussa said, the turnaround will probably
come in the summer or fall of 1998. In the case of
Indonesia, however, there remain great uncertainties,
and it is “simply too early to perceive when the turn-
around for the real economy might come.”

Advanced Economies

All the countries in this category will be affected by
the Asian crisis, although the impact and implications
for policy will vary, depending on individual circum-
stances. Compared with the October 1997 World
Economic Outlook, the projections for growth in the
advanced economies have been revised downward by
about /2 of 1 percent to 2.4 percent for 1998.

Though aggravated by the difficulties of many of its
Asian trading partners, the faltering of Japan’s recovery
in 1997 can, the World Economic Outlook notes, be
largely attributed to homegrown problems, including
financial sector weaknesses, delays in the implementa-
tion of structural reforms needed to reinvigorate the
economy, and a large withdrawal of fiscal stimulus in
1997 when the recovery was still fragile. During the
press briefing, Mussa said that the Japanese economy
poses another potential downside risk to the 3 percent
forecast for world growth in 1998. Domestic demand
fell almost 2 percent in 1997, and indications are that
GDP was “headed downward” in the first half of 1998.
He noted that recently announced fiscal stimulus mea-
sures expected to be enacted later this spring would
probably have their primary impact on the economy in
the second half of 1998 and the first half of next year—
about 11/2 percentage points of GDP; this stimulus, he
said, should be sufficient to turn domestic demand
growth from negative to slightly positive.

For the newly industrialized economies of Asia,
growth projections for 1998 have been marked down
substantially. Spillover effects from the regional crisis
are also expected to slow growth in Hong Kong SAR,
Singapore, and Taiwan Province of China.

The advanced economies of North America and
Europe will generally be less adversely affected by the
crisis. U.S. economic performance in 1997 was excep-
tionally favorable, with the fastest growth in 9 years, the
lowest inflation in 32 years, the lowest unemployment
in 24 years, and virtual balance in the federal budget for
the first time since the early 1970s. The crisis and its
repercussions appear to have obviated the immediate
need for a tightening of monetary policy to restrain the
growth of demand. Growth elsewhere in North
America and western Europe has been well sustained
and appears likely to remain so in the period ahead.

In a review of issues related to European Economic
and Monetary Union (EMU), the World Economic
Outlook notes that policy requirements in Europe in the
period ahead have to be considered in the context of
EMU, stage 3 of which is due to begin on January 1, 1999,

with the locking of exchange rates. There continue to be
reasons for concern about the lack of progress toward
greater flexibility of both labor and product markets. In
particular, the failure to reform Europe’s labor market is,
according to the World Economic Outlook, “clearly the
Achilles’ heel of the EMU project”

Developing Countries

Developing countries in all regions are being adversely
affected to varying degrees by the Asian crisis, according to
the World Economic Outlook. Lower commodity prices and
stepped-up efforts to address domestic and external imbal-
ances are likely to cause most developing countries to expe-
rience at least moderate slowdowns in growth in 1998. For
developing countries as a whole, the World Economic
Outlook projects a slowdown to about 4 percent in 1998
from 53/4 percent in 1997. Most emerging market countries
are expected to experience a mild strengthening in 1999. In
contrast to the rest of the developing world, growth in Africa
is projected to rebound to around 41/2 percent in 1998.

Countries in Transition

For the countries in transition, the World Economic
Outlook has revised short-term growth projections
downward—nby about 11/4 percent from the October
1997 World Economic Outlook—to 3 percent, partly
because of the expected effects of the Asian crisis. These
revisions nevertheless leave growth in the group on a
rising trend, and the projections also envisage that the
transition countries will continue to be able to finance
moderate current account deficits. In 1998, for the first
time since the transition began, nearly all of the transi-
tion countries are expected to experience increases in
activity; and the overall expansion is expected to
strengthen further in the medium term.

In an analysis of fiscal policy in transition countries,
the World Economic Outlook notes that attaining rea-
sonable balance in fiscal positions has played a critical
role in the initial achievement of macroeconomic stabil-
ity for the transition countries. With the initial task of
stabilization complete or nearly complete in most tran-
sition countries, the focus of fiscal policy is shifting to
the challenges of ensuring a sustainable path in the
future. Countries now need to implement “second gen-
eration” reforms aimed at improving the quality and
efficiency of government, including improvements in
the institutional framework supporting the budgetary
process and in the transparency of fiscal accounts.

Lessons from the Asian Crisis

The economies of east Asia have been among the most
successful emerging market countries. With generally
prudent fiscal policies and high private saving rates, these
countries had become a model for many others. Yet, these
countries became embroiled in one of the worst financial
crises in the postwar period. In trying to find the answer
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to what went wrong, the World Economic
Outlook suggests that the success of these
countries may have led domestic and for- 8

World Output and Inflation

(annual percent change)

eign investors to underestimate the coun-
tries’ economic weaknesses. Also, the large-
scale financial inflows these countries
attracted increased demands on policies
and institutions, especially in the financial
sector, that were ill-equipped or not suffi-
ciently developed to absorb or regulate
them. The fundamental policy shortcom-
ings and their ramifications were fully
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Growth of World Real GDP

Average, 1970-97
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revealed only as the crisis deepened. Past 20
success may also have contributed to a ten-
dency toward denial by policymakers of the 15 [~
need for action when problems first became
apparent. 10 |-
To contain the economic damage
caused by the crisis, the countries directly >
affected have needed to implement cor-

Inflation

Advanced economies

Developing countries
(consumer prices, median)

(GDP deflator) ]

rective measures, and the international
community, led by the IMF, has provided
financial support for policy programs in
the countries worst hit—Indonesia,
Korea, and Thailand. Unfortunately, in
these cases, the World Economic Outlook
notes, the authorities’ initial hesitation in implement-
ing appropriate reforms and other confidence-repair-
ing measures worsened the crisis by causing currency
and stock markets to decline well beyond what was jus-
tified by any reasonable assessment of market funda-
mentals. More recently, however, while uncertainties
have persisted in Indonesia, it is clear that elsewhere
commitments to implement the necessary measures
have strengthened substantially.

The strategies needed to restore confidence and sup-
port a resumption of growth include a broad range of
measures. The basic ingredients of the IMF-supported
programs in Indonesia, Korea, and Thailand involve
monetary policy sufficiently firm to resist excessive cur-
rency depreciation; measures aimed at addressing
weaknesses in the financial sector; improvements in
public and corporate governance; and fiscal policies to
reduce reliance on foreign savings and to take into
account the costs of bank restructuring.

In a historical survey of currency and banking crises,
the World Economic Outlook notes that serious financial
crises are not a new phenomenon and will occur again
in the future. Countering the potential for new crises is
a considerable challenge. Although it is impossible to
predict crises reliably, the World Economic Outlook
analysis indicates that crises typically share a common
origin—the buildup of unsustainable economic imbal-
ances. Whether these develop into a crisis depends on
the magnitude of the imbalance, policy credibility, and
the robustness of the financial sector.

1970

O b o v

75 80 85 90 95 982000

Note: Shaded areas indicate IMF staff projections. Aggregates are computed on the basis of
purchasing-power-parity weights unless otherwise indicated.

Data: IMF, World Economic Outlook, 1998

« Indicators of vulnerability. Although crises are rarely
identical, there is some scope for being better able to
identify vulnerabilities before crises hit. Based on its his-
torical analysis, the World Economic Outlook suggests
that real exchange rate appreciation, excessive domestic
credit expansion, and a rapidly rising ratio of broad
money to international reserves have in the past signaled
vulnerability to pressures in currency markets.
Policymakers can reduce their vulnerability by identify-
ing imbalances early. Other preventive measures include:

* Sound financial system. A robust financial system
underpinned by effective regulation and supervision of
financial institutions is an essential precondition for an
orderly liberalization of capital movements.

* Exchange rate regime. For some economies, the bal-
ance of costs and benefits may be shifting toward greater
exchange rate flexibility, partly because of the advantages
of avoiding the risk that a fixed exchange rate may
encourage excessive foreign currency exposure. The
decision to exit from a fixed exchange rate regime is often
difficult, particularly if it takes place during periods of
currency market stress. To lessen the risk of excessive
depreciation, it is essential to implement supporting pol-
icy measures and structural reforms and to put in place
a new anchor for price and exchange rate expectations.m

Copies of the May 1998 World Economic Outlook will be avail-
able in mid-May for $35.00 (academic rate: $24.00) each from
IMF Publication Services. See ordering information on page 133.




